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Foreword

The Kyrgyz Republic’s transition from a centrally planned to a market economy has been one of the most 
remarkable in Central Asia. Today, the country is a notably open society and has made good progress in 
reducing poverty over the past decade. But the reform process is far from complete—as this private sector 
assessment update shows. 

This assessment contains information current as of January 2013 and updates a previous assessment done 
in 2007. It defines private sector development as a dynamic process through which a broad base of private 
entrepreneurs and investors set up and expand their businesses, and produce more and higher value-added 
products. The assessment is based on the experience gathered by the Asian Development Bank (ADB) over the 
last 5 years in engaging with government, investors, and entrepreneurs in the Kyrgyz Republic. Statistical data 
was collected from secondary sources.

The report identifies challenges facing the development of a vibrant private sector—the country’s main 
driver of economic growth—and suggests interventions for meeting them. Doing so will be crucial for 
sustaining a healthy economy. The government and its development partners therefore need to focus on 
improving the economy’s production capabilities. Longer-term development prospects—particularly for higher 
wages, employment, and profitable investment opportunities—depend on diversifying into higher value-added 
products and opening up new markets.

To get there, strong and supportive government institutions are needed. Yet, as the report points out, the 
government institutional framework has so far not been able to provide market-supporting mechanisms that 
foster private sector development. Among the constraints are a harsh business environment that discourages 
firms and entrepreneurs from expanding; an increasing shortage of qualified workers (a hurdle for firms 
trying to move up the production ladder); and a lack of access to finance, which is expensive and concentrated 
in a few sectors. 
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Foreword

For ADB and its development partners in the Kyrgyz Republic, private sector development should focus 
first and foremost on improving the business environment. This is an area in which ADB is already working 
with the government, and will continue doing so. The government, for its part, has put private sector 
development at the center of its economic policies.

Klaus Gerhaeusser
Director General 
Central and West Asia Department
Asian Development Bank
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Executive Summary

The Kyrgyz Republic is seen as the most democratic 
and open society in Central Asia, and one of 
the world’s most open economies (Economist 
Intelligence Unit 2012). Its transition from a 
centrally planned to a market economy was one of 
the most remarkable in the region, but the process 
is far from complete. Liberal economic policies and 
market mechanisms have had a dramatic impact 
on the society. Yet the country has been unable to 
sustain economic growth, having experienced large 
and periodic growth fluctuations, with external and 
internal shocks causing sudden and sharp slowdowns 
in the narrowly based economy. The country also 
remains heavily dependent on external financial 
and energy resources. Disruptive changes in the 
government and internal political disputes have had 
negative effects on the socioeconomic situation. 
The political disturbances of April 2010 and the 
outbreak of ethnic conflict in the south 2 months 
later worsened the impact of the global economic 
crisis. These events undermined the otherwise good 
progress made in poverty reduction since 2000.

The private sector in the Kyrgyz Republic 
remains the main driver of economic growth. 
But its share of gross domestic product (GDP) 

has remained stagnant. Despite notable examples 
of entrepreneurship in some industries, such as 
garments and dairy, the private sector as a whole 
remains weak and has made little progress in 
expanding its production capabilities and creating 
more wealth. Many of the shortcomings in the 
economy—low competitiveness of products in 
particular—reflect its weak performance.

Long-term development prospects in the 
country—particularly for achieving sustainably 
higher wages and employment, and profitable 
investment opportunities—depend on the economy’s 
diversification into higher value-added products 
and expanding into new markets. Growth needs to 
become primarily export-led or it will continue to 
rely on consumption financed by foreign remittances. 
Achieving higher production capabilities requires 
a policy and institutional framework that supports 
industrial development and allows firms to operate 
efficiently and tap new markets. 

Attracting private sector investment that 
increases revenues and production capabilities and 
creates jobs should thus be a key part of economic 
policy. But domestic and foreign investors still risk 
having their businesses expropriated or subjected to 
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rent-seeking by government officials and politically 
connected individuals. Not surprisingly, this is a 
major deterrent to long-term investment. Only a 
supportive government that establishes adequate 
policies, rules, and institutions will provide the 
predictability and confidence the private sector 
needs to invest in the country. Achieving this 
will require improving government transparency, 
effectiveness, and progress in the fight against 
corruption.

Increasing access to credit and upgrading 
human capital are also essential for developing the 
private sector. An increasing shortage of qualified 
human capital prevents firms from moving up the 
production ladder. Qualified workers required 
to manage production of new and higher value-
added products have become more expensive and 
difficult to recruit as opportunities to migrate 
have become more attractive. The quality of 
education and vocational training has deteriorated 
substantially, exacerbating the scarcity of qualified 
workers essential to upgrade firms’ production 
capabilities. Finance continues to be expensive, short 
term, and concentrated in a few sectors. Private 
entrepreneurs find it difficult to access external funds 
for medium- or long-term investments in particular, 
limiting their ability to expand and compete 
internationally.

The Kyrgyz Republic’s development partners 
have been working with the government to improve 
the business environment, including by simplifying 
business registration, licensing, inspection, taxation, 
and trade clearance regimes; they have been 
strengthening the vocational education system, 
upgrading the finance sector’s architecture and 
financial institutions’ capacity, and developing value 
chains in strategic sectors. While this assistance 
has made a positive contribution to private sector 
development, the government’s reform agenda is far 
from complete.

This assessment proposes additional reforms 
to strengthen private sector development that the 
government could implement with support from 
development partners. It presents them as concepts 
that will need to be developed into operational 
projects if the government decides to pursue them. 
These initiatives could focus first and foremost 
on supporting the government in improving the 
business environment to enable investors and 
entrepreneurs to expand, perform better, innovate, 
and export. Development partners can also continue 
supporting private companies and developing value 
chains within strategic clusters to increase the use of 
domestic skilled labor and locally produced inputs. 
In particular, nonsovereign operations have the 
capacity to provide targeted support to companies 
in untapped or underdeveloped sectors. Further, 
development partners can support improvement 
of curricula, training, and learning materials for 
the vocational education system to make it more 
responsive to the private sector’s needs. Last but 
not least, development partners can support the 
expansion of financial services—particularly deposit 
and payment services—by strengthening supervision 
of financial institutions, establishing mechanisms to 
address liquidity constraints, and improving financial 
consumer protection.

The political situation in the Kyrgyz Republic is 
now more stable following the peaceful transition to 
parliamentary democracy after the events of 2010. 
This stability has improved business prospects. All 
major political forces are committed to creating a 
favorable business environment and putting private 
sector development at the center of economic policy 
objectives. In times of tight liquidity in international 
markets, ensuring good governance, transparency, 
and consistent application and enforcement of legal 
and regulatory reforms will be critical to attract 
foreign investors and lenders and enable the economy 
to meet its potential.
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The Private Sector in the Kyrgyz Republic

Development Performance 
and Challenges

Long-Term Economic Trends and 
Recent Performance

Since the collapse of the former Soviet Union, 
the Kyrgyz Republic has undergone dramatic 
economic changes, including an extensive economic 
liberalization program and rapid privatization. Its 
transition from a centrally planned to a market 
economy has been among the fastest and most 
ambitious in the region (Table 1). Liberal economic 
policies and market mechanisms have had a 
dramatic impact throughout society—government, 
individuals, and the economy. However, the reforms 
are incomplete and have so far only achieved a 
rudimentary legal and regulatory framework. 
Market-based economic institutions and processes 
remain largely ineffectual. Little has been done to 
improve capacity for economic diversification and for 
producing higher-quality goods and services, or to 
reduce dependence on external assistance. Only in 
2011 did the country return to the level of economic 

activity seen before the breakup of the former Soviet 
Union (Figure 1).

The Kyrgyz Republic has been unable to 
sustain stable economic growth, with GDP during 
2001–2011 fluctuating between a contraction 
of 0.5% and peak growth of 8.5%. Annual real 
GDP growth averaged 4.3% over this period, 
the lowest in the region, despite a better-than-
average performance by hydrocarbon exporters 
(Figure 2). Internal and external shocks have 
caused significant decelerations in growth in the 
narrowly based economy, while disruptive changes 
in government and internal political disputes have 
affected the socioeconomic situation (Figure 3). 
The political unrest in April 2010 and the outbreak 
of ethnic conflict in the south 2 months later 
raised uncertainty and insecurity and exacerbated 
the impact of the global economic crisis on the 
economy. During the upheaval, important trade 
routes into Kazakhstan and Uzbekistan were 
closed, which damaged wholesale and external 
trade, transport services, and tourism. The turmoil 
also hurt agriculture, construction, and the 
banking system.
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Table 1 Selected Economic Indicators for Central Asia

Kazakhstan Kyrgyz Republic Tajikistan Turkmenistan Uzbekistan

Macroeconomic Indicators

Real GDP in 2011 (1990 = 100) 163.1 101.5 86.0 298.5 203.5

Private sector share in GDP (%, 2010)a 65.0 75.0 55.0 25.0 45.0

Cumulative net foreign direct investment  
($ million, 1991–2010)

72,769.8 1,756.6 1,199.7 11,206.9 4,391.1

Gross external debt/GDP (%, 2011) 66.5 76.9 48.1 7.3 13.3

Transition Indicators (2012)

Large-scale privatization 3 4– 2+ 1 3–

Small-scale privatization 4 4 4 2+ 3+

Governance and enterprise restructuring 2 2 2 1 2–

Price liberalization 4– 4+ 4 3– 3–

Trade and foreign exchange system 4– 4+ 3+ 2+ 2–

Competition policy 2 2 2– 1 2–

GDP = gross domestic product.
Notes:  Transition indicators range from 1 (indicating little or no change from a centrally planned economy) and 4+ (indicating standards 

of an industrialized market economy). The plus (+) or minus (–) represents a slight adjustment to the numerical score.
a  Private sector share in GDP represents European Bank for Reconstruction and Development (EBRD) estimates, based on 

available statistics from government and nongovernment sources. The underlying concept of private sector value-added includes 
income generated by the activity of private registered companies and private entities engaged in informal activity where reliable 
information on informal activity is available.

Sources:  European Bank for Reconstruction and Development (EBRD). 2012. Structural Change Indicators. http://www.ebrd.com/
pages/research/economics/data/macro.shtml#structural; EBRD. 2012. Transition Report 2012. http://www.ebrd.com/
downloads/research/transition/tr12.pdf

Figure 1 Economic Activity after the Breakup of the Former Soviet Union (1990 GDP = 100)

GDP = gross domestic product.
Source:  European Bank for Reconstruction and Development (EBRD). 2012. Structural Change Indicators. http://www.ebrd.com/

pages/research/economics/data/macro.shtml#structural
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Agriculture, trade, and gold production have 
become the Kyrgyz Republic’s dominant economic 
sectors since deindustrialization after independence. 
Agriculture was the only sector able to achieve  
pre-independence output levels, although it has been 
unable to maintain the growth rates of the 1990s and 
was overtaken by services as the economy’s largest 
sector. The country has become a regional hub for 
cross-border trade in goods and bazaar trade. Cash 
in circulation has increased substantially. Industry 

has not recovered from the collapse in output after 
the breakup of the former Soviet Union.1 Gold is 
the main export, with the largest share of it coming 
from the Kumtor mine. The construction sector 

1 With the collapse of the former Soviet Union, the Kyrgyz Republic 
lost its industrial base and a competent labor force. Its industrial 
sector during the Soviet era was not based on the local availability 
of raw materials and demand. The end of the Soviet system 
removed both the supply of raw materials and the demand for its 
industrial goods, thus making most of its industrial firms either 
irrelevant or unable to produce at competitive costs.

Figure 2 Real Gross Domestic Product Growth in Central and West Asia (% average for 2001–2011)

Source:  Asian Development Bank (ADB). 2012. Key Indicators for Asia and the Pacific 2011. Manila: ADB.
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Figure 3 Real Gross Domestic Product Growth in the Kyrgyz Republic (% year-on-year)

Sources:  National Statistics Committee of the Kyrgyz Republic [In Kyrgyz or in Russian]. 2012. http://www.stat.kg/; 
Asian Development Bank.
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Table 2 Dynamics of Gross Domestic Product in the Kyrgyz Republic (%)

Output Recovery (1990 = 100)

1990 1995 2000 2005 2010

Real GDP 100.0 50.7 66.6  80.2  96.0

Agriculture 100.0 61.3 90.4 102.9 111.3

Industry 100.0 26.9 41.7  41.5  45.6

Construction 100.0 32.2 33.7  43.2  71.0

Trade 100.0 33.5 44.0  74.0  98.9

Contribution to GDP

1996 2000 2005 2010

Agriculture 49.7 36.7  31.9  20.7

Industry 18.3 31.4  22.4  28.0

 Manufacturinga   … 19.5  14.4  17.8

 Electricity, gas, and water   …  6.9   4.3   3.1

 Construction   …  4.5   3.0   6.3

 Others   …  0.5   0.7   0.8

Services 32.0 31.9  45.7  51.3

 Trade and repairs 11.1 13.0  20.0  18.0

 Hotels and restaurants  3.4  0.8   1.5   1.4

 Financial services   …  0.1   0.6   0.7

 Real estate   …  3.1   3.1   4.9

 Transport and communications  4.9  4.0   7.4  10.2

 Others   … 10.9  13.1  16.1

Net indirect taxes  6.9  7.0  10.8  10.5

Growth rates

2001–2005 2006–2010

Real GDP  3.8  4.3

Agriculture  2.7  1.6

Manufacturinga  0.3  2.8

Construction  5.2 12.3

Trade 11.8  6.2

… = not available, GDP = gross domestic product.
a Includes gold production from the Kumtor mine.
Source: National Statistics Committee of the Kyrgyz Republic [In Kyrgyz or Russian]. 2012. http://www.stat.kg/

experienced significant growth in the second half 
of the last decade but this was largely driven by real 
estate speculation fueled by unrealistic financial 
leverage, and was therefore unsustainable (Table 2).

Investment has remained relatively stable in 
recent years, at between 20% and 25% of GDP 
(Table 3). During 2006–2011, private investment, 
which was mainly financed by firms’ retained 

earnings, accounted for 73% of total investment. 
The government’s lack of financing capacity has 
limited public investment. The public investment 
program has been mainly financed by foreign 
grants and concessional loans. Foreign investment 
accounted for 35% of total investment and about 
half of private investment over this period. 
Half of foreign investment has been directed to 

http://www.stat.kg/
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manufacturing (50.9% of the total), most of it to the 
mining industry, the Kumtor mine in particular. 
The role of foreign direct investment in the Kyrgyz 
Republic has been relevant, but below potential; the 
country has attracted relatively more foreign direct 
investment than have Tajikistan and Uzbekistan, 
but its performance remains sluggish compared with 
Armenia and Georgia.

The Kyrgyz Republic is one of the most open 
economies in the world, with the sum of its exports 
and imports equivalent to 142% of GDP in 2011. 
A liberal foreign trade policy and full currency 
convertibility continue to favor international 
commerce. However, the country still has a large 
and persistent current account deficit. This is driven 
by a weak trade balance caused by high-energy 
dependency and a low-value and insufficiently 
diversified production structure, exacerbated 
by the small size of the domestic market and 
the limited potential for economies of scale in 
industrial production.

The country’s exports are highly concentrated on 
a few export destinations and on only a few resource 
goods. In 2010, just four markets accounted for 
two-thirds of Kyrgyz Republic exports: Switzerland 
(22.1%), the United Arab Emirates (17.2%), the 
Russian Federation (14.7%), and Kazakhstan 
(10.3%). In 2010, the three main export products—
gold unwrought or in semi-manufactured forms, 
petroleum oils (not crude), and other commodities—
represented 60.9% of total exports. Gold alone 
accounted for 45.9% of total exports (Figure 4).2 

2 Based on four-digit-level Standard International Trade Codes.

The country’s exports have low value-added 
content, while the share of high-tech products 
exported has declined in recent years, from 1.2% in 
2006 to 0.6% in 2010 (Figure 5).

The country is heavily dependent on imports 
for basic subsistence. Mineral fuels (mainly 
petroleum oils) are the largest import component, 
in which the Kyrgyz Republic had a trade deficit 
of $736 million in 2010, or 16.0% of GDP.3 This is 
followed by vehicles, boilers, and other machinery, 
in which the country had a trade deficit of 
$484.1 million, or 10.5% of GDP. The dependency 
on imports extends to basic foods, such as cereals 
and meat. Products in which the Kyrgyz Republic 
has a trade surplus include gold, garments, fruits, 
and dairy.

Trade and service deficits have been financed 
by remittances and foreign capital via loans and 
grants, although in recent years they have been 
mainly financed by remittances, given the country’s 
increasing difficulty in securing external loans 
(Figure 6). A steady and growing flow of migrants 
has led to a significant increase in remittances 
flowing into the economy, mainly from the Russian 
Federation and Kazakhstan. In 2011, net remittance 
inflows accounted for 26.6% of GDP, while total 
external debt reached 81.2% of GDP. The latest 
debt sustainability analysis determined that the 
Kyrgyz Republic is at a moderate risk of debt 
distress (International Monetary Fund [IMF] 2012). 
The government has limited fiscal space, with public 
debt estimated at 52.4% of GDP in 2011.

3 Total imports minus total exports.

Table 3 Investment in the Kyrgyz Republic

2006 2007 2008 2009 2010 2011

Investment (% of GDP) 22.5 21.0 20.3 23.0 23.9 24.3

By ownership

Public (% of total) 58.2 18.4 18.8 19.5 22.6 23.9

Private (% of total) 41.8 81.6 81.2 80.0 77.4 76.1

By source of funding

Domestic (% of total) 39.0 78.3 65.3 65.3 74.3 71.2

Foreign (% of total) 61.0 21.7 34.7 34.7 25.7 28.8

GDP = gross domestic product.
Sources: National Statistics Committee of the Kyrgyz Republic; International Monetary Fund.
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Figure 5 High-Tech Exports of Selected Economies (% of total exports)

Source: International Trade Centre. 2012. Trade Competitiveness Map. http://www.intracen.org/ByCountry.aspx
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Figure 6 Net Remittance Inflows to the Kyrgyz Republic (% of GDP)

Source: National Bank of the Kyrgyz Republic. 2012. http://www.nbkr.kg/
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Poverty declined significantly in response to 
economic growth from 2000 to 2009.4 During 
2006–2009, a period of strong growth, absolute 
poverty fell from 39.9% to 31.7% and extreme 
poverty declined from 9.1% to 3.1% (Figure 7). 

4 Authorities calculate the minimum subsistence level on a 
quarterly basis and define it as the minimum cost of a 
representative consumer basket per person necessary for 
subsistence (currently about $95 per month).

Figure 7 Poverty in the Kyrgyz Republic (%)

Source: National Statistics Committee of the Kyrgyz Republic. 2012. [In Kyrgyz or Russian]. http://www.stat.kg/
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The Gini coefficient for consumption fell from 
32.3 in 2006 to 24.5 in 2009.5 The main factor 
contributing to the reduction in poverty was the 

5 The Gini coefficient is a commonly used measure of inequality, 
in which 0 corresponds to perfect equality and 1 to perfect 
inequality. Absolute (or total) poverty rate estimates the share of 
the population that cannot cover standards in both the need for 
food and nonfood needs, while the extreme poverty line measures 
the share of the population that is unable to meet even minimum 
daily food requirements.

http://www.stat.kg/
http://www.nbkr.kg/
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strong growth in remittances (from 11.0% of GDP 
in 2005 to 18.0% of GDP in 2009), which fueled 
an increase in private consumption. In 2010 and 
2011, due to the economic challenges that resulted 
from spillover from the global economic crisis 
and domestic political unrest, poverty increased 
to 36.8% and extreme poverty increased to 4.5%. 
Rural poverty dominates, with 40.4% of the 
population poor, compared with 30.7% of the urban 
population. Lack of education is an important 
factor explaining who remains in poverty, with 
the headcount poverty rate two times higher for 
illiterate household heads than for those with 
technical professional degrees (World Bank 2011a). 
Variations in poverty levels are correlated with 
GDP per capita, which had been growing until 
peaking in 2008 at $959.4, before declining due to 
the global financial crisis and the political events of 
2010 (Table 4).

