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PROGRAM SUMMARY 

KYRGYZ REPUBLIC 

PROGRAMMATIC DEVELOPMENT POLICY OPERATION 
 

Borrower Kyrgyz Republic 
Implementing Agency Ministry of Finance 
Financing Data 
 

IDA Credit ($13.75 million equivalent) of 40 years maturity including a 10-
year grace period and IDA Grant ($11.25 million equivalent). 

Operation Type 
 

Programmatic Development Policy Operation (DPO). This is the first in a 
series of two annual single tranche DPOs.   

Main Policy Areas 
 

The proposed DPO series intends to support government efforts in 
maintaining macro-economic stability, promoting governance and anti-
corruption reforms, and enhancing other important structural reforms that 
improve the environment for private sector investment and growth.  There 
are two broad themes supported by the DPO.  The policy areas under 
Theme 1 support the government’s anti-corruption program and 
development of a judiciary reform action plan with key priorities for 
implementation. Theme 1 also supports reforms in public finance 
management including procurement reform, aimed at increased budget 
transparency, planning, monitoring, and enhanced accountability over the 
use of public resources. Theme 2 focuses on competitiveness and 
improving the environment for private investment through: (a) removing 
barriers that hinder business registration and operation, (b) reforming the 
energy sector, which is critical for economic growth and the welfare of the 
population, and (c) ensuring financial sector stability to address 
vulnerabilities and support private sector growth.  

Key Outcome Indicators 
 
 
 

Selected key outcome indicators expected by the end of the program:  

• Semi-annual report on implementation of the anti-corruption action plan.  
Base: No report 
Target: Implementation report published semi-annually.  

• Global Competitiveness Index (Institutions Pillar Rank) by  World 
Economic Forum  Overall 
Base: rank 137 out of 144  
Target: rank 120 out of 144  (ECA average is 84) 

• Judicial appointment process finalized. 
Base: All judges (35) of the Supreme Court and all judges (11) of the 
Constitutional Chamber in place.  
Target: Appointment of all local court judges (401) completed and all 
judges working in their courts. 

• PEFA PI-2.  Composition of expenditure out-turns compared to original 
approved budget. 
Base: C  
Target: B 

• Quality of the Public Procurement Law (PPL) and implementation 
capacity.   
Base:  Public procurement reports are not published   
Target:  Timely publication of annual public procurement reports by MoF  

• Reduction in number of days to register a business. 
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Base: 20 days 
Target: Reduced by10 days  

• Extent of director liability (sub-indicator of the protecting investors’ 
indicator of DB). Improvement in the score of director liability will 
contribute to protecting minority shareholder against directors’ misuse of 
corporate assets for personal gain.  
Base: score 7 
Target: score 8 

• Increased transparency – regular disclosure of the power sector’s 
financial and operational performance indicators. 
Base: No indicators are disclosed. 
Target: Key operational and financial performance indicators of the sector 
and key decisions are regularly disclosed. 

• Adoption of modern bank supervision methods. 
 Base: Supervisory framework lacking modern supervision methods. 
Target: The supervisory framework is based on the Basel norms and 
standards. 

Program Development 
Objective(s) and 
Contribution to CAS 
 
 
 

The proposed DPO series is intended to support the Kyrgyz Government 
with the implementation of reforms and policy priorities highlighted in the 
National Sustainable Development Strategy (2013-17) and the Medium-
Term Development Program of the Kyrgyz Republic for 2012-14.  The 
proposed DPO supports key areas of the reform program with the 
objectives of: (i) strengthening governance and anti-corruption efforts and 
putting in place enforcement and evaluation and monitoring mechanisms, 
implementing key priority areas in the judicial sector to promote the rule of 
law, and improving public sector accountability and efficiency in the 
management and use of public resources, and (ii) sharpening 
competitiveness and enhancing the attractiveness for private investment 
through improving transparency and governance in the energy sector, 
reforms in the financial sector, and improving the environment for 
development of private business.   
The operations is aligned with the objective of the FY11-12 Interim 
Strategy Note of reinforcing national stability following the 2010 conflicts 
by strengthening governance, and supporting the financing of the 
government’s fiscal deficit. 