Unemployment and underemployment in 
the Kyrgyz Republic remain high, even though a 
significant share of the increasing number of labor 
market participants has been emigrating to the 
Russian Federation and Kazakhstan.6 Investment 

6 Labor migrants from the Kyrgyz Republic are estimated at more 
than 20% of the labor force.

has had limited impact on job creation because 
much of it has been directed to large, capital-
intensive mining projects. In 2010, the official 
unemployment rate rose to 8.7% as the political 
turbulence disrupted economic activity, particularly 
construction, agriculture, and trade. There was 
also major physical damage to businesses, resulting 
in closures and loss of jobs. Unemployment 
only marginally declined in 2011. Young people 
account for 50% of the officially unemployed. 
The unemployment rate for women (9.9%) is 
higher than for men (7.6%), and in urban areas 
(at 10.4%) is higher than in rural areas (7.5%), 
although underemployment is significantly higher 
in rural areas.7 

In 2007–2009, most new jobs (76.2%) were 
created in the informal sector. The expansion of 
informal employment has increased the vulnerability 
of these workers to economic shocks, as they do 
not have state-backed social protection. The share 
of small and medium-sized enterprises (SMEs), 

7 Some researchers think that true unemployment rates may be 
substantially higher than the rates suggested by the official 
sources. A recent International Monetary Fund report refers to a 
study conducted by the National Statistics Committee in 2006 
that revealed that the unemployment rate was about 17% that 
year (the study was conducted only once).

Table 4 Key Macroeconomic Indicators

2007 2008 2009 2010 2011

Real GDP growth (%) 8.5 8.4 2.9 (0.5) 5.7

Non-gold growth (%) 9.0 5.4 3.4 (2.1) 5.6

GDP per capita ($, current) 719.8 959.4 864.3 875.0 1,070.0

Inflation, consumer prices (%) 10.2 24.5 6.9 8.0 16.5

Gross capital formation (% of GDP) 26.6 28.9 27.3 27.4 25.3

Trade balance (% of GDP) (33.5) (36.6) (23.9) (24.2) (28.0)

Current account balance (% of GDP) (5.9) (13.7) (2.3) (6.4) (6.3)

Net remittances inflow (% of GDP) 9.2 23.6 18.0 23.6 26.6

Foreign direct investment, net inflows (% of GDP) 5.5 7.3 4.0 9.1 11.7

External public debt outstanding (% of GDP) 54.6 41.2 52.8 55.1 48.1

Gross reserves (months of next year imports, end of period) 3.0 3.6 4.9 4.0 3.7

Unemployment rate (%) 8.2 8.2 8.4 8.7 8.5

Poverty rate (%) 35.0 31.7 31.7 33.7 36.2

( ) = negative, GDP = gross domestic product.
Sources: National Statistics Committee of the Kyrgyz Republic. 2012. [In Kyrgyz or Russian]. http://www.stat.kg/; International 
Monetary Fund. 2012; World Development Indicators. 2012. data.worldbank.org

http://www.stat.kg/
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excluding farmers, in employment remains low, 
although it increased slightly from 12.8% in 2006 to 
15.6% in 2011.

Development Challenges

The Kyrgyz Republic shares many challenges 
with the less-developed countries in the region. 
These include a high incidence of poverty and 
underdeveloped remote regions, causing a significant 
part of the population to emigrate. The country 
remains heavily dependent on external financial and 
energy resources. Weak state institutions are unable 
to provide public goods in a sustainable manner. 
Income disparities between groups and regions 
exacerbate conditions for social unrest. Social and 
ethnic tensions are a challenge for governance and 
development, as seen by the ethnic violence in the 
southern cities of Osh and Jalal-Abad in June 2010. 
The unrest cost many lives and caused thousands to 
flee the country as refugees.

The integration of the Kyrgyz Republic 
economy with global markets is constrained by 
inadequate national and regional trade and transport 
infrastructure. As a result, firms tend to have 
inadequate knowledge of external markets. A lack of 
production capabilities is not only limiting economic 
opportunities, as demonstrated by the narrow base 
of export revenues concentrated largely on gold, but 
it is also making the country more vulnerable to 
external shocks. A macroeconomic shock—such as a 
surge in energy prices or a fall in gold production—
or political instability triggering a drop in GDP 
could renew concerns about debt sustainability 
and the need for emergency funding, given the 
government’s limited fiscal resources for managing 
the economic cycle.

The Kyrgyz Republic’s accession to the 
Customs Union of Belarus, Kazakhstan, and Russia 
would have a significant impact on the economy. 
The government has expressed its willingness 
to join the customs union, although several 
issues remain to be resolved prior to accession, 
including compatibility with the country’s existing 
membership in the World Trade Organization. 
Accession would present both opportunities and 

challenges.8 Energy sources would likely become 
more accessible and affordable, which is especially 
important for a country that is heavily dependent 
on external energy resources. Exports of locally 
produced goods to customs union member countries 
could benefit from lower tariff and nontariff costs. 
However, transnational competition for the transit 
of goods will increase and could erode reexport 
competitiveness. Part of the trade flows currently 
passing through the Kyrgyz Republic would 
likely shift to neighboring countries, affecting 
a significant part of the population trading in 
products originating from the People’s Republic 
of China (PRC) and destined for the Russian 
Federation or Kazakhstan. Strengthening the 
competitiveness of Kyrgyz Republic industries and 
transit capacity is crucial if the country is to benefit 
from these trade agreements. Otherwise its trade 
deficit will remain unsustainably high irrespective 
of the trading bloc into which the country is 
integrated.

The Kyrgyz Republic’s long-term development 
prospects—in particular for sustainably higher 
wages and employment, and profitable investment 
opportunities—depend on the economy diversifying 
into higher value-added products and expanding 
into new markets. Given the scarcity of qualified 
labor, land, and natural resources, the country 
needs to focus more on innovation to improve the 
economy’s production capabilities. And growth 
needs to be primarily export-led or it will remain 
dependent on consumption financed by foreign 
remittances.

Achieving higher production capabilities 
requires a policy and institutional framework that 
supports industrial development and allows firms to 
operate efficiently and tap into new markets. Only 
a government supportive of such framework can 
provide the predictability and confidence the private 
sector needs to invest. Improving government 
effectiveness, fighting corruption, creating a 
more conducive business environment, increasing 
access to credit, and upgrading human capital are 
essential to address the country’s development 
challenges. Attracting private sector investment 

8 USAID (2010) and other studies have analyzed the possible 
impact of the Kyrgyz Republic accession to the customs union.
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that brings higher revenues and capabilities and 
creates jobs should be a key part of the government’s 
economic policy.

The Private Sector

Privatization following the breakup of the former 
Soviet Union helped the private sector grow 
significantly, allowing it to become the economy’s 
main driver. The share of the private sector in gross 
domestic product (GDP) has been about 75% of 
GDP since 2004. However, the private sector has 
not been able to expand its production capabilities to 
create more wealth, and many of the shortcomings in 
the economy reflect its weak performance. Many of 
the findings in the 2007 private sector assessment of 
the Kyrgyz Republic remain valid (ADB 2007).

Production and Employment

The Kyrgyz Republic’s economy is dominated by 
small economic entities (mainly farmers, individual 
entrepreneurs, and small enterprises), most of which 
operate in the informal sector. In 2011, the business 
sector officially comprised about 1,600 large, 800 
medium-sized, and 11,400 small enterprises. There 
were also nearly 268,000 registered individual 
entrepreneurs and 344,000 peasant farmers. Most 
of these enterprises are private. Official statistics 
show that state ownership is concentrated in services 

(making up 31.5% of the sector’s share of GDP), 
primarily infrastructure services (electricity, water, 
and gas) and social services (education and health) 
(Table 5). State-owned enterprises—particularly 
in the energy sector—remain highly inefficient and 
operate at a loss (see Energy Sector, page 15).

The corporate sector remains weak and there are 
few profitable firms with strong growth prospects. 
A 2010 International Finance Corporation (IFC) 
survey found that although good progress has 
been made in introducing corporate governance 
principles, these are still not properly formalized. 
Little attention is given to improving organizational 
management structures. There is a lack of 
understanding of the nature of internal audits 
(IFC 2010).

Employment in the private sector increased 
marginally from 2006 to 2009, reaching 84.6% 
of total employment (Table 6). The current 
administration’s plans to resume privatization of 
state-owned enterprises would reinforce the increase 
in the private sector’s share of total employment.

Table 5 State and Private Sector Shares of Gross Domestic Product in the Kyrgyz Republic (%)

2006 2009

State Private State Private

GDP 14.0 86.0 17.1 82.9

Agriculture  1.4 98.6  1.4 98.6

Industry 15.3 84.7  7.1 92.9

Services 29.9 70.1 31.5 68.5

GDP = gross domestic product.
Notes:  The National Statistics Committee classifies both full and majority private shareholding and partially divested state-owned 

enterprises as private sector. State-owned enterprises with majority government shareholding (51% and over) are classified 
as public sector. Within the private sector, there is a nonpublic sector comprising a large number of enterprises with formally 
minority state shareholdings but which are under effective state control. Statistics on this nonpublic sector are not available.

Source:  Calculated from data from the National Statistics Committee of the Kyrgyz Republic. 2012. [In Kyrgyz or Russian].  
http://www.stat.kg/ 

Table 6 Employment in the Private Sector (%)

2006 2007 2008 2009

Private  83.6  83.4  84.9  84.6

Public  16.4  16.6  15.1  15.4

Total 100.0 100.0 100.0 100.0

Source:  National Statistics Committee of the Kyrgyz Republic. 
2012. [In Kyrgyz or Russian]. http://www.stat.kg/

http://www.stat.kg/
http://www.stat.kg/
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Table 7 The Kyrgyz Republic Agriculture Sector

2006 2007 2008 2009 2010 2011

Gross output (Som million) 72,277.3 89,886.1 112,099.6 111,283.9 115,068.3 147,347.6

Labor productivity (Som million per worker) 82.4 114.2 117.9 117.9 150.7 154.4

Employment (’000) 760.2 742.1 742.9 718.5 699.1 700.2

Tractors (number) … 24,532 … 24,445 … 26,562

Peasant farmers 313,061 323,555 321,856 318,815 331,059 344,492

Average size of peasant farm (hectares) 2.7 2.6 2.7 2.7 2.7 …

Peasant farms’ share of gross output (%) 59 61 62 56 56.9 58.6

Arable land owned by state and collective 
farms (% of total)

28.7 27.7 26.6 25.6 24.4 …

Pasture owned by state and collective farms 
(% of total)

32.7 32.8 32.9 32.9 33.1 …

… = not available.
Source: National Statistics Committee of the Kyrgyz Republic. 2012. [In Kyrgyz or Russian]. http://www.stat.kg/

Women’s Participation in Business
A recent World Bank Group survey indicates that 
firms in the Kyrgyz Republic are more likely to 
employ full-time female workers and have higher 
female participation in firm ownership than other 
countries in Europe and Central Asia (The World 
Bank Group 2011). Full-time female workers 
constitute a higher proportion of workers than in 
the rest of the region (42.6% versus 38.5%). The 
Kyrgyz Republic also has the highest proportion of 
enterprises in the region with female owners (60.4% 
versus 38.5%). Small rural businesses headed by 
female entrepreneurs produce, among other things, 
canned fruit and vegetables, and souvenirs made of 
natural felt and silk.

Nevertheless, stereotypical and patriarchal 
views of the role of women restrict their ability to 
become entrepreneurs. Expectations that women 
will combine household duties with employment 
often limit their choices to informal or part-time 
work. The deterioration of social services such as 
affordable childcare is putting further pressure on 
women to work in flexible jobs. Women lag behind 
men in access to assets, professional experience, 
and opportunities to build skills, all of which are 
vital for building healthy businesses. Statistics show 
that men are almost three times more likely to 
engage in full-time entrepreneurial activities than 
women, or to identify themselves as “self-employed” 
(The World Bank Group 2011).

Agriculture and Agro-Processing
Over the last decade, services have surpassed 
agriculture as the economy’s largest sector in 
terms of output. Agriculture remains a key sector 
nonetheless, accounting for about 20% of GDP 
and employing some 700,000 people (30.7% 
of the working population). Agriculture is an 
important means of subsistence for low-income 
households. Agricultural exports are primarily fruit, 
vegetables, and dairy products, targeting mainly the 
Kazakhstan market.

The Kyrgyz Republic’s agriculture sector is 
overwhelmingly privately operated by over 344,000 
peasant farmers (Table 7). Their numbers have 
continued to grow in recent years, in line with the 
trend toward private operations started in the 1990s, 
while the number of agriculture cooperatives and 
collective and state farms has fallen sharply. In 
2011 there were just 417 agricultural cooperatives 
compared with 1,320 in 2006, while the number 
of collective and state farms fell to 95 and 65, 
respectively, from 160 and 106 in 2006. Peasant 
farmers produced 58.6% of the country’s agricultural 
output, while the share of state and collective 
farms was only 2.4%. The balance mainly comes 
from household production. Forty-four joint-stock 
companies operate in the sector.

There are 1.3 million hectares of arable land 
and 9.3 million hectares of pasture in the Kyrgyz 
Republic. State and collective farms own 24.4% of 

http://www.stat.kg/
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arable land and 33.1% of pasture. In 2010, 55% of 
arable land was used for grain crops, and 25.4% for 
forage. The country’s stock of agriculture machinery 
is small and in poor condition.

Development of agro-processing has been weak 
relative to primary production. Most farmers are still 
engaged in subsistence agriculture. A 2011 European 
Union-funded study estimated that processing 
accounts for less than 15% of the value of agricultural 
production. According to the study, the issues 
affecting competitiveness of the agro-processing 
industry include (i) difficulties in organizing farmers 
in an integrated supply chain; (ii) concerns over 
quality of farm produce; (iii) problems related to 
size of processing plants, quality of equipment, 
and packaging of produce; (iv) lack of food hygiene 
and safety standards, and poorly equipped food 
control laboratories; (v) insufficient management 
capacities and lack of skilled labor; (vi) lack of 
branding; (vii) lack of market information systems 
and knowledge of external markets; and (viii) lack of 
access to capital (GFA Consulting Group GmbH, 
NIRAS, and ABCC 2011).

Dairy products account for 20% of the  
food-processing industry output, 70% of which is 
exported to Kazakhstan. The main dairy exports 
are dried milk, hard cheese (Dutch and Russian 
varieties), butter, and non-fat cheese. The domestic 
market for milk is dominated by fresh, unpacked 
milk; processed milk accounts for only 8% of the 
market, making it an unattractive segment for 
investors. The dairy industry has been more focused 

on export markets and is able to compete in the 
Kazakhstan market despite transportation costs, 
including expensive cooling trucks and customs 
fees, and low-quality raw milk produced by small 
households. These families often do not have access 
to good fodder and have substandard sanitary 
conditions.

Manufacturing
The Kyrgyz Republic’s manufacturing sector 
(Table 8) is dominated by the gold-processing 
industry, particularly by the Kumtor mine. In 
2011 “basic metals and fabricated metal products” 
accounted for 70.6% of manufacturing production. 
This share had substantially increased in recent 
years; in 2006, for example, it was 40.5%. Other 
manufactured products include (i) food, beverages, 
and tobacco (13.2%); (ii) textiles and garments 
(6.1%); (iii) other nonmetallic mineral products 
(5.7%); and (iv) pulp and paper (0.8%). In 2010, 
the “basic metals and fabricated metal products” 
subsector accounted for 53.9% of total fixed 
assets in the manufacturing sector and for 100% 
of its profits (due entirely to the gold subsector). 
The low level of diversification in the Kyrgyz 
Republic’s economic structure is also evident in 
industry’s contribution to GDP, which is still just 
half of pre-independence levels.

There are no detailed statistics for the ownership 
structure of the manufacturing sector, but the 
country’s industrial sector is dominated by the 

Table 8 The Kyrgyz Republic Manufacturing Sector

2006 2007 2008 2009 2010 2011

Volume of production (Som million) 42,513.2 46,243.3 73,466.6 81,223.9 103,074.2 135,943.6

Number of enterprises 1,681 1,674 1,679 1,660 1,591 …

Annual average number of employees 263,426 242,808 181,201 169,898 166,089a …

Fixed assets (Som million) 47,324.0 54,039.1 59,201.5 69,134.5 79,852.5 …

Profits (Som million) (29.5) 1,111.7 4,610.7 5,287.1 14,226.6 …

Capital productivity 0.9 0.9 1.2 1.2 1.3 …

… = not available, ( ) = negative.
a  The National Statistics Committee reports conflicting figures for the number of employees in the textile and garments sector in 

2010. While the publication Industry in the Kyrgyz Republic, 2006–2010 reports an average number of 181,700 employees in the 
sector, the publication Main Indicators of the Textiles and Garments Sector reports 110,500. In this table, the latter figure is used.

Source: National Statistics Committee of the Kyrgyz Republic. 2012. [In Kyrgyz or Russian]. http://www.stat.kg/

http://www.stat.kg/
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private sector, which accounts for 90.1% of the 
number of enterprises, 98.0% of production, and 
96.5% of total employment.

Manufacturing production recorded 26% annual 
nominal growth from 2006 to 2011. However, 
this growth was concentrated in the “basic metals 
and fabricated metal products” subsector, which 
expanded by 39.5%. Excluding this subsector, 
annual nominal growth rate in manufacturing was 
12.2%. Considering the average annual increase in 
the producer price index, real growth in the sector 
was minimal.

Textiles and garments is the most labor-intensive 
manufacturing subsector with two-thirds of the total 
manufacturing workforce. Despite its importance 
in production volume, the “basic metals and 
fabricated metal products” subsector only represents 
3.1% of total employment. While capital-intensive 
mining projects increase GDP, they are not a major 
direct source of employment. Moreover, 60% of 
manufacturing workers are concentrated in Bishkek, 
the country’s capital and largest city, and the 
surrounding Chui region.

Extractive Industries
The Kyrgyz Republic has a long tradition of mining 
preceding the Soviet era, and the sector remains one 
of the economy’s mainstays. In addition to water, 
natural resources include deposits of gold, rare earth 
metals, coal, uranium, mercury, antimony, nepheline, 
bismuth, lead, zinc, and small reserves of oil and 
natural gas. Mining constitutes about 11% of budget 
revenues, about 10% of GDP, and 40% of export 
earnings. It is mostly operated by the public sector. 
Government regulates private sector participation.

With about 450 tons of gold, the Kyrgyz 
Republic has the third-largest volume of proven 
reserves in the Commonwealth of Independent 
States, and is the group’s third-largest gold producer. 
Gold production is mostly in government’s hands. 
The country has almost 100 gold deposits, of 
which 60 are in the state balance and thus have 
detailed information about location, quality, and 
quantity of gold available.9 Gold is the main export 

9 State Agency for Geology and Mineral Resources [In Kyrgyz].  
www.geology.kg

with about 40% of total export value and 50% 
of industrial production in 2010. Two large gold 
mines currently operate: Kumtor and Makmal. 
Kumtor, the largest, started operations in 1997 
under Cameco, a Canadian firm; it went public in 
2004 through an initial public offering of Centerra, 
a joint venture between Kyrgyzaltyn, a gold mining 
and refining state-owned enterprise, and Cameco. 
Following Cameco’s disposal of its entire 48.5% 
stake in Centerra at the end of 2009, Kyrgyzaltyn 
is now the single-largest Kumtor shareholder, with 
33%. Remaining shares are in free float. Centerra 
estimates that Kumtor reserves represent an open-pit 
mine life until 2026. Makmal gold mine is operated 
by Kyrgyzaltyn.

Proceeds from mineral resources other than 
gold have been limited. Prospecting started recently 
for the country’s significant iron ore resources in 
Dzhetym, which contains an estimated 5.4 billion 
tons of iron ore.

Further large-scale investments in the mining 
sector are constrained by a weak legal and regulatory 
regime and nontransparent licensing procedures. 
The Ministry of Energy and Industry is responsible 
for licensing but it lacks independence and its 
administrative capacity is weak. No open tender 
bids and auctions are conducted. Gold mining 
licenses have been annulled for the two major gold 
deposits—Jerooy and Taldy-Bulak Levoberezhny—
and assigned to new investors because the original 
investors were allegedly not meeting contractual 
obligations. In March 2011, the Kyrgyz Republic 
was accepted by the board of the Extractive 
Industries Transparency Initiative as compliant. 
Revenue streams from Centerra have been clarified 
as the company complies with the principles of the 
initiative. In 2011, 57 companies with an annual 
turnover of $1 million or more submitted reports 
under the initiative’s reconciliation process.10 This 
helps improve governance and environmental 
sustainability in the mining sector.

The country has not been able to exploit the 
potential of local businesses to supply goods and 
services to large mining projects. Efforts have been 

10 This compares with fiscal years 2009 and 2010 when a total of 
26 and 45 companies submitted reports under the Extractive 
Industries Transparency Initiative reconciliation process.

http://www.geology.kg
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made to address community concerns, particularly 
in Talas, over the environmental impact of mining 
projects and the need to share benefits with the local 
population.

Garments and Textiles
The garment sector has become an outstanding 
success; it is primarily a privately owned, export-
oriented industry and was developed with little 
government support or foreign investment. Garments 
from the Kyrgyz Republic are sold throughout the 
region, from open markets to high-end boutiques. 
Exports of garments, the country’s second-largest 
export product after gold, more than doubled 
between 2006 and 2010, reaching $127.7 million. 
The Russian Federation accounts for more than 
95% of demand for garment exports.11 “Made in 
Kyrgyzstan” garments represent 5% of Russian 
Federation imports of garments, the fifth-largest 
source after the PRC, Turkey, Germany, and Italy.12 
The major items are clothes for women and girls. 
Small workshops have been able to respond flexibly 
to market demand (by accepting small orders, for 
example), while large enterprises have proven less 
competitive. The industry’s success can be explained 
by quality of produced goods, cheap electricity, and 
low-cost labor, as well as by the liberal trade regime 
with the Russian Federation.

The Kyrgyz Republic’s garment industry operates 
largely in the informal sector and is concentrated 
around Bishkek. Small workshops typically operate 
in basements of multistory buildings or in idle 
industrial premises of former large enterprises. 
In 2011, there were only 130 registered garment 
enterprises, although estimates put the actual 
number at between 2,000 and 3,000. The sector 
is labor intensive and employs mostly women. 
Between 200,000 and 300,000 people are estimated 
to be employed either directly or indirectly in the 
garment industry. The number of officially registered 
workers fell sharply in 2008 and 2009. The decline 
is attributed to a patent system introduced in 2006 
that pushed thousands of garment workers into the 

11 International Trade Centre. 2012. www.intracen.org
12 Legprom. Light Industry Association. www.legprom.kg

informal sector.13 In 2011, about 175,000 workers 
were formally employed, against 195,400 in 2006.

In contrast to the growth in garments, the 
Kyrgyz Republic’s textile industry lost much of 
its economic importance after the breakup of the 
Soviet Union. A significant part of raw materials 
used for garments and textiles is now imported from 
the PRC, where prices are lower. Another reason 
for the reliance on imports is lack of local supply. 
Farmers in the Kyrgyz Republic often prefer to grow 
more profitable crops than cotton. There is also little 
demand among farmers for breeding sheep with 
merino wool, as their main income comes from 
meat, not wool.14 Furthermore, the quality of local 
wool neither conforms to international standards 
nor meets the requirements of textile enterprises. 
Companies that once processed hundreds of 
thousands of tons of locally sourced raw material 
during the Soviet era either no longer operate or 
do so at a minimum capacity.

Infrastructure

In the Kyrgyz Republic, there is often no clear 
division of responsibility for policy making, 
sector planning, regulation, or the operation of 
public infrastructure. While line ministries are 
generally in charge of policy making and sector 
planning, they sometimes also have regulatory 
responsibilities. Infrastructure markets are generally 
characterized by limited competition, including 
monopolistic structures dominated by state-owned 
enterprises. The government, directly or through 
these enterprises, is typically responsible for the 
operation of public infrastructure, in addition to 
their policy and regulatory roles. The mobile phone 
communications sector is an exception. Limited 
financing capacity means that the government 
cannot rely on internal sources for the funding of 
infrastructure projects, which raises the need to 
improve the confidence of international investors and 
lenders in the economy.

13 Under the patent system, individual entrepreneurs pay taxes based 
on the number of workers rather than on volumes of production.

14 Abdykadyrova (2011) indicates that merino wool is mainly 
available in the northern part of the country. In the south, it is 
available only in Katta-Taldyk village.

http://www.intracen.org
http://www.legprom.kg
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Energy Sector
The Kyrgyz Republic is a substantial net energy 
importer while also being a net exporter of 
electricity. In 2009, total primary energy supply 
was 3.01 million tons of oil equivalent, of which 
imported oil, coal, and gas supplied 70%, and 
domestic hydropower sources the remaining 30%. 
This signals a high risk to energy security. There 
are seasonal differences, however, with exports 
occurring in summer when water is released for 
regional irrigation purposes, and strong imports 
in winter when water supplies are frozen and 
two-thirds of demand is concentrated. The winter 
demand for power must be met with imported 
coal, oil, or gas. Unserved demand in winter is 
estimated at 1,200 gigawatt-hours (GWh) or 20% 
of net annual supply. The country enjoys abundant 
hydropower potential owing to its mountainous 
terrain.15 However, less than 10% of its 150,000 
GWh potential has been utilized. Coal reserves 
are estimated at 27 billion tons, of which proven 
reserves are quoted at 1.3 billion tons (Ministry of 
Energy and Industry 2009). The country has modest 
amounts of petroleum and natural gas, ranking 81st 
and 90th in the world in terms of reserves. Other 
renewable energy resources, such as solar, wind, 
and biomass, have not been developed, despite the 
good potential for the application of decentralized 
renewable energy technologies (United Nations 
Development Programme [UNDP] 2011). The sector 
is characterized by below-average energy intensity 
and carbon dioxide emissions, reflecting a low level 
of industrial activity and its hydropower base.

Total installed generation capacity in the power 
and thermal sector is 3,863 megawatts (MW), of 
which 3,135 MW (81%) comes from hydroelectric 
power plants and 728 MW (19%) from thermal 
combined heat and power plants. Toktogul, the 
country’s largest hydroelectric power plant at 
1,200 MW, and other plants in the downstream 
Naryn River cascade produce 97% of hydro energy 

15 In the Commonwealth of Independent States, the Kyrgyz 
Republic has the potential to be the third-largest hydropower 
producer after the Russian Federation and Tajikistan. The Naryn 
River is the country’s main source of power generation and is a 
principal tributary of the Syr Darya River, which is shared among 
Kazakhstan, the Kyrgyz Republic, Tajikistan, and Uzbekistan.

output and 78% of electric energy output.16 Thermal 
power facilities generate less than 1,000 GWh of 
power annually, two-thirds of which come from the 
Bishkek combined heat and power plant. In 2010, 
net supply to the domestic market amounted 
to 11,450 GWh, with domestic sales totaling 
6,091 GWh. This implies system losses of 40% of 
the net supply, two-thirds of which is estimated to be 
commercial losses due to metering errors and theft. 
Such high commercial losses are unsustainable and 
among the highest in the world.

The power sector is unbundled and consists of 
one generation company (Electric Power Plant), 
one electrical-grid transmission company (National 
Electrical Grid of Kyrgyzstan), and four regional 
electricity distribution companies—Vostokelectro 
(eastern region), Oshelectro (Osh and Batken 
regions), Jalalabadelectro (southern Jalal-Abad 
region), and Severelectro (Bishkek, Chuy, and Talas 
regions). All these companies are state-owned. 
Thermal energy is also supplied and distributed 
by municipalities in smaller urban areas. Thermal 
energy in Bishkek and Osh is supplied by combined 
heat and power plants owned by Electric Power 
Plant. In Bishkek, thermal energy is distributed 
by the Bishkekteploset district heating company. 
The sector does not have an independent regulator, 
with the Ministry of Energy and Industry 
performing both policy and regulatory functions.

State-owned Kyrgyzgas handles gas imports, 
transportation, and distribution. Production of 
oil and natural gas in small quantities comes from 
fields at the northeastern edge of the Fergana Valley. 
The coal industry has 30 mining companies, both 
private and state-owned, of which the largest is the 
state-owned Kyrgyzkomur. Coal production in 2010 
was 558,000 tons, compared with 4.5 million tons 
in 1979. Coal imports exceed domestic production, 
with imports rising from 728,000 tons in 2007 to 
1.1 million tons in 2010.

16 Toktogul hydroelectric power plant and its downstream cascade 
are in the south, while demand comes mainly from the north. 
The transmission system connects the south to the north via 
one 500-kilovolt line within the Kyrgyz Republic and a separate 
500-kilovolt line that routes through Uzbekistan and Kazakhstan. 
The dependency on regional transmission lines for system 
operation requires continued interconnection of the Kyrgyz 
Republic system with the Uzbekistan and Kazakhstan systems. 
This dependency on nondomestic transmission systems is an 
energy security concern.
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The governance, operational, and financial 
performance of the Kyrgyz Republic’s energy sector 
is poor. With over 1.1 million customers connected 
to the grid, the sector has reported increasing 
annual financial losses since 2007. Except small 
hydropower generation plants, all major assets 
are state-owned. Past attempts to privatize 
sector assets have failed (see Privatization Policy, 
page 40). Aged assets in need of rehabilitation, 
high commercial and technical losses due to poor 
governance and management, and price signals 
distorted by subsidized below-cost electricity 
tariffs and market-based coal and gas tariffs, have 
contributed to poor energy supply. Winter electricity 
rationing still takes place.

Access to electricity by businesses may soon 
become a serious problem for private sector 
development. The government still lacks a legal, 
regulatory, and governance framework adequate 
to attract private investors to large-scale power 
generation and distribution companies and exploit 
the country’s hydro potential. Small-scale renewable 
energy solutions can provide an alternative for 
households and small and medium-sized enterprises 
(SMEs). The Asian Development Bank (ADB) energy 
sector assessment on which this section is based 
proposes measures to address some of the constraints.

Transport Infrastructure
A road network of nearly 35,000 kilometers (km) 
dominates the Kyrgyz Republic’s transport system. 
In 2010, 95.2% of passengers and 93.8% of freight 
traffic were carried by road.17 Public transport is 
dominated by minivan operators, with 84% of 
passenger trips in Bishkek carried by a fleet of 
about 2,900 minivans. Privately owned minibuses 
play a dominant role in urban transport, operating 
profitably without subsidies and within a strong but 
unregulated competitive environment. Preliminary 
data shows that most network links have adequate 
capacity to carry the expected traffic volumes for 
the next 5 to 10 years.18 However, many roads, 

17 National Statistics Committee of the Kyrgyz Republic, available at 
http://www.stat.kg/

18 Updated traffic data and traffic projections are expected to be 
available in the Transport Section Action Plan to be completed 
in 2013.

bridges, culverts, drains, and other infrastructure 
have deteriorated beyond repair and need to be 
reconstructed or completely rebuilt. Private sector 
contractors mainly handle road construction, and 
the Ministry of Transport and Communications 
does road maintenance. The ADB transport sector 
assessment proposes measures to address some of the 
constraints in the sector.

The Kyrgyz Republic has 420 km of railways in a 
network divided into northern and southern regions. 
Its railways are connected to the PRC, Kazakhstan, 
Tajikistan, and Uzbekistan. The main track of the 
Kyrgyz Republic’s rail network is in good condition 
because of reasonable maintenance and a sharp 
reduction in track usage. All rail lines are one-track 
lines. Core railway businesses—infrastructure, 
passenger, and freight—are owned and operated by 
the state-owned Kyrgyz Railways.

Manas International Airport, near Bishkek, 
the country’s main airport, can accommodate heavy 
aircraft, has a cargo terminal, and has been used 
as a transit center by the United States to support 
its military operations in Afghanistan under 
United Nations mandate.19 These factors, as well 
as its geographic location, have increased cargo 
flows through the airport. However, inadequate 
maintenance facilities and the small number 
of domestic and international routes constrain 
the airport’s expansion as a transit point for 
transcontinental routes. Two regional airports—
one in Osh and one in Jalal-Abad—serve a limited 
number of domestic and regional flights. Airports 
are operated by the government or state-owned 
enterprises. Several national carriers operate in the 
Kyrgyz Republic but most fleets consist of aging 
aircraft from the former Soviet Union—and most 
do not meet International Air Transport Association 
standards. No national carrier is capable of serving 
new routes or investing in fleet modernization.

Water transport in the Kyrgyz Republic is 
located mainly along the Issyk-Kul Lake route, in 
the eastern part of the country. It is used primarily 
for transporting bulky goods between Balykchi 
and other towns around the lake, mainly Karakol 
and Cholpon-Ata. The pipeline transport system 

19 The lease agreement with the United States Government expires 
in July 2014 and no decision has been reached on its extension.

http://www.stat.kg/
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in the country mainly uses the Maily-Say–Jalal-
Abad–Kara-Suu–Osh gas pipeline and the Bukhara–
Tashkent–Bishkek–Almaty transit pipeline.

Telecommunications
The Kyrgyz Republic’s telecommunications sector 
has expanded rapidly. Growth in mobile phone 
services has been particularly vibrant, accounting for 
76% of the total telecommunications sector traffic 
volume in 2010, compared with 53% in 2005. Mobile 
phone subscribers have grown from a few thousand 
in 1999 to 6 million in 2012, reaching 110% 
penetration.20 Fixed-line penetration is below 10%. 
Internet usage has expanded in the last few years 
with user penetration at 21% in 2012, concentrated 
in the main urban centers of Bishkek and Osh. User 
penetration of internet subscriptions is low, at 1.9%, 
as consumers prefer public internet access points.21

The telecommunications sector has been 
described as an “open market that has welcomed 
both foreign and domestic investors.”22 The private 
sector share has been increasing, from 44% in 
2006 to 60.5% in 2010, according to the National 
Statistics Committee. Private operators dominate 
the mobile phone market and the provision of 
internet services, while the government controls 
the fixed-line market through its 78% ownership of 
the incumbent Kyrgyz Telecom. The government 
continues to control Kyrgyz Telecom after a series 
of failed privatization attempts. The government 
also holds a 50% stake in ElCat, one of the 
country’s main internet service providers. The 
State Communications Agency regulates the 
telecommunications sector; it is financed by fixed-
percentage contributions from operators and is not 
dependent on the state budget.

Four mobile phone networks operate in the 
Kyrgyz Republic, with the two largest—Sky 
Mobile (Beeline) and MegaCom—dominating the 
market with 85% of the subscriber base.23 Out of 

20 Footnote 17.
21 BuddeComm. www.budde.com.au/Research/Kyrgyzstan-Telecoms-

Mobile-Internet-and-Forecasts.html
22 Ibid.
23 Sky Mobile has been in an ownership battle that by 2011 was 

being fought in the courts. MegaCom was nationalized and its 
management arrested after being involved in a financial scandal 
and accused of corruption under the former government.

the 38 active internet service providers, only 3 
have independent connections to the international 
internet and own the infrastructure they use. These 
are Kyrgyz Telecom, Saima Telecom, and ElCat. 
The others lease lines and cables from Kyrgyz 
Telecom, which is investing in the Kyrgyz Republic 
section of the Trans-Asia-Europe Fiber Optic 
Line—a major international telecommunications 
project under construction connecting Shanghai and 
Frankfurt.

Water Supply and Sanitation
Most of the Kyrgyz Republic’s water supply and 
sanitation infrastructure was built in the 1960s 
and early 1970s. Since the breakup of the former 
Soviet Union, the country’s water supply and 
sanitation sector has not made a full transition to 
market-based commercial principles. There is no 
independent water regulator. Tariffs remain low and 
their collection is below potential while operating 
costs have increased in line with actual market 
costs.24 To bridge the gap between revenue and 
costs, service providers have cut investment and 
maintenance, causing water supply and sanitation 
assets to deteriorate. Local governments continue 
to operate the 1,074 water systems with little 
attention to efficiency and commercial viability. 
Service providers accumulate accounts payable 
that are in arrears and rely on local government 
subsidies. Estimates show that the financing gap for 
maintaining the current level of service is around 
$20 million per year.

Water supply has low coverage, ranging from 
90% in Bishkek to 75% in Osh, 60%–90% in 
secondary cities, and 50%–60% in rural areas. 
Overall coverage decreased by 12% between 2007 
and 2010. Some cities provide 24-hour water supply 
but others only for 4 to 20 hours a day. The actual 
water loss level is unknown because of virtually 
no metering but it is estimated to be at 35%–45%. 
Sewerage coverage is low: 75% in Bishkek, 50% in 
Osh, and less than 50% in other cities. Less than 

24 Before the political unrest in 2010, the government had 
committed to increase tariffs over the medium- to long-term. 
From 2007 to 2010, it increased tariffs by an annual average of 
87%; 119% in Bishkek. However, since 2010 the government has 
not yet renewed this commitment.

http://www.budde.com.au/Research/Kyrgyzstan-Telecoms-Mobile-Internet-and-Forecasts.html
http://www.budde.com.au/Research/Kyrgyzstan-Telecoms-Mobile-Internet-and-Forecasts.html
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25% of the rural population has access to improved 
sanitation facilities. Some cities still have Soviet-
era mechanical aeration wastewater treatment 
plants, although many are not operating, meaning 
that untreated effluent is being released into the 
environment. The ADB urban sector assessment 
proposes measures to address some of these 
constraints (ADB 2012e).

Most of the Kyrgyz Republic’s population 
believes that water supply and sanitation services 
should be free or charged minimum rates. Surveys 
indicate that 22% of the customers do not pay for 
services and that most customers—60%–75%—are 
not willing to pay more for improved services and 
are indifferent to or satisfied with the current service 
levels. The average national expenditure on water 
supply and sanitation services is close to 0.4% of 
household income.

Service Sector

Trade
The Kyrgyz Republic is increasingly becoming a 
country of small traders with a large share of the 
population working in retail trade. The country has 
become a regional hub for cross-border trade in 
goods and bazaar activities. The Dordoi market is 
the largest public market in Central Asia and one of 
Asia’s largest. It is the main facility through which 
consumer goods from the PRC are sold or forwarded 
to shops and markets in Kazakhstan, the Russian 
Federation, and Uzbekistan. Dordoi consists of 15 
large independent markets over about 250 hectares; 
Kara-Suu, near Osh city, is a marketplace of similar 
size (Table 9). The private sector represents 99.5% of 
total retail trade turnover.

The Kyrgyz Republic’s membership of the 
World Trade Organization benefits the country’s 
official reexport activities. The country does not have 
significant legal constraints hindering trade with 
other countries in the region or the transit of goods 
through its territory. However, trading relationships 
with its partners are regulated by multilateral and 
bilateral agreements and present some specific 
challenges. Nontariff barriers, in particular, can 
make trading across borders difficult (see Foreign 
Trade Clearance, page 31).