Risks and Risk Mitigation 
 
 
 

This is a high risk operation. The key risks and mitigating factors are:  

• Political and social risks. The political environment has stabilized since 
the 2010 events, but the nascent parliamentary democracy will continue 
to face challenges. Political stability will depend upon the state’s ability 
to fight corruption, improve public services, and sustain broad-based 
growth and employment. The 2010 constitution has fundamentally 
changed the political economy of the Kyrgyz Republic by dispersing 
power among a number of parties and strengthening the role of the 
parliament. The government and presidency are committed to anti-
corruption, and the present DPO supports a range of state initiatives 
designed to strengthen transparency and accountability.  

• Macroeconomic risks. Vulnerability to external shocks, reflecting in part 
the substantial reliance of the economy on gold production and exports 
and on inflows of remittances is a key risk. Lower growth in Russia and 
Kazakhstan because of potential spillovers from the Eurozone crisis or a 
decline in oil prices would weaken inflows of remittances and demand for 
Kyrgyz exports. Another disruption in gold production could have a 
strong negative impact on Kyrgyz growth prospects. A large fiscal deficit 
and failure to control growth of expenditures could jeopardize 
sustainability. Finally, heavy reliance on imports of food and fuel leads to 
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vulnerability to inflationary pressures stemming from global food and 
fuel price shocks.  Prudent macroeconomic management supported by the 
Bank and IMF programs will help partly mitigate the macro risks.  
Efforts to help the economy diversify by building human, physical and 
institutional capital feature strongly in the government medium-term 
development program. Bank-supported policies towards development of 
the private sector, and reforms in the agriculture, financial, and energy 
sectors play a strong role in strengthening the potential for growth. The 
Bank’s ongoing public expenditure review is expected to support the 
government’s fiscal consolidation efforts. Specific revenue and 
expenditure policy measures will require tough choices.  

• Fiduciary and governance risks. Corruption has been perceived as the 
main cause of the failure of previous governments. Reducing corruption 
and improving governance, transparency, and accountability in the public 
sector, including the proper use of public funds, is high on the agenda of 
the new government. Nonetheless, weak institutions and low capacity 
could undermine government efforts in this area. Measures taken to 
improve transparency and accountability and reduce opportunities for 
corruption through development and implementation of an anti-
corruption action plan are expected to provide a platform for the 
government in this area. Moreover, reform of the judiciary, which aims at 
strengthening the rule of law, property rights, and providing for a 
stronger role for the courts, would mitigate governance risks. Weakness 
in the public financial management (PFM) system are being addressed 
through implementation of the ongoing PFM multi-donor Trust Fund, as 
well as strengthening control mechanisms for accounting and information 
security at the central treasury. 

• Implementation risks. The ability of the government to build consensus 
and coordinate across key economic and social implementing ministries, 
and weak institutional and technical capacity are the two critical limiting 
factors to implementation. Although the governing coalition holds 69 
seats out of the 120 in the parliament (compared to 92 in the previous 
coalition government), it seems to be strengthening internal coordination 
and achieving political consensus over time. The DPO itself serves as an 
organizing framework for the coordination of key reforms.  

Operation ID  P126034 
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IDA PROGRAM DOCUMENT FOR A 
PROPOSED FIRST DEVELOPMENT POLICY OPERATION   

TO THE KYRGYZ REPUBLIC 
  

I. INTRODUCTION 

1. This Program Document presents the first operation in a programmatic series of 
two Development Policy Operations (DPOs) to the Kyrgyz Republic over the period 2012-
14. The proposed DPO program is anchored in the National Sustainable Development Strategy 
(2013-17) and the government’s Medium-Term Development Program (MTDP) for 2012-14 and 
supports reforms initiated in previous operations that remain critical for appropriate 
macroeconomic management and good governance. It also builds on the government program 
that was supported by the Economic Recovery Support Operation (ERSO), a single tranche 
development policy operation approved in 2011. The ERSO provided budget financing to the 
Kyrgyz Republic immediately after the 2010 conflict and supported critical reforms in the areas 
of public sector governance, transparency, and accountability.   

2. The DPO series constitutes the central pillar of IDA support envisaged in the Bank’s 
Interim Strategy Note (ISN). The ISN was discussed by the IDA Board of Executive Directors 
in August 2011 and places substantive emphasis on countervailing the key causes of conflict 
through its focus on governance and accountability, support for social services and infrastructure, 
and protection of essential spending during the process of fiscal consolidation.  Equally, it 
envisages support for private sector development as reflected in the government’s medium-term 
development program.  