The logistics industry consists of a number of 
road carriers and freight-forwarding companies. 
Most of the Soviet-era government transport 
agencies were privatized, giving rise to a large 
number of small road carriers. Drivers have permits 
for cargo handling as private entrepreneurs and can 
work either exclusively for a particular company or 
for other customers. These companies are inefficient 
and have high operating expenses. They use mostly 
old and unsafe trucks, many of them manufactured 
during the Soviet era, which frequently break down 
and are ecologically unfriendly. A few companies 
have managed to become big players in the sector, 
with hundreds of trucks in their fleets. Despite 
relatively high transport rates, many road carriers 
have not achieved reasonable levels of profitability. 
Freight forwarders, meanwhile, are mostly resellers 
of rail and road transit services. Customers prefer 
to use freight forwarders to cope with the unwieldy 
documentation requirements and processes of the 
country’s railways and customs. The cost of these 
companies’ services generally includes a provision 
for bribes to facilitate transit and clearance services 
(ADB 2009). 

Finance Sector
While the Kyrgyz Republic’s finance sector has 
grown steadily over the past decade, it is still 
relatively small by international and regional 
standards. Finance sector assets increased from an 
estimated 10% of GDP in 2000 to 40% in 2009, 
before falling to 32% in 2011 (Table 10). The decline 
was due to (i) contagion from the global financial 
and economic crisis, (ii) the flight of foreign currency 
deposits associated with the political unrest of April 
2010, and (iii) the liquidation of the Development 

Table 9  The Dordoi and Kara-Suu Bazaars 
(based on a 2008 survey)

Dordoi Kara-Suu

Number of sales outlets 40,300 10,200

Monthly sales ($ million) 331 94

Direct employment 54,600 16,300

Source:  World Bank. 2009. Bazaars and Trade Integration in 
CAREC. Washington, DC: World Bank.
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Fund of the Kyrgyz Republic in 2010. With a 
share of 77% of finance sector assets, or 24.7% of 
GDP, banks dominate the finance sector, though 
less now than in the past due to strong growth in 
microfinance. Assets of microfinance organizations 
account for 21% of the finance sector’s assets, or 
about 7.5% of GDP. The government securities 
market is still at a nascent stage (an estimated 3.0% 
of GDP in 2012), with 2 years the longest bond 
maturity. Capital markets have almost collapsed due 
to the impact of the global financial crisis on investor 
and lender confidence. The insurance industry has 
been stagnant for years, with assets fluctuating 
around 0.3% of GDP. The assets of the only existing 
private pension fund are negligible.

The Kyrgyz Republic’s banking system (Table 11) 
comprises 23 commercial banks with 277 branches. 
About 75% of total banking assets are held by 
privately owned banks, which dominate the banking 
system. Only three banks are state-owned. One was 
established in 2010 through the restructuring of the 
bankrupt Asia Universal Bank. From 2005 to 2009, 
foreign ownership of the banking system was above 
50%—high by regional standards—due to investment 
from Kazakhstan and Russian Federation banks, and 
international financial institutions. However, the 
foreign-ownership ratio fell to 35% in 2012, mainly 
because of the nationalization of Asia Universal 
Bank, which had been foreign-owned. System 
concentration is moderate, with the four largest banks 
accounting for 50% of assets.

In 2009, loan growth turned negative 
due to fears of a spillover of the banking crisis 
in neighboring Kazakhstan. There were also 
homegrown problems, including an aggressive 
buildup of consumer and mortgage loan portfolios, 
and a real estate bubble. The situation escalated 
as the political disturbances of April 2010 
triggered a massive outflow of foreign currency 
deposits from banks that were allegedly connected 
with the outgoing regime. As a result, seven 
banks—including the largest and systemically 
important Asia Universal Bank—were placed 
under temporary administration to prevent capital 
flight. Ultimately, two banks were released from 
temporary administration, four were placed under 
conservatorship, and Asia Universal Bank was 
nationalized. Deposits in those banks shifted 
to other banks perceived as safer, particularly 
foreign banks and the largest state-owned bank, 
the Settlement and Saving Company, which 
has emerged as the second-largest bank in the 
system. Asia Universal Bank lost more than half 
of its deposits, and the National Bank of the 
Kyrgyz Republic had to provide massive liquidity 
support.25 System liquidity declined and the 
share of nonperforming loans increased to 17% of 
total loans by September 2010. Despite the stress 
on the system, finance sector stability has been 

25 The privatization or liquidation of Asia Universal Bank (Zalkar Bank) 
is expected to occur under the current IMF program.

Table 10 Financial Intermediation in the Kyrgyz Republic (% of GDP)

2006 2007 2008 2009 2010 2011 2012a

Broad money (M2x) 28.4 30.3 25.8 28.4 32.6 30.6 32.5

Total finance sector assetsb 30.9 34.6 35.2 40.1 35.6 31.9   …

Banking sector assets 24.8 29.7 29.2 36.6 28.7 24.7 24.6

Nonbank credit institutions assets  3.2  4.6  5.7 13.7  8.7  7.6  8.2

Insurance sector assets  0.2  0.3  0.3  0.4  0.4   …   …

Pension (private) sector assets  0.0  0.0  0.0  0.0  …   …   …

Stock market capitalization  3.3  3.2  1.8  1.5  1.7  2.8   …

Outstanding government securities  1.1  1.2  1.5  2.2  2.2  2.4  3.0

… = not available.
a As of November 2012.
b Excludes the Development Fund of the Kyrgyz Republic, which is in the process of liquidation. 
Sources:  ADB Key Indicators (2012); National Bank of the Kyrgyz Republic; National Financial Market Regulation and Supervision 

Service of the Kyrgyz Republic; ADB estimates.
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maintained, and 2011 and 2012 brought a recovery: 
loan growth accelerated to 18.3% and 28.5%, and 
the nonperforming loan ratio fell to 8.5% as of 
September 2012. In general, the banking industry 
seems adequately capitalized, with total capital of 
18.0% of total assets.

The number of microfinance organizations 
increased rapidly until mid-2012 when it started 
experiencing a strong and continuous reduction 
motivated by the actions of the regulator (National 
Bank of the Kyrgyz Republic). At the end of 
September 2012, the microfinance sector comprised 
358 microfinance organizations (from 147 in 2006) 
and 184 credit unions, with 11 large institutions 
accounting for about 80% of the loan portfolio and 
most borrowers (Table 12). These large institutions 
are relatively well capitalized and have access to 
domestic and international markets for wholesale 
funding.26 Sector growth has recently been financed 
by raising new capital and retained earnings. 

26 There is also a segment of about 140 medium-sized microfinance 
organizations with 100–1,000 borrowers each, which are also 
frequently donor driven. The remaining microfinance organizations 
are very small or not operational, and many of them have been 
recently closed.

The sector’s debt-to-equity ratio increased again in 
2011 to 3.4 against 2.7 in 2010, but still far from 
the peak of 4.9 in 2008. The number of borrowers 
from microfinance organizations exceeds 400,000. 
Banks also provide microfinance, particularly 
Ayil Bank—which was the largest microfinance 
organization before it was transformed into a bank in 
2006—and six banks that participated in European 
Bank for Reconstruction and Development (EBRD) 
microfinance programs.

The loan portfolio of microfinance organizations 
grew from less than 1% of GDP in 2004 to almost 
6% of GDP in September 2012, with credit growth 
averaging 47.8% per year in 2007–2011 (35.4% in real 
terms). These growth rates may not be sustainable 
in the coming years. In September 2012, loans 
accounted for 80% of the assets of microfinance 
organizations, up from an average of 70% from 2006 
to 2010. Average loan sizes range from $1,000 for 
large microfinance organizations to less than $100 
for small ones. Large lenders provide credit for up to 
4 years, small ones sometimes only for a few months. 
The average interest rate for loans from microfinance 
organizations has been slightly above 30% since 
2005. Annual interest rates range from 20% to more 

Table 11 Banking Sector in the Kyrgyz Republic

2006 2007 2008 2009 2010 2011 2012a

Number of commercial banks   21   22   22   22   22   22   23

Banking sector assets (% of GDP) 24.8 29.7 29.2 33.8 27.3 24.7 24.6

Banking sector loan portfolio (% of GDP) 10.0 14.7 13.6 12.5 12.4 11.4 13.7

Banking sector deposits (% of GDP) 14.8 16.5 15.7 19.7 16.1 14.2 17.4

Share of foreign currency deposits in total deposits (%) 69.5 58.1 63.6 68.3 56.5 50.1 46.8

Bank capital (% of total assets) 17.8 21.2 21.7 20.5 19.7 20.1 18.0

Average Som lending rate (%, end of period) 24.4 21.3 23.7 25.3 22.9 22.4 23.0

Net interest margin (%)  8.5  9.7 10.2  8.5  9.1  9.6  9.0

Return on equity (%) 21.4 27.2 20.7 13.6  7.1 17.7 19.5

Liquidity ratio (%) 77.9 71.3 82.0 86.8 72.8 74.9 78.6

Excess of required reserves/correspondent accounts with 
National Bank of the Kyrgyz Republic (%)

45.6 45.5 30.4 33.2 57.3 34.9 33.6

Domestic credit growth (%, at year end) 47.8 84.1 23.0  (1.8)  4.7 18.3 28.5

Nonperforming loans (% of gross loans)  6.2  3.5  5.3  8.2 15.8 10.2  8.5

Loan loss provisions/nonperforming loans (%) 53.2 60.3 55.9 58.4 67.7 61.6 61.6

( ) = negative. 
a Estimates.
Source: National Bank of the Kyrgyz Republic. 2012. http://www.nbkr.kg/index.jsp?lang=ENG

http://www.nbkr.kg/index.jsp?lang=ENG
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than 100%, mainly subject to funding costs, purpose 
of borrowing, and the maturity period. Generally, 
smaller microfinance organizations tend to charge 
higher rates. The geographic coverage of microfinance 
seems to be balanced between regions, considering 
population density.

Consolidation of the credit union sector 
started early in 2003, with the number of credit 
unions steadily declining since its peak at 305 in 
2002, following a consolidation process started 
when subsector regulation and supervision were 
tightened. Credit unions have about 25,000 
members, most of whom are borrowers. Credit union 
sector concentration is not high, with 26 large and 
medium-sized credit unions accounting for about 
55% of the sector’s loans. The loan portfolio has been 
stagnant over the years at around 0.5% of GDP. 
Loans account for about 90% of assets, with the 
average loan size between $1,000 and $1,500.

About 31% of credit provided in the Kyrgyz 
Republic comes from microfinance organizations 
and credit unions. Including microcredit provided by 
commercial banks, up to 50% of credit in the country 
might be microcredit. In rural areas, where the poor 
are concentrated, microfinance organizations and 
credit unions are often the only providers of financial 

services, as banks focus on larger cities and regional 
centers where they can find borrowers that can offer 
collateral. As a result, agricultural lending accounts 
for about 43% of the loan portfolio of microfinance 
organizations and credit unions, compared with 
15.4% for banks. Microfinance organizations make 
more active use of uncollateralized and group 
lending. And because women are less able to offer 
collateral, microfinance has disproportionately 
benefited them. During the last 5 years, women 
accounted for about 75% of borrowers from 
microfinance organizations; 86.6% of them borrowed 
less than Som50,000 ($1,075), according to the 
National Statistics Committee.

The Kyrgyz Republic is still a cash-based 
economy. Most households do not trust their money 
to commercial banks, preferring to keep their cash 
at home. Depositor confidence has been affected by 
episodes of mismanagement in banking activities, 
such as those uncovered by the April 2010 events. 
Money outside the banking system has remained 
close to 150% of deposits on average in recent years. 
The amount of transactions coursed through the 
official payments system of the National Bank of 
the Kyrgyz Republic has remained relatively low, 
at about twice GDP (Table 13). Money markets 

Table 12 Major Indicators of the Microfinance Sector

2006 2007 2008 2009 2010 2011 2012a

Number of microfinance organizations 147 232 291 359 397 454 358

Microfinance organization loans (% of GDP) 1.8 2.9 3.4 3.9 4.7 5.3 7.5

Loans by microfinance organizations (% of total credit) 14.6 15.8 19.6 20.3 22.7 29.7 30.8

Number of clients served (’000) 173 188 311 412 485 580 …

Average nominal interest rate (%) 33.5 32.9 32.5 34.5 31.7 38.3 34.7

Nonperforming loans (% of gross loans) 4.6 8.4 8.5 3.7 4.4 3.2 5.6

a As of September 2012.
Source: National Bank of the Kyrgyz Republic. 2012. http://www.nbkr.kg/index.jsp?lang=ENG

Table 13 Financial Transactions in the Kyrgyz Republic

2006 2007 2008 2009 2010 2011

Money outside banks/total bank deposits  1.51  1.63  1.54  1.46  1.50  1.46

Money outside banks (% of GDP)  17.1  18.8  15.6  16.8  19.5  17.3

Transactions in the official payment system (% of GDP) 160.5 207.1 232.3 237.8 208.0 214.2

GDP = gross domestic product. 
Source: National Bank of the Kyrgyz Republic. 2012. http://www.nbkr.kg/index.jsp?lang=ENG

http://www.nbkr.kg/index.jsp?lang=ENG
http://www.nbkr.kg/index.jsp?lang=ENG
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are underdeveloped, characterized by a low number 
and volume of transactions and liquidity levels 
(Figure 8); this situation has worsened since the 
second half of 2009. The Asia Universal Bank 
episode also increased the liquidity risk perception 
of commercial banks. As of September 2012, banks 
held a total of Som2.4 billion ($50 million) of 
unremunerated excess reserves at the National Bank 
of the Kyrgyz Republic.

The government securities market is still at a 
nascent stage, accounting for an estimated 3.0% 
of GDP in 2012, with 2 years the longest bond 
maturity. The government announces its annual 
program for sales of government securities at the 
beginning of the year, and the auction program 
is published monthly. Regular and frequent 
auctions take place under the National Bank of 
the Kyrgyz Republic system. However, liquidity in 
the secondary market remains very low, as there is 
no primary dealers system in place. The electronic 
system only provides support to the Treasury bills 
market, not to the Treasury bonds market. Because 
liquidity is concentrated in a small number of banks, 
the number of bidders in auctions has fallen in 2011. 
Insurance companies and private pension funds 
do not have access to the auctions. Interest rates 
of government securities increased after the April 

2010 events, but started reversing in mid-2011 even 
before the National Bank of the Kyrgyz Republic 
discount rate started reversing in January 2012, 
ending a period of unjustified liquidity tightening 
(Figure 9).

Equity market capitalization is extremely low, 
representing just 2.8% of GDP in 2011. In 2011, 
there were only 13 companies listed on the Kyrgyz 
Stock Exchange (State Service for Financial Market 
Regulation and Supervision 2011). Developing the 
equity market is constrained by limited demand 
to raise capital through the stock market, and by a 
lack of firms that can meet corporate governance 
and transparency requirements for listing. In 2010, 
trading volume fell significantly, reaching only 
30% of the 2009 and 10% of the 2008 levels due 
to the impact of the global financial crisis and 
the political unrest of April 2010 on investor and 
lender confidence. In an effort to optimize the 
stock market, two exchanges were merged into 
one, and three depositories were combined into one 
central depository. Securities legislation is relatively 
well advanced, but implementation remains poor. 
The supervisory and regulatory functions of capital 
markets and the insurance and pension sectors are 
concentrated in one agency: the State Service for 
Financial Market Regulation and Supervision. 

Figure 8 Interbank Money Markets in the Kyrgyz Republic

Source: National Bank of the Kyrgyz Republic. 2012. http://www.nbkr.kg/index.jsp?lang=ENG
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Table 14 The Kyrgyz Republic Leasing Market

2003 2004 2005 2006 2007 2008 2009 2010 2011
New leasing transactions 165 113 51 29 44 113 115 12 271

Value of new leased assets ($ million) 1.0 0.6 0.2 1.3 0.6 1.5 2.0 0.2 5.3

Number of financial institutions providing 
leasing services

… 3 1 2 2 2 1 1 2

Leasing portfolio by end of year

 Number … … 162 178 150 190 … 222 483

 Amount … … 0.5 1.5 1.5 1.4 … 1.7 6.6

… = not available.
Source: Union of Kyrgyz Banks. [In Kyrgyz or Russian]. http://www.ub.kg/ru/liz/

A dedicated Board on Accounting and Auditing has 
been established, with clear authority to set national 
accounting and auditing standards and guidelines.

The Kyrgyz Republic’s insurance sector is also 
small, with total assets of 0.4% of GDP in 2010. 
The sector is dominated by state-owned insurance 
companies, while the availability of insurance 
products is very limited. In 2009, the already-small 
leasing market suffered another drawback with the 
revision of the country’s tax code creating another 
tax disadvantage for leasing in the sales tax. In 
2011, only two companies—the Financial Company 

for Support and Development of Credit Unions 
(FCSDCU) and Bai Tushum—were able to provide 
financial leasing operations, totaling $5.3 million 
(Table 14). Until December 2011, the FCSDCU was 
100% owned by the National Bank of the Kyrgyz 
Republic, but an agreement was reached to transfer 
ownership to credit unions. The leasing market is 
expected to benefit from the revision of the Tax 
Code that entered into force in January 2013.

Sharing credit information between financial 
institutions is facilitated by the credit bureau, 
Ishenim, a nonprofit association of 50 commercial 

Figure 9 Interest Rates of Kyrgyz Republic Government Securities

NBKR = National Bank of the Kyrgyz Republic.
Source: National Bank of the Kyrgyz Republic. 2012. http://www.nbkr.kg/index1.jsp?item=57&lang=ENG

 

3-month T-Bills 2-year T-Bonds NBKR Discount Rate

0

5

10

15

20

%

Ja
n 

20
08

M
ay

 2
00

8
Se

p 
20

08
Ja

n 
20

09
M

ay
 2

00
9

Se
p 

20
09

Ja
n 

20
10

M
ay

 2
01

0
Se

p 
20

10
Ja

n 
20

11
M

ay
 2

01
1

Se
p 

20
11

Ja
n 

20
12

M
ay

 2
01

2
Se

p 
20

12

http://www.nbkr.kg/index1.jsp?item=57&lang=ENG
http://www.ub.kg/ru/liz/


24

Private Sector Assessment Update: The Kyrgyz Republic

banks, microfinance institutions, and credit unions. 
The coverage of Ishenim’s database has been 
increasing steadily over the last few years, reaching 
more than 1.1 million credit files in 2012, with 
more than 200,000 active loans. In the past 3 years, 
Ishenim has issued more than 3.3 million credit 
reports to its members. However, these credit files 
are almost exclusively on individual borrowers. 
Few members of the credit bureau provide credit 
information on businesses, because financial 
institutions typically do not want to share this 
information. This limits the system’s effectiveness 
and capacity to increase bank competition for the 
corporate sector.

Overall, the Kyrgyz Republic’s finance sector 
compares poorly to other countries in the region, 
having the lowest levels of credit to the private sector 
(Table 15). The main challenges relate to the low 
public confidence in commercial banks, the high 
liquidity risk and lack of stable funding sources 

that banks face, and the high foreign exchange risk 
microfinance organizations face (see Financing for 
the Private Sector, page 36).

Tourism
The Kyrgyz Republic’s mountainous terrain, 
lakes, thermal springs, and ancient culture have 
been attracting tourists since the Soviet period. 
Lake Issyk-Kul, the Inylchek glacier, and the 
ancient Silk Road are among the main attractions. 
However, tourism potential has yet to be fully 
exploited. Tourism represents about 4% of GDP. 
In 2010, concerns over the ethnic conflicts reduced 
overnight stays by 27.6%. This also hurt foreign 
exchange earnings from tourism and foreign direct 
investment in the sector (Table 16). Expanding 
the recreational and tourism sector could provide 
a significant increase in foreign exchange earnings 
and job creation.

Table 15 Cross-Country Comparison in Financial Intermediation (% of GDP)

Broad Money Credit to the Private Sector Deposits Banking Assets

Kyrgyz Republic 31 13 13 31

Armenia 27 26 17 48

Azerbaijan 24 18 12 44

Georgia 30 33 24 57

Kazakhstan 45 46 39 81

Tajikistan 18 15 12 24

Uzbekistan 20 17 16 52

Average 27.9 24.0 19.0 48.1

GDP = gross domestic product.
Source: International Monetary Fund (IMF). 2011. Country Report No. 11/130. Washington, DC: IMF.

Table 16 Major Indicators of the Tourism Sector

2006 2007 2008 2009 2010 2011

Sector share in gross domestic product (%) 3.5 4.0 4.2 4.0 3.8 4.2

Export of tourism services ($ million) 164.6 342.2 509.2 445.0 271.7 631.3

Foreign direct investment ($ million) 11.2 16.2 20.0 27.2 21.2 20.9

Annual number of overnight stays (’000) 852.8 826.1 888.0 806.8 584.3 816.9

Hotels 472 515 539 562 614 688

Recreation and tourism enterprises 527 563 579 610 642 670

Specialized accommodation facilities 166 154 166 172 161 160

Source: National Statistics Committee of the Kyrgyz Republic. 2012. [In Kyrgyz or Russian]. http://www.stat.kg/

http://www.stat.kg/
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In 2011, more than 53,000 individuals and 
legal entities were engaged in recreation and 
tourism activities, of which 670 were registered 
enterprises. Many of these economic agents operate 
informally. The registered enterprises include 
73 travel firms and tour operators; 149 hotels; and 
160 specialized accommodation facilities, which 
include sanatoriums and spa resorts. Most of them 
are located in the Issyk-Kul region. Between 2006 
and 2011, the number of registered recreation 
and tourism enterprises increased by an average 
of 5.4% annually. Almost all were privately owned. 
State ownership is concentrated in sanatoriums and 
spa resorts.

The Kyrgyz Republic draws most of its tourists 
from neighboring countries in the Commonwealth 
of Independent States, particularly Kazakhstan, 
the Russian Federation, and Uzbekistan. Tourists 
from Kazakhstan are the main visitors, comprising 
46.2% of total tourist arrivals in 2011. An ineffective 
promotion strategy and difficult transport 
connections have so far prevented large numbers of 
Western tourists from visiting, despite improvements 
in visa requirements in 2012.

Small and Medium-Sized Enterprises

Small and medium-sized enterprises (SMEs) in the 
Kyrgyz Republic are almost entirely in private hands. 
Their number grew during 2000–2012, particularly 

individual entrepreneurs and farmers.27 The trend 
toward smaller-scale operations is motivated by 
a business environment that becomes markedly 
harsher as businesses get bigger. Indeed, medium-
sized companies face a significantly more difficult 
regulatory environment than smaller firms because 
of the cost and administrative work needed to meet 
compliance requirements. Farmers enjoy the lightest 
regulatory burden28 (see The Business Environment, 
page 29). The share of SMEs in GDP has declined 
over the last few years, reaching 41.4% in 2011 
(Table 17). 

SMEs continue to account for the majority of 
output in agriculture, trade and repairs, construction, 
hotels and restaurants, and transportation services. 
Larger enterprises, many state-owned, dominate 
other sectors, such as industry and communications 
(Table 18).

The official share of permanent staff and 
individual entrepreneurs (excluding farmers) in 
SMEs of total employment has been increasing, 
reaching 15.5% in 2011 (Table 19). This is due  
 
 

27 The sector is composed of medium-sized enterprises, small 
enterprises, individual entrepreneurs, and farmers. A medium-
sized enterprise is a legal entity with not more than 200 
employees. An individual entrepreneur is a sole proprietor who 
owns an unincorporated business (a person who solely owns a 
legal entity is not a sole proprietor under this definition). A farmer 
is an owner of private agricultural farms, either as sole proprietor 
or as a legal entity.

28 International Finance Corporation (2010b).

Table 17 Small and Medium-Sized Enterprises in the Kyrgyz Republic

2001 2006 2007 2008 2009 2010 2011

Number

Medium-sized enterprises   1,024     843     850     885     847     825     840

Small enterprises   7,555   8,424   9,002  11,103  11,374  11,338  11,371

Individual entrepreneurs 111,295 179,613 193,425 204,246 222,700 244,950 267,776

Farmers  84,692 313,061 323,555 321,856 318,815 331,059 344,492

Share of Gross Domestic Product (%)

Medium-sized enterprises  6.2  4.7  5.1  5.9  4.9  5.2  4.9

Small enterprises  8.1  5.8  6.1  7.1  8.5  7.4  7.0

Individual entrepreneurs 13.4 17.8 17.0 17.5 18.7 17.0 17.9

Farmers 15.2 16.9 14.4 15.0 10.5 11.6 11.6

Small and medium-sized enterprises 42.9 45.2 42.6 45.5 42.6 41.2 41.4

Source: National Statistics Committee of the Kyrgyz Republic. 2012. [In Kyrgyz or Russian]. http://www.stat.kg/ 

http://www.stat.kg/
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Table 19 Share of Small and Medium-Sized Enterprises in Total Employment (%)

2001 2006 2007 2008 2009 2010 2011

Medium-sized enterprises  3.7  2.1  2.0  2.0  1.9  1.7  1.8

Small enterprises  2.7  2.1  2.2  2.4  2.3  2.2  2.0

Individual entrepreneurs  6.2  8.6  9.0  9.4 10.0 10.9 11.8

Small and medium-sized enterprises 12.6 12.8 13.2 13.8 14.2 14.8 15.5

Source: National Statistics Committee of the Kyrgyz Republic. 2012. [In Kyrgyz or Russian]. http://www.stat.kg/ 

Table 18 Share of Small and Medium-Sized Enterprises in Sector Output (%)

Small Medium-Sized
Individual 

Entrepreneurs Farmers Total

2006 2011 2006 2011 2006 2011 2006 2011 2006 2011

Agriculture  0.2  0.6  0.6  0.8   …   … 58.0 58.6 58.8 60.0

Industry  7.9  5.8 10.7  7.3 10.0  7.3   …   … 28.6 20.4

Trade and repairs 29.4 32.5 10.8 12.6 46.1 42.8   …   … 86.3 87.9

Hotels and restaurants 40.5 36.8 24.8  2.9 20.3 51.4   …   … 85.6 91.1

Transportation  6.2  3.7  9.2  3.4 45.8 44.7   …   … 61.2 51.8

Communications  0.9  0.4  6.3  1.5   …   …   …   …  7.2  1.9

Exports 29.1 19.6  6.7  6.2  3.3  5.3  1.4  0.5 40.5 31.6

Imports 44.2 31.6  8.9 10.1  6.0 18.8  0.0  0.1 59.1 60.5

… = not available.
Source: National Statistics Committee of the Kyrgyz Republic. 2012. [In Kyrgyz or Russian]. http://www.stat.kg/ 

to a significant rise in the number of individual 
entrepreneurs using simplified tax payment regimes, 
particularly for patents. The increase has more than 
offset a decline in employment among medium-sized 
enterprises. Even so, the official share of SMEs 
in total employment is still markedly lower than 
the sector’s share of GDP. This is because SMEs 
continue to have strong incentives to underreport 
salaried workers, so their actual share in employment 
may be higher.

Informal Sector

The informal sector continues to occupy a significant 
share of the economy. In 2009, the Minister of 
Economic Development claimed that “up to 
Som100 billion ($2.1 billion) constantly circulate 
in the shadow market, which makes it possible 
for local officials to live with such low salaries” 
(24.kg News Agency 2009). Almost 70% of the 
employed population works in the informal sector 
(Table 20). The political disturbances of April 2010 

Table 20 Informal Employment in the Kyrgyz Republic (2011, ’000)

Urban Rural Total

Employed in informal sector 422.7 1,121.7 1,544.4

Total employment 766.3 1,450.1 2,216.4

Share of informal sector in total employment (%)  55.2    77.4    69.7

Note:  Informal sector workers are those employed in at least one informal production unit (units not registered as legal entities), 
irrespective of employment status and whether the source of income is primary or subsidiary.

Source: National Statistics Committee of the Kyrgyz Republic.

http://www.stat.kg/
http://www.stat.kg/
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seem to have encouraged more entrepreneurs to 
operate informally. A particular concern at the 
time was uncertainty over property rights after 
the nationalization of several firms. A survey of 
1,200 businesses showed that 44% of respondents 
believed that the informal sector accounted for more 
than 50% of the economy (Center for International 
Private Enterprise 2011).29

In the Kyrgyz Republic, businesses choose to 
operate in the informal sector for different reasons. 
In the last few years, many chose this route to avoid 
being subject to rent-seeking or even expropriation 
by government officials or other politically connected 
individuals. For others, it has been a means of 
avoiding regulatory costs, particularly taxes and 
social contributions for workers (see The Business 
Environment, page 29).

The Kyrgyz Republic is still a cash-based 
economy. The amount of transactions made through 
the official payments system of the National Bank of 
the Kyrgyz Republic has remained relatively low, at 
about twice the gross domestic product (Table 13). 
The low reliance on banks by regional standards 
is reflected in the small percentage of firms (69%) 
that have a checking or savings account (World 
Bank Group 2011). This can be attributed in part 
to the significant size of the informal economy but 
it also signals that most households do not trust 
commercial banks with their money, and prefer to 
keep cash at home.

Informal economies reduce tax bases. In a 
modern market-based economy, this can undermine 
certain market mechanisms such as fair competition. 
However, the informal economy in the Kyrgyz 
Republic is a phenomenon emerging from the 
constraints on the development of a market-based 
economy and is not a constraint in itself. Informal 
employment also increases workers’ vulnerability 
to economic shocks since they lack access to 
social protection.

29 The Center for International Enterprise conducted the survey 
from May to August 2011 in all seven oblasts of the country, 
covering 1,200 companies of different sizes operating in all major 
economic sectors.

The government has been trying different 
mechanisms to reduce the informal economy such as 
by simplifying business registration and taxation 
procedures. It approved the voluntary patent 
system in 2008 to enable individual entrepreneurs 
working in 124 types of activities to avoid complex 
tax procedures, but still pay taxes by purchasing 
a “voluntary tax patent” for a predetermined 
period. The tax patent covers both tax payment 
and business registration. Its administration is 
relatively simple, requiring submission of only one 
tax report to the authorities. Tax revenues from the 
voluntary patent system represent about 3.5% of 
total tax revenues.

The establishment of “free economic zones” as 
autonomous entities in Bishkek, Batken, Karakol, 
and Naryn was aimed at attracting investment 
and new businesses by providing government 
incentives and simplifying procedures. These include 
exemptions from several taxes and duties, simplified 
customs procedures, and direct access to utility 
suppliers. However, the zones have yet to live up to 
expectations, accounting only for 2.0% of industrial 
production in 2010. Firms operating in the free 
economic zones are required to export at least 70% 
of their production, although this does not seem 
to be enforced. Anecdotal evidence suggests that 
80% of products manufactured in these zones are 
sold locally.

In 2009, the government proposed an amnesty 
program allowing businesses and citizens to 
legalize properties that had not been officially 
registered or to amend previous underreporting 
to reduce tax liabilities. However, the law on 
legalizing property, undeclared taxes, and customs 
obligations was not implemented. A previous capital 
amnesty launched in 2007 also failed, allegedly 
because business people were reluctant to reveal 
undeclared assets (Institute for War & Peace 
Reporting 2009).
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trend toward small enterprises in the first 
decade of the 21st century. That lack of trust 
is also why entrepreneurs prefer to engage in 
short-term business turnover cycles, such as 
those associated with trading.

(ii) An increasing shortage of qualified human 
capital that prevents firms from moving 
up the production ladder. The qualified 
workers required to manage the production 
of new and higher value-added products 
have become more expensive and difficult to 
recruit as opportunities for them to migrate 
have become more attractive. The quality 
of education and vocational training has 
deteriorated substantially, exacerbating the 
scarcity of qualified workers essential to 
upgrade the production capabilities of firms. 

(iii) Finance that is expensive, short term, 
and concentrated in a few sectors. Private 
entrepreneurs find it difficult to access 
external funds for medium- or long-term 
investments in particular, which limits 
their ability to expand and compete 
internationally.

This assessment defines private sector development 
as a dynamic process through which a broad 
base of private entrepreneurs and investors set up 
and expand their businesses, and produce more 
and higher value-added products and services, 
contributing to a country’s development. Three main 
constraints are preventing private entrepreneurs in 
the Kyrgyz Republic from expanding and producing 
higher value-added products and services:

(i) A harsh business environment that 
discourages entrepreneurs, investors, 
and lenders from expanding, investing, 
or lending in the country. Businesses 
fear rent-seeking, nationalization, or 
expropriation by government officials or 
other politically connected individuals. 
They are also concerned about the potential 
for contractual obligations or concession 
agreements to be breached or reneged on 
without fair compensation. There is a lack of 
trust between entrepreneurs, investors, and 
government officials, which has helped spur 
the expansion of the informal sector and the 
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Other constraints on private sector development 
make businesses in the Kyrgyz Republic less 
competitive. These include the lack of adequate 
public infrastructure, unreliable access to electricity, 
and the absence of effective coordination in 
industrial development. However, if the three main 
constraints are not addressed, the private sector 
will be unable to flourish and accelerate economic 
progress, even if all the other constraints are 
tackled.30 It is particularly crucial to end the practice 
of rent-seeking and expropriation, which threatens 
entrepreneurship and business ownership; failure 
to do so will limit the prospects for private sector 
development.

The Business Environment

The overall environment for businesses in the 
Kyrgyz Republic has not seen major improvements 
since the 2007 private sector assessment. In short, 
it remains risky for long-term investors. Despite 
several amendments to laws and institutional reforms 
that have helped the country improve its position 
in some international rankings measuring business 
environments, Kyrgyz Republic companies have not 
improved their competitiveness. One problem is that 
these reforms are either being poorly implemented or 
rendered ineffective by legal ambiguities. Unlawful 
interference in business by government officials is 
widespread—and strongly linked to the reported 
practice of job buying and the use of personal 
connections for getting jobs in the government 
(Engvall 2011).31 There is considerable mistrust of 
the government in the business community, with 
investors wary of making substantial, long-term 
commitments.

The risk of expropriation, nationalization 
without fair compensation, or breach of contractual 
obligations that domestic and foreign investors 

30 Some of these other constraints may become binding in the future. 
In particular, access to electricity could become a major problem 
for businesses if the sector infrastructure continues to deteriorate.

31 Engvall (2011) provides an extensive list of corrupt practices 
prevalent in the Kyrgyz Republic such as rigged privatizations; 
embezzlement of state funds; rent-seeking; the manipulation of 
regulatory, legislative, and other state decision-making functions; 
as well as bribery and extortion at the implementation level. It also 
indicates that the sale of offices in government has had a pyramid 
structure, and has been organized from the top.

face is the most important reason for the low level 
of long-term investment in the country. Insecure 
property rights and alleged cases of law breaking, 
such as tax evasion, have been exploited by corrupt 
elements in law enforcement agencies, who have 
forced investors to sell their companies to politically 
connected individuals at a low price (Engvall 2011). 
In a survey of 1,200 businesses, 34% of businesses 
feared having their property expropriated (Center 
for International Private Enterprise 2011). 
Profitable companies are attractive targets for 
coerced takeovers. Against this backdrop, access to 
high-ranking government officials rather than law 
enforcement agencies has become indispensable for 
protecting property and wealth—and a condition 
for doing business and investing. The most profitable 
business strategy therefore is not to become more 
competitive but to acquire high-level contacts. 
This explains the increasing fusion of business 
and politics (Engvall 2011), which creates an 
environment that is understandably avoided by 
foreign investors and that inhibits the development 
of a market system.

The Kyrgyz Republic scores poorly in 
Transparency International’s Corruption Perception 
Index, ranking 154th out of 176 countries in 2012. 
There has been no significant improvement in the 
perception of corruption since 2006. The situation 
even worsened until 2008, to recover only in 2011 
and 2012 (Table 21). The 2011 survey of 1,200 
businesses found that 89% of the respondents 
believed that the level of corruption was unchanged 
after the political unrest of April 2010 (Center for 
International Private Enterprise 2011). A 2011 
survey of young people conducted in the country’s 
south indicated that the majority of respondents 
believed that getting into their desired profession 
would involve paying bribes, in particular for 
public sector jobs (United Nations Children’s Fund 
[UNICEF] 2011).

Certain corrupt practices are said to have 
found their special niches within government.  
Rent-seeking is perceived to be highly concentrated 
in agencies that collect public revenues, such as taxes, 
customs and electricity fees, and social contributions, 
or that have regulatory or administrative powers 
in areas such as inspections, licensing, and the 
judicial system. 



30

Private Sector Assessment Update: The Kyrgyz Republic

Complying with business regulations in the 
Kyrgyz Republic can be costly, especially when 
procedures and requirements are unclear or overly 
complex. This is another factor impeding private 
investment, particularly in the formal sector. 
Taxation, customs clearance, licensing, and 
inspections are among the most cumbersome areas 
for businesses.

Frequent and arbitrary renegotiations of 
concession agreements are undermining foreign 
investor confidence. The Kumtor gold mine 
concession was renegotiated twice in the last 
decade in highly criticized agreements. In early 
2013, the Kyrgyz Republic Parliament directed the 
government to renegotiate the 2009 Investment 
Agreement.32 It was only in March 2011 that the 
board of the Extractive Industries Transparency 
Initiative accepted the Kyrgyz Republic as compliant 
with its standards.

Taxation

Tax revenues have grown continuously since 
2000, reaching a peak of 26.9% of GDP in 2012 
(Table 22), despite some reduction in tax rates and 
the abolition of certain taxes in 2009. In that year 
the government abolished road and retail taxes, as 
well as a tax for national emergencies, and reduced 
the value-added tax rate to 12% from 20%. However, 
it introduced a new turnover tax. The median 

32 In June 2012, the Kyrgyz Republic Parliament approved a 
resolution to review Kumtor’s compliance with certain operational, 
environmental, health and safety, and community regulations 
amid allegations that Kumtor has caused massive and irreparable 
environmental destruction by reason of its operations. In January 
2013, the Kyrgyz Republic’s Minister of Economy alleged that the 
2009 agreement that the government signed with Centerra Gold 
was dubious and did not serve the government’s interest, citing 
among others the tax concession at the rate of 14% compared with 
17%–20% being paid by other mining companies in the country.

turnover tax rate is 2%. Value-added tax collection 
accounted for an estimated 36.3% of total taxes in 
2012, income taxes and taxes of corporate profits for 
22.3%, and social contributions for 18.0%.

A typical business in the Kyrgyz Republic 
pays a total tax rate of 68.9% of its total gross 
profit, among the highest tax rates in a region 
where the average rate is 40.5%. Only Tajikistan 
and Uzbekistan have higher total tax rates 
(The World Bank Group 2012). Tax evasion remains 
widespread, making the country’s tax burden both 
unfair and uneven.

The government has introduced reforms in the 
tax administration system since 2007, with a focus 
on centralized operations and a small number of 
tax offices that collect a large share of tax revenues. 
Since 2010, with ADB assistance, the State Tax 
Service has been introducing one-stop shops with 
no-contact windows for taxpayers having reached 
about 25% of all tax offices in the country. In 2010, 
electronic filing became available to taxpayers, 
although, as of December 2012, only 4,000 taxpayers 
had submitted their tax reports electronically.33 
In 2011, tax forms were simplified by reducing the 
number of pages through restructuring, rewording, 
and eliminating redundancies. These reforms 
have the potential to reduce transaction times and 
minimize the interaction between taxpayers and 
tax officials, thereby reducing the potential for 
fraud and corruption. The introduction of a new 
functional organization in selected tax offices and 
risk-based criteria for the inspection of businesses 
can further improve effectiveness and efficiency in 
tax administration.

33 The slow growth in electronic filing is likely related to the cost 
of the service, which includes an upfront payment of Som500 
(about $11) and an annual fee for the digital signature of up to 
Som4,320 (about $96). The State Tax Service plans to implement 
a no-cost, website-based electronic filing system.

Table 21 Perception of Corruption in the Kyrgyz Republic

2006 2007 2008 2009 2010 2011 2012

Score 2.2 2.1 1.8 1.9 2.0 2.1 2.4

Rank 142 150 166 162 164 164 154

Out of 163 179 180 180 178 182 176

Note: The scale goes from 0 (highly corrupt) to 10 (highly clean).
Source: Transparency International. http://www.transparency.org/research/cpi/overview

http://www.transparency.org/research/cpi/overview
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Nevertheless, since these reforms have yet to be 
implemented in most tax offices, tax administration 
is still far from conforming to international 
good practice, and corruption remains pervasive. 
Of firms in the Kyrgyz Republic, 39% report having 
paid bribes to tax inspectors, one of the highest levels 
in the region; only Azerbaijan (43%) and Uzbekistan 
(52%) have higher percentages (The World Bank 
Group 2011). Unscheduled tax audits on businesses 
are common, although they are restricted by law to 
one a year, and audits may only be conducted based 
on a special order from the head of the district tax 
administration. On average, however, firms receive 
visits from tax officials or have meetings with them 
2.1 times per year (The World Bank Group 2011), 
make 51 tax payments a year, and spend 210 hours 
a year preparing and paying taxes (The World Bank 
Group 2012).34 The government approved a strategy 
for improving tax administration for 2012–2014 to 
help sustain and expand reforms, particularly the 
introduction of electronic payments.

34 The Kyrgyz Republic ranks 168th out of 185 economies in ease of 
paying taxes.

Foreign Trade Clearance

Trading across borders through official Kyrgyz 
Republic channels can be difficult for businesses, 
increasing transaction costs and reducing 
competitiveness. Because tariff barriers were 
substantially reduced after accession to the 
World Trade Organization in 1998, constraints are 
now concentrated on nontariff barriers. In particular, 
preparing documents for customs clearance is 
costly—an average of 23 days and $210 for exports, 
and 25 days and $280 for imports (The World Bank 
Group 2012).35 This adds up to a total of 63 days 
and $4,160 for a typical export transaction, and 
75 days and $4,700 for a typical import transaction 
(Table 23). What is more, corruption at customs 
clearance is pervasive. In 2010, acting Minister of 
Finance Temir Sariev commented on the unofficial 
fees businessmen paid to numerous customs officers 
in addition to the regular import duties in order 
for them to transport their goods from the People’s 
Republic of China border to Bishkek (Novosti 
Kyrgyzstana 2010).

35 The Kyrgyz Republic ranks 174th out of 185 economies in ease of 
trading across borders.

Table 23 Cost of a Typical Foreign Trade Transaction in the Kyrgyz Republic

2006 2007 2008 2009 2010 2011 2012

Documents to export (number) 14 14 14 8 8 8 8

Time to export (days) 64 64 64 63 63 63 63

Cost to export ($ per container) 2,500 2,500 3,000 3,000 3,010 3,210 4,160

Documents to import (number) 16 16 16 10 10 10 10

Time to import (days) 75 75 75 72 72 72 75

Cost to import ($ per container) 2,450 2,450 3,250 3,250 3,280 3,450 4,700

Source: The World Bank Group. 2012. Doing Business 2013: Smarter Regulations for Small and Medium-Size Enterprises. 
Washington, DC: World Bank. 

Table 22 Tax Revenues in the Kyrgyz Republic

2006 2007 2008 2009 2010 2011 2012a

Total tax revenues (Som billion) 24.4 32.0 43.2 44.6 49.2 66.0 78.6

% of GDP 21.4 22.6 23.0 22.2 22.3 24.2 26.9

GDP = gross domestic product.
a Estimates.
Source: International Monetary Fund. 2012. Country Report No. 12/329. Washington, DC: IMF.
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However, the Kyrgyz Republic would not have 
become a regional hub for cross-border trade in 
goods and bazaar activities if the costs of clearing 
customs were an unavoidable obstacle to business. 
Businesses know all too well that these problems can 
be overcome if unofficial channels are used. Traders 
commonly use brokers to ensure the delivery of their 
goods for a certain fee. Another common practice is 
for importers to bypass the payment of value-added 
tax by paying a smaller amount to customs officials, 
who then let the products enter without registration 
(Global Integrity 2008). While businesses complain 
about corruption, bribes and kickbacks are 
commonly used to smooth the wheels of trade.

In 2008, a state enterprise was established to 
develop and operate a pre-customs single window 
for businesses to improve clearance procedures. But 
as of the end of 2012, only a pilot involving a small 
number of firms had started. Moreover, the pricing 
of the service has not yet been publicly announced; 
the levels set will be crucial for the success of a 
system that will be competing with private brokers.

Licensing, Inspections, and 
Business Registration

In 2008, there were 470 different types of licenses 
and permits for various business activities. These 
have to be renewed on average every 23 months 
for small and medium-sized enterprises (SMEs), 
and every 13 months for individual entrepreneurs 
(The World Bank Group 2011). Since 2008, an 
interministerial committee has been using regulatory 
impact assessments to reduce the number of licenses 
and permits, having reduced it by more than 20% in 
2012. The current administration wants to reduce 
them further. While this could better streamline 
licensing procedures and reduce the burden of 
regulatory compliance, the licensing system needs 
further simplification. This could be achieved by 
extending validation periods and by making use of 
self-regulation in low-risk activities.

Before 2008, no legislation regulated 
inspections of businesses. In 2008, 73% of individual 
entrepreneurs, 69% of SMEs, and 29% of farmers 
were investigated by at least one inspectorate. 
However, fewer than 17% of these inspections 

resulted in sanctions (The World Bank Group 2011). 
There are 12 government agencies with inspection 
functions. Those most active in investigating 
individual entrepreneurs and SMEs are the State 
Tax Service, the Social Fund, the Sanitary and 
Epidemiological Service, and the Fire Safety 
Department. Each agency with inspection functions 
has its own procedures, which result in significant 
costs to businesses.

Amendments to the Law on Inspections 
enacted in 2011 introduced the concept of risk-based 
inspections of businesses, which prioritize those 
firms with a higher risk of noncompliance, instead of 
targeting all firms. If properly implemented, this new 
approach can help better utilize the scarce resources 
of regulatory bodies, reduce the burden compliant 
businesses face, and minimize opportunities for 
corruption.

More than 5,000 new legal entities were 
registered on average per year between 2009 and 
2012, 40% of them in Bishkek. These firms have 
benefited from reforms implemented over the last 
few years that reduced the time to register a business 
from 21 days in 2007 to 10 days in 2011 (The World 
Bank Group 2012). Of particular note is the new 
business registration law enacted in 2009, which 
abolished (i) the requirement to have the signatures 
of company founders notarized, (ii) minimum capital 
requirements, (iii) various post-registration fees, 
and (iv) the requirement to open a bank account 
before registration. The Kyrgyz Republic now ranks 
15th out of 185 economies in ease of starting a 
business (The World Bank Group 2012). In 2012, 
ADB support helped implement a new software 
system in the Ministry of Justice. The new system 
allows the electronic submission of documents to all 
government bodies involved in business registration 
(the Ministry of Justice, the State Tax Service, 
the State Statistics Committee, and the State 
Social Fund) and collects sex-disaggregated data 
about the heads of companies and their individual 
shareholders. The system further reduced the time 
for registering a business to 4 days, and it is being 
used in one-stop shops in all seven regions and in 
the cities of Bishkek and Osh. More than 6,000 
legal entities have been registered in the new system. 
Registering a legal entity is no longer a constraint for 
private investment in the Kyrgyz Republic.
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Legal and Judicial System

Among the Commonwealth of Independent States, 
judicial decisions in the Kyrgyz Republic have been 
found to be above average in quality, predictability, 
speed, cost, enforcement, and impartiality (EBRD 
2010). However, this record does not seem to apply 
to economic cases, even though economic courts 
were specially created for this purpose. Commercial 
laws and the legal concept of contract sanctity are 
not always implemented consistently, undermining 
an investment regime that has in place a broad 
base of commercial laws. The legal framework 
fared poorly when international business executives 
were asked to rate its efficiency in resolving 
private business disputes, ranking 136th out of 
144 countries and scoring 2.5 on a 7.0-point scale 
(World Economic Forum 2012). A 2008 survey 
found that only 42% of commercial cases were 
resolved within the statutory time limit of 35 days, 
which is associated with the number of hearings that 
it takes to resolve a dispute (United States Agency 
for International Development [USAID] 2008).

In a World Bank survey, only 30% of 
respondents were satisfied with court enforcement 
of contracts and only 34.4% were satisfied with 
court protection of property rights. While all legal 
sector professions fared poorly in this assessment, 
judges rated worse than prosecutors, police, and 
advocates. Judges were rated highly for objectivity 
(first characteristic for 55.2% of respondents) but 
were rated at the bottom for “knowledge.” The study 
concluded that some judges do not have adequate 
knowledge of the norms of material and procedural 
law, are overloaded with cases, or do not have the 
time to provide a detailed account of their decisions 
(World Bank 2011b).

The difficulty of accessing publicly available 
information and lack of awareness of legal, 
regulatory, and judicial issues creates legal 
ambiguities and opportunities for corruption. 
Less than one-quarter of firms in the country 
believe the court system is fair, impartial, and 
uncorrupted (The World Bank Group 2011). The 
shortcomings of the judicial system mean that 
formal contracts may not provide legal protection 
against fraudulent sales or coerced transactions. 
The strong influence of the executive and legislative 

branches of government over the judiciary remains 
a major weakness. According to Freedom House, 
the Kyrgyz Republic’s judicial independence is rated 
poorly at 6.25 (on a scale with 1.0 representing 
the highest level of democratic progress and 7.0 
the lowest) and judicial independence has been 
deteriorating from 2006 (when its rating was 5.5) to 
2012 (Freedom House 2012).

Authorities have introduced alternative dispute 
resolution mechanisms, including the establishment 
of arbitration courts.36 But the progress in the 
number of cases resolved through these courts has 
been slow because they are not very effective. One 
reason is the lack of provisional measures available, 
meaning that while a dispute is being reviewed, 
a respondent can take actions that would make 
any eventual arbitral award difficult or impossible 
to enforce. For example, a respondent can sell 
a disputed property during the review process. 
Furthermore, the arbitration process—from the 
date of filing a claim until the date of enforcement 
of an arbitral award—can last about 8 months, not 
including the time required for technical formalities, 
which can be excessively long.

In 2011, a new 24-member body—the Council 
for the Selection of Judges—was created to choose 
candidates for all judgeships in the country. This 
followed the nullification of all 35 judgeships in the 
Supreme Court, 11 in the Constitutional Chamber, 
and all 451 local judgeships. Some quarters have 
criticized the way the council was formed and what 
they deemed a lack of transparency in the selection 
process (Khamidov 2011).

Human Capital

Despite an apparent labor surplus, indicated 
by an unemployment rate of 8.5% in 2011, the 
Kyrgyz Republic is experiencing an increasing 

36 The Kyrgyz Law on Commercial Arbitration allows for domestic and 
international arbitration of investment disputes. The Commercial 
Arbitration Court of the Kyrgyz Republic was established in April 
2004. The Kyrgyz Republic has been a signatory to the 1958 
New York Convention on the Recognition and Enforcement of 
Foreign Arbitral Awards since March 1997 and of the World Bank 
Group’s International Centre for Settlement of Investment Disputes 
since June 1995. The country has signed 22 bilateral investment 
treaties, 19 of which are in force. See http://icsid.worldbank.org/
ICSID/FrontServlet

http://icsid.worldbank.org/ICSID/FrontServlet
http://icsid.worldbank.org/ICSID/FrontServlet
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shortage of managerial and qualified labor talent, 
preventing firms from moving up the production 
ladder. Qualified workers required to manage the 
production of new and more valuable goods and 
services are becoming more expensive and difficult 
to recruit because opportunities to migrate are 
becoming more attractive.

In recent years, many Kyrgyz Republic workers 
have resorted to labor migration, despite its costs 
and disadvantages such as often having to work 
illegally (UNICEF 2011).37 Based on the one-way 
tickets sold, the number of migrant workers in 2010 
was about 548,000 (Central Asia Online 2011) but 
estimates vary up to 1 million given the absence of 
more reliable statistics.

Members of the International Business Council, 
a leading business association, consistently identify 
the availability of qualified workers as among the 
most important issues. It is often ranked as the most 
important issue in business perception surveys of 
the organization’s members, as it was in a February 
2012 poll in which the availability of qualified 
workers scored 93 out of 100 points (the highest 
level of concern). In contrast, the availability of 
low-cost labor is consistently considered one of the 
least important issues of concern for the business 
group and it is often ranked the least important 
in surveys; the February 2012 survey had it as the 
fourth least important issue with a score of 46 
(International Business Council 2012). International 
Business Council members are typically among 
the most sophisticated firms in the country, 
producing high value-added goods and services, 
and their perceptions offer valuable insights into the 
state of the labor market and how the scarcity of 
qualified workers is impeding investment and the 
modernization of the country’s economy.

The Kyrgyz Republic continues to move away 
from an economy in which most of the labor force 
worked in agriculture to one that is increasingly 
dominated by the service sector, particularly trade. 
Manufacturing has so far been unable to provide 
sufficient jobs (Table 24).

37 The UNICEF survey indicates that many young people in the south 
feel it is not worth working elsewhere in the Kyrgyz Republic and 
prefer to migrate to the Russian Federation.

The proportion of economically active women 
has plummeted since the end of the Soviet era, 
a time when many women in the country were 
employed on Soviet farms and in factories. The labor 
participation rate of women from 2007 to 2010 
was 55%, substantially lower than the 78% rate for 
men during this period. This is explained by the 
large number of housewives who take care of child 
rearing (about 285,000), whereas many child-rearing 
housewives would also have had jobs during the 
Soviet era. Even so, the share of female employment 
is noticeably high in health and social services (79%), 
education (76%), and hotel and restaurant services 
(65%) (Ibraeva et al. 2011). Female employment 
has benefited from the expansion of the garment 
industry. Women also dominate informal trading as 
street, market, and shuttle traders.

Wages

The average official monthly wage in the Kyrgyz 
Republic has been increasing in real terms and 
stood at Som7,189 (about $200) in 2011. Sectors 
in which workers are paid premium wages include 
financial services, transport and communications, 
manufacturing, electricity, gas, and water (Table 25). 
For example, in 2011, manufacturing workers 
earned a monthly salary that was 55% higher than 
the national average.38 The gender wage gap is high: 
women earn about 36% less than men.

Higher Education and 
Vocational Training

The difficulties firms face in finding qualified 
workers are partly caused by deficiencies in the 
country’s public higher education and vocational 
training systems, which have not been able to 
adapt to a market economy. In 2011, 37.3% of 
the unemployed had either completed or nearly 
completed higher education or finished vocational 
training. This represents some 79,000 people, or 

38 The higher wages could be a result of firms in these sectors having 
difficulties finding enough qualified workers, although this could 
also mean that firms in these sectors are more profitable and 
therefore can pay higher salaries.
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19,000 more than in 2009, who were unable to 
find jobs that met expectations based on their 
qualifications. Even so, most of the unemployed have 
only completed mandatory secondary education. This 
affects young people in particular, who account for 
about 50% of the total unemployed.

Higher education and vocational training in the 
Kyrgyz Republic do not provide an adequate mix 

of qualifications to meet the requirements of firms 
in strategic sectors of the economy. They mainly 
offer courses that students demand. For example, 
the proportion of students enrolled in engineering 
and sciences accounts for only about 15% of total 
enrollments, compared with 51% in humanities and 
25% in education. A significant number of students 
these days prefer to enroll in degrees that are more 

Table 24 Structure of Official Employment in the Kyrgyz Republic

2006 2011

Number (’000) % Number (’000) %

Kyrgyz Republic 2,096.1 100.0 2,277.6 100.0

Agriculture 760.2 36.3 700.2 30.7

Industry 406.7 19.4 477.6 21.0

Mining 11.8 0.6 16.7 0.7

Manufacturing 177.9 8.5 173.1 7.6

Electricity, gas, and water 35.6 1.7 38.7 1.7

Construction 181.4 8.7 249.1 10.9

Services 929.1 44.3 1,099.8 48.3

Trade, repairs of vehicles, home appliances, 
and personal items

308.4 14.7 345.9 15.2

Hotels and restaurants 49.0 2.3 86.5 3.8

Transport and communication 120.2 5.7 147.2 6.5

Financial services 9.5 0.5 17.7 0.8

Real estate operation, lease, and 
chargeable services

36.5 1.7 56.0 2.5

Public administration 101.0 4.8 102.6 4.5

Education 152.9 7.3 177.1 7.8

Health and social services 87.0 4.2 78.5 3.4

Communal, social, and private services 48.8 2.3 56.0 2.5

Household services 15.3 0.7 31.4 1.4

Activity of extraterritorial organizations 0.5 0.0 0.9 0.0

Source: National Statistics Committee of the Kyrgyz Republic. 2012. [In Kyrgyz or Russian]. http://www.stat.kg/ 

Table 25 Wage Premiums in Selected Sectors (% over the national average)

2006 2007 2008 2009 2010 2011

Financial services 226 172 176 172 167 116

Transport and communications  57  64  84  58  70  53

Manufacturing  90  58  45  55  56  55

Electricity, gas, and water  63  59  48  42  52  37

Source: National Statistics Committee of the Kyrgyz Republic. 2012. [In Kyrgyz or Russian]. http://www.stat.kg/ 

http://www.stat.kg/
http://www.stat.kg/
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Table 26 Access to Finance in the Kyrgyz Republic

2006 2007 2008 2009 2010 2011

Credit to private sector (% of gross domestic product) 10.3 14.9 14.2 12.9 13.0 12.9

Banks’ nominal interest rate in Som (%, average) 24.4 21.3 23.7 25.3 22.9 22.4

Banks’ real interest rate in Som (%, average) 18.8 11.1  (0.8) 18.5 14.9  5.8

Banks’ interest rate margin (%)  8.5  9.7 10.2  8.5  9.1  9.4

MFOs’ nominal interest rate (%, average) 33.5 32.9 32.5 34.5 31.7 38.5

MFOs’ real interest rate (%, average) 26.9 22.7  8.0 27.7 23.7 21.9

Average maturity of bank loan (months) 20.0 24.2 23.8 23.5 24.3 26.6

Population (’000) per bank branch 30.6 24.7 22.8 22.7 26.0 21.9

( ) = negative, MFO = microfinance organization. 
Sources: International Monetary Fund; National Bank of the Kyrgyz Republic; National Statistics Committee of the Kyrgyz Republic.

suited for government positions, such as law or 
economics.39 Higher education institutions and 
students also do not have access to reliable labor-
market information systems that could inform them 
about areas in the economy where there is demand 
for graduates. The quality of management schools 
is low; the Kyrgyz Republic ranks 141st out of 144 
countries (World Economic Forum 2012). Similarly, 
there are no well-regarded masters of business 
administration programs for top and middle-level 
managers, particularly ones tailored to the needs of 
export-oriented companies in the Kyrgyz Republic.

The lack of qualified workers does not seem to 
be reflected in the educational attainment levels of 
the country’s labor force. Nearly three-quarters of 
Kyrgyz Republic workers have completed secondary 
education, comparing well with other low-income 
countries. But many private entrepreneurs are 
mistrustful of the quality of the students emerging 
from the country’s educational and vocational 
training institutions. A 2009 survey of 109 firms 
found that two-thirds of firms said graduates from 
vocational colleges did not meet their requirements; 
58% said these graduates needed in-house training.

The quality of students admitted into higher 
education is low. The Kyrgyz Republic ranked last 
among participating countries in the 2006 and 
2009 International Student Assessment for 15-year-
olds (Organisation for Economic Co-operation 

39 Becoming a government official can be an attractive career path. 
Lists of the wealthiest individuals in the country are dominated 
by individuals who hold or have held political office and also have 
business interests (Engvall 2011, Appendix 1).

and Development 2010). The results showed that 
between 80% and 85% do not have basic knowledge 
in reading, math, and science. About 60% of the 
teachers in higher education institutions do not 
have a degree (Ministry of Education and Science, 
forthcoming).40 The poor quality of higher education 
could also be linked to corruption in the admittance 
and examination of students reported in the media 
(24.kg News Agency 2010). The government has 
been trying to cut the number of universities and 
enhance the quality of higher education.

Financing for the Private Sector

Low access to credit is a major constraint on 
business expansion, particularly for SMEs. The 
Kyrgyz Republic’s finance sector compares poorly 
with the rest of the region, with the lowest levels of 
credit provided to the private sector (12.9% of GDP 
in 2011) (Table 26). Credit to the private sector 
was hurt by the global financial crisis and the April 
2010 events, and is below what should be expected 
for the country’s level of income (Figure 10). As 
described earlier, the major constraints on the 
development of the finance sector are the low 
confidence in commercial banks, the high liquidity 
risk and lack of stable funding sources for banks, 
and the high foreign exchange risk for microfinance 
organizations.

40 According to the Government of the Kyrgyz Republic’s Education 
Sector Development 2020.
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Figure 10 Domestic Credit to the Private Sector versus Income Level

AFG = Afghanistan, ARM = Armenia, AZE = Azerbaijan, GEO = Georgia, KAZ = Kazakhstan, KGZ = Kyrgyz Republic, PAK = Pakistan, 
TJK = Tajikistan.
Source: ADB estimates.
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With current lending rates averaging 22.4% for 
banks and 38.5% for microfinance organizations, 
few investment projects may be profitable enough 
to afford such finance. Moreover, with the average 
maturity of bank loans at about 2 years, only 
frequent cash-flow investment projects—typically 
in trade—are able to repay such short-term loans. 
Thus, most investment projects in industry cannot be 
financed through external credit even when they are 
profitable. This makes it more difficult for firms to 
compete in international markets with foreign firms 
that have access to cheaper finance.

Ease of access to credit varies widely among 
sectors. The share of industry in total credit 
declined to a mere 5.5% in 2011 or half of what 
it had been in 2006 (Table 27). This shows the 
limitations of the banking sector in the Kyrgyz 
Republic in supporting industrial development 
and production of more and higher value-added 
manufactured products. Banks prefer lending to 
enterprises involved in trade, a sector that represents 
almost half of total bank credit. Microfinance 
organizations, meanwhile, mainly target individual 

entrepreneurs and farmers, with about 75% of their 
clients women.

SMEs identify access to credit as a major 
business obstacle. In particular, high lending rates 
and collateral requirements are cited as constraints 
on loan demand. About 85% of loans require 
collateral, with the average value of collateral 
representing 127.8% of the loan. Small firms 
are even more credit-constrained: their average 
collateral requirement is 157% of the loan amount 
compared with 98% for large firms. For this reason, 
some 20% of Kyrgyz Republic firms identify access 
to external finance as the major constraint on 
business growth (The World Bank Group 2011).

The Kyrgyz Republic ranked 24th out of 
29 countries in Eastern Europe and Central Asia 
in access to bank credit for investment. Compared 
with the rest of the region, firms in the Kyrgyz 
Republic rely less on bank financing for investments 
and more on internal sources of funding. Only 14% 
of all investments in the country are financed by 
banks compared with 23% in the region. Equity 
accounts for 21% of the investments in the country 
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compared with 9% in the region (The World Bank 
Group 2011).

The Kyrgyz Republic does not have an 
adequate framework in its financial system for 
consumer protection. Legal and regulatory 
standards to support the development of financial 

institutions’ complaints mechanisms are lacking. 
Disclosure requirements by financial institutions 
also lag international good practices (Consultative 
Group to Assist the Poor 2011). Transparency of 
interest rate calculation in loans was only recently 
improved.

Table 27 Bank Credit by Sector of Activity (% of total credit)

2006 2007 2008 2009 2010 2011

Industry 11.0  6.8  5.7  5.5  5.6  5.3

Agriculture  3.3 12.2 11.5 12.2 12.7 12.7

Transport  0.7  0.7  1.0  1.0  1.3  1.1

Trade 40.9 37.9 36.1 41.5 43.0 42.8

Construction  5.8  6.8  9.5  7.7  7.7  5.6

Mortgages 14.3 15.8 14.0 12.2 10.8  9.6

Consumer loans  8.1  6.6  8.3  8.0  7.1  8.8

Other 15.9 13.2 13.9 11.8 11.8 14.0

Source: National Bank of the Kyrgyz Republic. 2012. http://www.nbkr.kg/index.jsp?lang=ENG

http://www.nbkr.kg/index.jsp?lang=ENG
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Framework for Private Sector Development

For the Kyrgyz Republic’s private sector to develop, 
it needs a close partnership with the public sector. 
Only a supportive government that establishes and 
transparently implements adequate policies, rules, 
and institutions will provide the predictability and 
confidence the private sector needs to invest in the 
country. Policy and institutional reforms targeted at 
the major constraints on private sector development 
could deliver sizable and sustained growth in living 
standards. The country will not sufficiently reduce 
poverty if the prevailing lack of confidence among 
economic agents is not addressed.

Private sector initiatives of development partners 
should focus first and foremost on improving the 
business environment for private investors and 
entrepreneurs. This could help them expand, 
perform better, innovate, and export. In addition, 
nonsovereign operations have the capacity to provide 
targeted support to market-developing transactions in 
untapped or underdeveloped sectors. Efforts should 
be made to build consensus for reforms through 
extensive dialogue and broad consultation, and 
through a sustained and long-term communication 
effort using the national media.

The political situation is now more stable, 
following a peaceful transition since the unrest in 
2010. A new President was elected in October and 
inaugurated in December 2011. A higher degree 
of political stability than in 2010–2011 is key for 
developing the country’s private sector.

Government’s Private Sector 
Development Policy

All major political forces are committed to 
private sector development and place it at the 
center of their medium-term policy objectives. 
The National Sustainable Development Strategy 
2013–2017 foresees measures for effectively 
implementing the rule of law and combating 
corruption to create an attractive environment for 
domestic and foreign investors. The government 
aims to strengthen the business environment, 
reduce bureaucracy in state regulation, and promote 
economic freedom.
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Institutional Framework

The Kyrgyz Republic is seen as the most democratic 
and open society in Central Asia. However, 
government institutions have not been able to 
provide market-supporting mechanisms that enable 
private sector development. On the contrary, the 
government is frequently controlled by private 
interests. Weak implementation capacity further 
limits the provision of public goods required for 
private sector development. In addition, vital sectors 
such as energy and water supply are not properly 
regulated by independent bodies, which are needed 
to encourage greater efficiency and competitiveness.

The Ministry of Economy and Antimonopoly 
Policy and the Ministry of Energy and Industry 
have special responsibilities in promoting market-
based private sector development. The State Property 
Management Fund is responsible for managing 
government shares in state-owned enterprises. 
Various line ministries are also involved in private 
sector development in their sectors.

Previous governments have attempted to create 
platforms for public–private dialogue to improve the 
business environment. The most prominent platform 
is the Council for the Development of Businesses 
and Investment under the President of the Kyrgyz 
Republic. However, the existing industry dialogue 
has been ineffective in identifying key constraints 
exporters face and the product-specific public 
goods that could help firms acquire comparative 
advantage in new and more sophisticated products. 
This is because the dialogue has been (i) focused 
on other objectives such as improving the Kyrgyz 
Republic’s score in international rankings of 
business environments, (ii) scattered over a wide 
range of actors from strategic and nonstrategic 
sectors, and (iii) geared to providing tax breaks 
or subsidies to private companies with no sound 
economic rationale. The lack of understanding by 
investors and entrepreneurs of their legal rights 
and responsibilities exacerbates the situation. On 
the other hand, government officials have a weak 
understanding of market-based economic systems 
and the role of government in enabling them and 
improving the business environment. Without a 
constructive and focused industry dialogue, the 
government will not be able to identify and provide 

missing public inputs that are critical for firms 
targeting exports.

Privatization Policy

After the breakup of the Soviet Union, the Kyrgyz 
Republic was one of the earliest reformers in 
Central Asia by privatizing a large share of its 
economy. While privatization of SMEs proceeded 
vigorously, divestments of larger state-owned 
enterprises did not keep pace and have tapered off 
in recent years. Between 2000 and 2008, only two 
privatization transactions of at least $1.0 million 
were concluded, totaling $2.5 million. Table 28 
shows the number of enterprises the government 
privatized since 1991.

Privatization of Severelectro—an electricity 
distribution company serving Bishkek—and 
Kyrgyz Telecom occurred through international 
tenders, but the process was not fully transparent 
and their privatizations were reversed. As part of 
the energy sector reform program, six large energy 
companies were to have been privatized: Bishkek 
Combined Heating Power Plant, Bishkekteploset, 
and four power distribution companies (Table 29). 
A privatization program was also adopted to 
facilitate the partial divestment of state-owned 
enterprises through the stock exchange, but no state 
shares have so far been divested on this basis.

Two main obstacles continue to hold back 
privatization. First, successive governments 
have shown a lack of political commitment 
either because they did not want to challenge 
the status quo or because they believed strategic 
industries should serve the common good and not 
be in private hands. Second, previous privatization 
attempts revealed a lack of interest among local 
and foreign investors. This was because of (i) the 
poor financial state and economic viability of the 
firms up for privatization; (ii) the fact that shares 
on offer did not provide majority control over the 
firms; (iii) unrealistic over-valuations; and (iv) a 
number of obligations or restrictions imposed on 
winning investors such as minimum investment 
commitments spread over long periods of time, as 
well as commitments to specific employment levels 
and production scales.
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Table 29 Energy Sector Privatization Attempts

Company Privatization Process

Severelectro Power Distribution 
Company, Bishkek Combined 
Heating Power Plant, and 
BishkekTeploSet

�� Single tender for privatization of the state-owned stake in Severelectro, Bishkek Combined 
Heating Power Plant, and BishkekTeploSet was initiated in 2008, with an initial price of 
$137 million. The tender was declared void for lack of bids.

�� A second separate attempt to privatize only Severelectro was also declared void in July 
2009 for the same reason.

�� The third attempt, with no preestablished price, was completed in December 2009, with 
Chakan GES as the winning bidder. The terms of sale included the payment of $3 million 
and capital investments of about $70 million in 10 years.

Vostokelectro Power
Distribution Company

�� Two privatization attempts were declared void due to lack of bids. The initial price for the 
80.49% government share was set at $40.9 million.

�� The third attempt, without preestablished price, was completed in February 2010, with 
Chakan GES as the winning bidder. The terms of sale included payment of about 
$1.2 million and capital investments of about $30 million in 10 years.

Oshelectro Power
Distribution Company

�� Two attempts of privatization were declared void due to lack of bids. The initial price was 
set at $41.9 million.

Jalal-Abadelectro Power 
Distribution Company

�� Two attempts of privatization were declared void due to lack of bids. The initial price was 
set at $26.8 million.

Source: National Statistics Committee of the Kyrgyz Republic. 2012. [In Kyrgyz or Russian]. http://www.stat.kg/

Table 28 Privatization by Sector and Type, 2006–2010 (number of enterprises, cumulative since 1991)

2006 2010

Privatization by Sector 7,212 7,333

 Industry 542 549

 Agriculture 384 391

 Construction 431 435

 Transport 177 186

 Consumer services 1,936 1,936

 Trade and catering 1,916 1,918

 Nonproductive sphere 603 636

 Other sectors 1,223 1,282

Privatization by Type 7,212 7,333

 Conversion to joint stock company (JSC) 1,686 1,687

 Rented to subsequently purchase 164 186

 Sale via commercial competition 1,282 1,296

 Conversion to limited JSC 224 226

 Sale to private parties 1,603 1,633

 Sale to workers’ collectives 1,625 1,629

 Auctioned 617 652

 Gratuitous transfer 11 11

Source: National Statistics Committee of the Kyrgyz Republic. 2012. [In Kyrgyz or Russian]. http://www.stat.kg/

http://www.stat.kg/
http://www.stat.kg/
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Most businesses seized by the Kyrgyz 
Republic’s provisional government following the 
collapse of former President Kurmanbek Bakiyev’s 
administration were to be privatized through public 
auctions in 2011, including Kyrgyz Telecom and 
MegaCom. However, the government has delayed 
the planned large-scale privatizations to maximize 
sales proceeds; there were also questions about the 
ownership of some of the assets.41

Parliament approved a privatization program 
for 2012–2014. The projected proceeds amount to 
2.0% of GDP in 2012, 1.2% in 2013, and 1.0% in 
2014 (IMF 2011). The government has committed to 
privatizing telecommunications companies, Zalkar 
Bank, Kyrgyz Gas, and a number of hotels and 
resorts. Privatization has the potential to promote 
restructuring, recapitalization, and adoption of 
modern management methods in strategic companies 
that can benefit society. This is especially the case for 
companies that are natural monopolies or in sectors 
providing public goods. However, the regulatory 
framework for some of these natural monopolies 
needs to be strengthened. Most important, the 
implementation of the privatization process will 
provide key information to potential investors about 
the business environment in the country, which will 
likely affect their investment decisions. Table 30 
presents a list of the 10 largest nonfinancial  
state-owned enterprises.

External Assistance for 
Private Sector Development

The Kyrgyz Republic has received substantial 
support from multilateral and bilateral development 
agencies. In 2011, the country received 
$148.4 million, including $85.3 million in grants 
and $63.1 million in loans. ADB disbursed 
$40.6 million, including a $23.5 million grant and a 
$17.1 million loan for budget support for emergency 
recovery and reconstruction. Table 31 provides 
details of the major donor-supported development 
projects promoting private sector development.

41 The nationalized assets include plots of land in the Issyk-Kul resort 
area, hotels, a cinema, a stake in a mobile phone company, a 
Bishkek distillery, and several imported cars.

ADB operations in private sector development 
have been anchored on the Investment Climate 
Improvement Program cluster approved in 2008. 
The cluster follows a programmatic approach 
and envisages three subprograms to assist the 
government in creating conditions for sustainable 
economic growth and job-creating investments. 
Subprograms 1 and 2 were implemented between 
2007 and 2012, and included grants supporting 
policy reforms and a project grant supporting the 
development of information technology systems for 
business registration and pre-customs clearance. 
The reforms to be supported under subprogram 3 are 
expected to address binding constraints on private 
sector development and economic diversification 
in the areas of business regulation and taxation, 
access to finance, worker skills development, and 
public–private partnerships (PPPs).

Other ADB operations that support private 
sector development include (i) the Regional 
Customs Modernization and Infrastructure 
Development Project, which supports improvement 
of cross-border transport and trade activities; 
(ii) the second Vocational Education and Skills 
Development Project, which supports reforms in 
the public vocational education system; (iii) the Tax 
Administration Reform and Modernization Project, 
which supports the automation of business processes 

Table 30  The 10 Largest Nonfinancial,  
State-Owned Enterprises

JSC KyrgyzAltyn

JSC KyrgyzNefteGaz

JSC Electrical Stations

JSC National Electrical Grid of Kyrgyzstan

JSC Manas International Airport

JSC Kyrgyz Telecom

JSC SeverElectro

SOE National Company Kyrgyz Temir Jolu

JSC KyrgyzGaz

JSC Bishkek Teploset

JSC = joint stock company, SOE = state-owned enterprise.
Note:  This list only includes enterprises and agencies in which 

the government owns more than 50% of the shares, 
but which are not consolidated in the budget.

Source:  International Monetary Fund. 2011. Country Report 
No. 11/354. Washington, DC: IMF.
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and the establishment of one-stop shop windows for 
taxpayers; and (iv) the Women’s Entrepreneurship 
Development Project, which supports low-income 
women microentrepreneurs in rural areas and 
small towns in scaling up to formal and sustainable 
businesses. In January 2012, ADB approved its first 
nonsovereign operation in the Kyrgyz Republic in 
the finance sector.42 Selection of further operations 

42 The ADB Board of Directors approved a $10 million senior unsecured 
loan to the Kyrgyz Investment and Credit Bank, a joint stock 
company, for onlending to small and medium-sized enterprises.

will continue to be based on sound banking 
principles of economic, financial, environmental, and 
social feasibility.

The International Monetary Fund (IMF) 
entered into an agreement with the government 
for an SDR66 million extended credit facility for 
June 2011–June 2014 with the primary purpose 
of achieving macroeconomic stability. Under this 
program, the government is introducing additional 
revenue and expenditure measures to make its 
fiscal position sustainable in the medium term. 
The government is also reforming the banking 

Table 31 Major Donor Private Sector Development Projects

Development Partner Project Name Duration
Amount

($ million)

Business Environment

ADB Investment Climate Improvement Program – Subprogram 2 2009–2012 20.0

ADB Tax Administration Reform and Modernization Project 2007–2013 10.0

ADB Regional Customs Modernization and Infrastructure Development Project 2006–2012 7.5

ADB-JFPR Women’s Entrepreneurship Development Project 2013–2016 1.5

EBRD Several investment projects in the real and finance sectors  … …

GIZ Promotion of Sustainable Economic Development Program 2008–2017 23.0

GIZ Supporting Regional Economic Cooperation 2005–2014 5.0

IFC Several investment projects in the real and finance sectors … 37.2

IFC-SECO Investment Climate Advisory Services 2008–2013 3.6

JICA “One Village One Product” Project 2012–2015 …

USAID Local Development Program 2010–2013 27.0

USAID Reforma Project 2011–2014 7.7

World Bank Programmatic Development Policy Operation 2012–2013 43.2

Finance Sector

ADB Loan to Kyrgyz Investment and Credit Bank for SME Finance 2012–2014 10.0

EBRD Several investments in banks and microfinance organizations … …

GIZ Promotion of Microfinance in Central Asia 2008–2013 3.3

IFC-SECO Azerbaijan–Central Asia Financial Infrastructure Project 2009–2013 4.3

IFC-SECO Housing Microfinance Advisory Services Project 2011–2015 1.2

IMF Technical assistance … …

World Bank Payments and Banking System Modernization Project 2004–2012 10.5

Vocational Education Sector

ADB Second Vocational Education and Skills Development Project 2012–2017 20.0

European Union Support to the Kyrgyz Education Sector Project 2010–2013 2.6

GIZ Vocational Training and Employment Promotion Project 2009–2013 10.3

… = not available, ADB = Asian Development Bank, EBRD = European Bank for Reconstruction and Development, GIZ = Deutsche 
Gesellschaft für Internationale Zusammenarbeit, IFC = International Finance Corporation, IMF = International Monetary Fund, 
JFPR = Japan Fund for Poverty Reduction, JICA = Japan International Cooperation Agency, SECO = Swiss State Secretariat for 
Economic Affairs, SME = small and medium-sized enterprises, USAID = United States Agency for International Development.
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system to, among other things, improve the 
framework for resolution of troubled banks, 
implement asset recovery measures for fraudulent 
transactions, and strengthen banking supervision.

The World Bank is implementing a program 
of economic reforms to support the business 
environment linked to $43.2 million for budget 
support. This development policy operation is 
focused on improving governance and anticorruption 
efforts, public financial management, the business 
environment, and the energy and finance sectors. 
The World Bank is expected to approve a new 
finance sector development project that will improve 
the legal, regulatory, and supervisory framework 
for the banking sector; expand financial services via 
Kyrgyz Post Office’s network; and modernize the 
movable collateral and debt resolution regimes.

As of July 2012, the International Finance 
Corporation (IFC)’s Kyrgyz Republic portfolio 
was $39 million, which included investments in 
banking, microfinance, mining, agribusiness, 
and manufacturing sectors. The IFC’s advisory 
services, partially funded by the Swiss State 
Secretariat for Economic Affairs (SECO), have 
been supporting finance sector development, 
improving the business regulatory framework with 
a focus on tax administration and inspections, and 
strengthening corporate governance. To improve 
financial disclosure of real sector companies, a 
project on regulatory reform and tax transparency 
was launched in 2011. The Azerbaijan–Central Asia 
Financial Infrastructure Project is strengthening 
the private credit bureau’s institutional capacity. 
The Housing Microfinance project is helping 
microfinance organizations develop housing 
microfinance products for lower-income population. 
An IFC PPP regional advisory program provided 
assistance in managing the privatization of Zalkar 
Bank and will be assisting the government in 
implementing the CASA 1000 energy project.

The European Bank for Reconstruction and 
Development’s (EBRD) operations in the Kyrgyz 
Republic are centered on fostering the private 
sector, in particular through support for micro, 
small, and medium-sized enterprises, along with 
support for strengthening the finance sector and 
developing critical infrastructure. As of March 2012, 
its portfolio comprised 41 projects totaling about 

€204 million, of which 78% concerned the private 
sector. The investments cover the financial industry, 
including microfinance; infrastructure, targeting 
transport and municipal services; and the real estate 
sector. EBRD is also providing technical assistance 
to the Kyrgyz Republic’s Council for Business 
Development and Investment, and conducts direct 
policy dialogue to address the protection of private 
property rights, improvement of the investment 
climate, local financial market development, 
stabilization of the banking sector, development 
of the natural resources sector, and agricultural 
financing. Under the operations of its Small Business 
Support team, EBRD facilitates skill transfers to 
the local consultancy industry and improves the 
know-how and management of the micro, small, and 
medium-sized enterprises through its twin programs: 
the Enterprise Growth Programme and Business 
Advisory Services. By the end of 2011, Business 
Advisory Services had supported 474 projects, 60% 
of which were in rural areas. Business Advisory 
Services in the Kyrgyz Republic is co-funded by the 
Government of Switzerland.

The Deutsche Gesellschaft für Internationale 
Zusammenarbeit’s (GIZ) Promotion of Sustainable 
Economic Development Program is supporting 
structural change in the economy through 
(i) reform policies (advisory services and training 
in economics, investment promotion, trade 
supervision, policy making to promote innovation, 
and bank supervision); (ii) value chains (expert 
advisory services and local subsidies for product 
development, marketing, certification, cooperation, 
and quality improvements); (iii) local economic 
development (platforms and networks for improving 
competitive advantages and business climate in 
the regions); and (iv) access to finance (support 
for qualified savings and loan cooperatives and 
to the National Bank of the Kyrgyz Republic). 
The program has been supporting the drafting 
of the Concept for the Kyrgyz Republic Industry 
2012–2015. The program supported the design of 
the government’s Industry Development Strategy 
2013–2015. The Support of Regional Economic 
Cooperation in Central Asia Project aims to improve 
economic cooperation and trade among the Central 
Asian countries, in particular by simplifying cross-
border trade clearance through the single-window 
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approach. The Vocational Training and Employment 
Promotion Project is improving job placement 
services for adolescents and young adults to help 
employers fill their vacant positions.

The Japan International Cooperation Agency 
is implementing its “One Village One Product” 
project in 80 communities with the aim of utilizing 
community resources to develop specialty products 
and vitalize local communities. The Japan Center for 
Human Development has a project that develops the 
capacity of business people in the Kyrgyz Republic.

The United States Agency for International 
Development (USAID) Local Development 
Program aims to stimulate local economic growth 
by (i) enhancing the business and investment 
environment; (ii) increasing municipal finance and 
capital investment; (iii) improving competitiveness 
of sectors with high economic potential, including 
agriculture and processing; (iv) upgrading workforce 
education; and (v) implementing national economic 
and administrative reforms. The Reforma Project 
is supporting institutional capacity development of 
selected government agencies, as well as economic 
reforms to improve trade and investment climate 
and expand economic opportunities, particularly 
by simplifying tax administration, licensing and 
inspection regimes, and the legal framework for the 
mining sector.

The Development Partner Coordination Council 
has been established to promote coordination among 
major development partners in the Kyrgyz Republic. 
This approach has facilitated the conduct of joint 
reviews and dialogue with the government. Several 
thematic groups are working under the council, 
including those for private sector development and 
for finance sector development. A website (www.
donors.kg) provides information on development 
projects. It is important that coordination 
continue to take place in the Development Partner 
Coordination Council and its working groups.

Primary Focus— 
Policies and Institutions

Private sector interventions of the Kyrgyz Republic’s 
development partners should focus first and 
foremost on improving the business environment for 

entrepreneurs and investors, including those in the 
informal sector. A more capable private sector needs 
a government that is not hostile to businesses but 
provides adequate policies and institutions that help 
them expand, perform better, innovate, and export.

Private sector development should be part of 
an economic policy mix that focuses on economic 
diversification, export potential, and job creation. 
Entrepreneurs and investors, with support from 
policy makers, should continue to select strategic 
higher value-added products to be prioritized.43 
Economic policy should then promote development 
of value chains within these strategic clusters 
through greater use of domestic skilled labor 
and locally produced inputs. Economic policy 
should support efforts by Kyrgyz Republic firms 
to export these new, strategic products to new 
markets. Foreign direct investment should be 
encouraged because it can expand the country’s 
external competitiveness in these strategic 
products and transfer new technologies. Finally, 
the public investment program should increase its 
support to industry.

Economic policy should emphasize export 
potential. Firms face challenges in exporting to new 
markets, as they lack information about external 
markets’ characteristics, consumer preferences, 
competition, and regulatory standards. The 
government should finance the generation of such 
information given its positive externalities for firms 
that want to export innovative and strategic products 
into new markets.44 For the Kyrgyz Republic, this 
policy option is especially important considering 
the government’s limited capacity to use alternative 
policies to promote exports such as exchange rate 
devaluation. International experience shows that a 
growing number of countries are benefiting from the 
government’s export promotion. However, realizing 
this goal is challenging and, if not properly done, 

43 The government approved an industry development strategy 
for 2012–2015 and is designing a concept for a national 
export strategy. Strategies for individual strategic sectors will 
subsequently be elaborated by the government.

44 Cadot et al. (2011) find evidence of information spillovers from 
export attempts of African firms, that is, increasing the number 
of exporters of similar products to the same destination exerts a 
positive externality on new entrants.

http://www.donors.kg
http://www.donors.kg
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the benefits may not be obtained.45 The Ministry of 
Economy and Antimonopoly Policy—responsible for 
export promotion—lacks the capacity to carry this 
policy effectively, and has so far only promoted just a 
few one-off and poorly targeted trade missions with 
no visible results.

This section proposes interventions for 
development partners that could help the government 
implement private sector development policy. These 
proposals are presented as concepts that need to 
be developed into operational projects, should the 
government decide to pursue them further.

Improve the Business Environment

Development partners’ support to the government 
for improving the business environment in the 
Kyrgyz Republic should address the binding 
constraints on private sector development identified 
in the section Major Constraints on Private Sector 
Development (page 28). It is crucial to have a 
dedicated policy area for improvement of governance 
systems that influence the business environment. 
Development partners should continue working 
with different institutions—the judiciary, 
civil society (including business associations), 
nongovernment organizations, the media, audit 
institutions, and an independent anticorruption 
agency—to strengthen the pillars of the governance 
system and reinforce mutual accountability, 
transparency, and access to information to eliminate 
hostility toward businesses.

The experience in Georgia shows that a system 
with endemic corruption is not inevitable. However, 
it also suggests that drastic measures may be 
required to uproot embedded corruption in a society. 
Such corrective measures usually come from the top 
to convey a clear message to society that fighting 
corruption is a priority. Other countries have taken 
more gradual approaches to combating corruption to 
improve the business environment.

45 Lederman et al. (2009) find that, in a sample of national export 
agencies in 88 countries, each dollar spent in export promotion 
yielded a $40 rise in exports for the median export promotion 
agency. However, the results varied widely, ranging from –$53 in the 
Middle East and North Africa to +$100 in Eastern Europe and Asia.

Modernize and Improve Higher 
Education and Vocational Training

Higher education and vocational training 
systems have not been responsive to a changing 
economic structure and to the need to reduce skill 
gaps in labor markets. ADB’s education sector 
assessment suggests several priority measures to 
address labor market needs. Examples include the 
development of curricula, training, and learning 
materials using competency-based methodology, 
and the development of a national qualification 
framework based on learning outcomes. If open, 
transparent, and responsive to the needs of the labor 
market, this framework could become a strategic 
tool for enhancing the country’s capabilities to 
produce higher value-added goods and services. 
The institutional framework for workforce skills 
development also needs to be strengthened and the 
establishment of the National Skills Development 
Council is a promising endeavor. Policy and project 
support from development partners could help 
establish the national qualifications framework 
and select key qualifications required to produce 
strategic export products. These key qualifications 
should be prioritized in the education system.

Development partners could support the 
development of a complementary job placement 
program, including internships with local firms. 
This can help ease the outflow of qualified labor 
from the country due to lack of jobs.

Development partners could promote the 
establishment of good-quality higher education 
institutions that provide entrepreneurship programs 
and technology studies. These institutions 
could partner with industries and international 
organizations for technology research projects 
(see Foster Innovation in Manufacturing, page 47). 
While the low quality of education outcomes is 
affecting economic development, the reasons behind 
it have yet to be clearly identified and additional 
analysis seems to be required.

Develop the Finance Sector

Firms and investors in the Kyrgyz Republic need 
improved access to long-term local financing for 
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productive capacity and infrastructure investments. 
Greater access to finance in rural areas would also 
promote inclusiveness. Although microfinance 
organizations’ presence in rural areas provides 
some support to agriculture lending, their lending 
capacity is limited. Both long-term financing and 
overall financial inclusion can be achieved through 
expansion of the finance sector. This should be based 
on increased and longer-term domestic funding 
options, particularly savings from the population. 
Development partners should consider developing 
payment systems and money and foreign exchange 
markets—all pillars of a modern finance sector—as 
areas for assistance. These areas are directly linked 
to a country’s ability to expand lending. Commercial 
banks can improve their lending capacity with their 
current amounts of funding if liquidity constraints 
are addressed.

Systematic use of electronic payments and 
collections by the government would also make a 
significant impact. It would increase the volume of 
money in the financial system and, most important, 
improve transparency in the way the government 
pays suppliers and financial beneficiaries and collects 
taxes and duties. Electronic payments using bank 
accounts would reduce opportunities for corruption 
by eliminating the need for government offices and 
officials to pay beneficiaries with cash. For example, 
only 15% of pensions are paid through the banking 
system, with the rest dispensed by Kyrgyz Post 
branches. Given the small presence of bank branches 
in rural areas, mobile money can help expand access 
to savings and electronic payments.

The recent cases of borrowers demonstrating 
against perceived malpractice by financial 
institutions highlight the need to improve financial 
consumer protection. Financial institutions’ internal 
systems for dealing with complaints need to be 
further developed. The Kyrgyz Republic could also 
strengthen information disclosure requirements.

Foster Innovation in Manufacturing

Economic policy has not been effective in developing 
production capabilities in manufacturing firms. 
Sophistication of exported products has been 
declining. Fostering innovation in industrial 

processes and products and bringing out new 
technologies through targeted support to 
private initiatives could accelerate the capability 
to develop strategic, higher value-added 
export products. This is critical for structural 
transformation, which the country desperately needs.

Development partners can support innovation 
efforts by sharing industry’s innovation costs. 
A detailed assessment of the country’s innovation 
systems could map current innovation processes 
in manufacturing and identify capable institutions 
engaged in technological research. Funding 
facilities could provide grants or venture capital 
to credible industrial firms with promising 
concepts for products targeted at export markets. 
Donor-funded technicians and engineers could 
work with networks of local industries and 
technology institutions engaged in sound industrial 
research. Development partners could support 
the modernization of state laboratories and their 
transformation into institutions that support 
industry’s innovation processes. Development 
partners could also help finance the establishment 
of “business incubators,” for example in free 
economic zones.

Development partners could seek new ways 
to improve dialogue between government, private 
partners, and research institutions to identify the key 
transitions needed for a particular product to become 
commercially viable in new external markets and the 
product-specific public goods required to achieve 
this objective. Firms involved in this dialogue would 
share the common objective of increasing exports 
of strategic products. A pilot could be started with 
firms already exporting such products. The dialogue 
could establish specific objectives for increasing 
exports for each strategic product category.

Firms in the Kyrgyz Republic need to be 
more innovative in their marketing methods and 
other specialized business development services 
to increase export potential and market access. 
Development partners could support market 
research, advertisement, and participation in 
trade fairs, by cooperating with existing business 
advisory programs with considerable experience in 
screening local firms’ investment plans, selecting 
consulting service providers, and monitoring 
performance.
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Realize the Potential for Private Sector 
Participation in Service Delivery

The Kyrgyz Republic’s infrastructure needs are 
significant. Access to electricity, in particular, 
could soon become a major problem if energy 
infrastructure is not modernized. Improving 
infrastructure that supports exports, such as 
telecommunications, transport and delivery, and 
storage and warehousing, should also be prioritized. 
Transforming the country’s infrastructure needs 
into viable projects has been difficult due to lack of 
delivery capacity and financial constraints. PPPs are 
seen as a way of utilizing private sector capacity to 
improve public infrastructure and services. If done 
well in critical activities and markets, PPPs have the 
potential to promote private sector development. 
While high-level policy statements supporting PPPs 
have been made and included in strategic documents, 
the concept is still new in the country and has so far 
not been used to implement projects.46

Interest in PPPs has grown in recent years 
and it is increasingly seen as an alternative to 
public procurement for building and modernizing 
infrastructure and improving public services.47 
Private firms are becoming more familiar with 
the concept, although there are still many 
misconceptions about what PPPs involve and strong 
limitations in securing long-term finance. Private 
investors and lenders are also reluctant to engage in 
long-term PPPs without consistent application and 
enforcement of investment laws and regulations, 
and a strong commitment to multilateral and 
bilateral investment treaty obligations. Development 
partners may initially need to play a catalyzing role 
in developing PPPs by providing partial cofinancing 
and partial risk and/or partial credit guarantee 
support.

The legal framework for PPPs has been evolving. 
In February 2012, a PPP law substantially in line 
with international good practices was enacted. 

46 The concept was first introduced to the Kyrgyz Republic under 
ADB’s Investment Climate Improvement Program. See ADB (2008) 
http://www.adb.org/projects/41544-012/main 

47 Development partners—including ADB, JICA, United Nations, 
and the World Bank—have been instrumental in increasing the 
understanding of PPPs in the country. Business-oriented members 
of government and parliament have also facilitated dissemination 
of the concept.

It replaced a PPP law enacted in 2009 but never 
implemented. Sector-specific laws and regulations 
need amendment to be aligned with the new PPP 
law.48 Regulation by contract offers an interim 
alternative if anchored on a sound policy framework 
and backstopped by risk mitigation support through 
cofinancing and/or guarantees from multilateral 
and bilateral agencies. However, the development 
of an enabling framework for PPPs has only started. 
The Ministry of Finance has adopted a risk-
management policy and the Ministry of Economy 
and Antimonopoly Policy is drafting a broader policy 
framework with ADB technical assistance. Standard 
procedures and guidelines for project processing 
(including sector-specific tender documents) have 
been developed. However, consensus is yet to be 
reached on government’s financial support for PPPs, 
given its weak fiscal position.

Progress has been made on developing 
supportive institutional capacity for PPPs but it 
is still at an early stage. The Ministry of Finance 
and the Ministry of Economy and Antimonopoly 
Policy have established, with ADB assistance, 
small units for risk management and promotion 
of PPPs. The Development Agency of the City of 
Bishkek has made efforts to build capacity for PPPs 
in urban services. However, most line ministries, 
while having a better understanding for project 
development and implementation, do not have 
dedicated staff for PPPs. Institutional arrangements 
between government agencies for developing PPPs 
are still absent.

While the government does not have the 
capability to design and deliver PPPs, various 
ministries and the city of Bishkek have used a 
screening mechanism, developed with ADB 
assistance, to identify projects with PPP potential 
in existing public sector project pipelines. However, 
given the scarcity of funds, none of these have 
reached the pre-feasibility stage yet. A Spain–Russian 
Federation joint venture has undertaken pilot projects 
for the Ministry of Energy and Industry, with EBRD 
assistance, to prepare small hydropower projects that 
could potentially be implemented as PPPs. But at this 

48 Some sector laws, such as the health law, still prohibit PPPs. 
Others, such as the energy law, restrict such partnerships 
to green-field investment. The law on toll roads needs to be 
fundamentally revised and strengthened.

http://www.adb.org/projects/41544-012/main
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stage, only public sector financing is envisaged for 
these projects.49

Further assistance may be considered 
particularly for (i) preparing policy and regulatory 
reforms aligned with the PPP law and international 
good practices; (ii) preparing sector-specific 
policies for PPPs; (iii) undertaking pre-feasibility 
studies in various subsectors; (iv) creating 
financial resources and instruments to support the 
development and implementation of PPPs, such 
as project development and “viability gap” funds, 
and government-backed partial risk instruments; 
and (v) building national and local government 
capacity, including in newly established PPP units, 
to ensure public sector value-for-money and protect 
government’s interests in designing, negotiating, and 
monitoring these partnerships.

A national PPP unit should be instituted to 
work effectively with central and local government 
ministries and agencies to ensure a consistent 
approach to PPPs. Development partners could 
support a national PPP project development facility 
and a viability gap fund, as well as credit-enhancing 
government-backed guarantee instruments on a 
case-by-case basis. This will be critical to ensure 
adequate preparation and implementation of 
PPP projects. ADB will further work with the 
government on a national PPP strategy and business 
plan that would outline required steps to remove the 
obstacles to PPPs.

Support Female Entrepreneurship

Development partners can help reduce social and 
cultural barriers hampering the development of 
female entrepreneurship with growth potential 
and promote their transition to higher levels of 
business development. This can be supported with 
training and business advisory services that respond 
to their distinctive needs. Marketing strategies can 
be developed and financial literacy, leadership, and 
business management skills improved. Supporting 
women’s business associations in building awareness 
of successful stories of women entrepreneurs can also 

49 The projects include Sokuluk 5, 1.5 megawatts (MW); Tortgul 
(3 MW); Oilama (7.7 MW); and Orto-Tokai (20 MW).

foster entrepreneurship. Access to long-term finance 
can help expansion and diversification of businesses 
run by women.

Secondary Focus—
Transaction Advisory Services and 
Direct Private Sector Investment

A well-targeted private sector initiative that 
helps catalyze a market and improves quality 
in the provision of essential goods and services 
can make a significant contribution to private 
sector development. Such initiatives would 
demonstrate that private solutions can have a positive 
impact on society. Transaction advisory services 
can help public sector entities structure private 
sector–led transactions, including placement in the 
private market of the (partial) ownership and/or 
management of operationally and financially sound 
public sector assets or green-field projects. 
Development partners’ nonsovereign operations 
can promote a larger, sustained flow of private 
capital into untapped or underdeveloped sectors, or 
have strong demonstration effects. Nonsovereign 
operations can also attract reputable investors that 
can bring new or additional production capabilities 
into the country, and shield them from a harsh 
business environment.
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