3. The proposed operation reflects the recommendations from the 2011 World 
Development Report (WDR) on Conflict, Security and Development for Bank engagement in 
states emerging from conflict and in situations of fragility.  The Kyrgyz Republic has taken 
significant steps with its program of economic recovery following the overthrow of the 
government in April 2010 and the severe violence of June-2010. In line with the WDR, the 
World Bank was the first development partner to re-engage after the conflict with the provision 
of the ERSO operation, analytic and advisory activities, and investment operations. The 
proposed DPO series represents a continuation of our previous engagement and is tailored to 
promote incremental improvements in governance and anti-corruption reforms in selective areas 
including reforms in the judiciary sector, public finance management, and public procurement. 
The program is aimed at supporting a small number of reforms that are politically feasible given 
the still fragile and complex political situation in the country. 

4. The government is committed to its medium-term reforms in the face of high 
political, social and implementation risks.  The DPO program takes into account the varying 
speeds of policy development and capacity limitations in the different reform areas.  The core set 
of reforms for the two operations is fully identified.  The program under the first operation of the 
series supports essential reform steps in the areas of governance, public financial management, 
private sector development, judicial reform, and energy. The second operation of the series will 
build on the achievements and interim results achieved by the reforms supported by this 
proposed operation.  
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II. KYRGYZ DEVELOPMENT CHALLENGES AND PROSPECTS 

5. Despite concerted action towards reform and a commitment to democracy the 
Kyrgyz Republic remains one of the poorest countries in the Europe and Central Asia 
(ECA) region. Since independence in 1991, the country has made strong advances towards the 
creation of a liberal market economy with the aim of promoting sustained economic growth and 
fighting poverty. In 1998 the Kyrgyz Republic became a member of the World Trade 
Organization (WTO), a reflection of the country’s commitment to international integration 
through trade and investment. However, while the country has met with some success in 
fostering open institutions, the Kyrgyz Republic remains a low income country with a GNI per 
capita in 2011 of $880.1   

6. In April 2010, anti-government political demonstrations took place against 
centralization of power within the presidency.  Protests were fuelled by a widespread belief 
that there had been a marked rise in corruption, nepotism, and misuse of public assets, which is 
borne out by the time trend in governance perceptions indicators.  These protests culminated in 
the removal of the president from office and the formation of an interim government headed by a 
coalition of opposition political and civic leaders. These events left a power vacuum in the south 
and in June 2010, political and social tensions climaxed into violent clashes. According to 
official statistics, there were over 300 deaths, 2,500 injuries, and, at the peak of the fighting, up 
to 400,000 internally displaced people. Furthermore, large scale destruction of power 
transmission and heating as well as public and private property, especially housing, occurred. 
The Joint Economic Assessment (JEA) estimates that these infrastructure damages amounted to 
$350 million, or 7.3 percent of GDP.2 

7. The provisional government that took office in the spring of 2010 drafted a new 
constitution in a participatory manner.  In the belief that a wider division of powers would 
counter mis-governance, the presidential system was transformed into a parliamentary one.  
Checks and balances have subsequently been introduced and measures taken to strengthen public 
accountability.  Parliamentary elections were held in September 2010 and presidential elections 
in October 2011. Both elections were deemed to be free and fair, and were followed by the 
creation of new governments in January and December 2011.    

8. A new Government was formed in August 2012.   The new coalition was expeditiously 
formed and a new prime minister and cabinet took office in early September. The new 
government is backed by a three-party coalition in parliament and continues its policy reforms 
within a liberal and business orientation framework.  

9. These frequent changes in government highlight the fragile political environment in 
the country. Political instability and weak governance are key challenges facing the Kyrgyz 
Republic, which is ranked in the bottom third of all countries according to most governance and 
transparency indicators. Internal political instability and political processes of 2005 and 2010 

                                                 
1 The Kyrgyz Republic is classified as a low income country under the World Bank’s income classification. As of 
July 1, 2012, low income countries were defined as those having an average GNI per capita (atlas method) of 
$1,025.or less in 2011.  
2 Joint Economic Assessment: Reconciliation, Recovery and Reconstruction, July 21, 2010. 
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negatively affected the economic development of the Kyrgyz Republic. Within government, 
weak public financial management practices reduce both the efficacy and efficiency of public 
spending. Moreover, weak governance, and in particular corruption-related concerns, adversely 
impact meritocracy within the public sector. Corruption also discourages the private sector from 
formalizing their business activities, evidenced by the significance of the shadow economy in the 
Kyrgyz Republic, estimated at 40-60 percent of GDP.3  

10. Another significant challenge facing the Kyrgyz Republic is the weakness of the 
existing growth model, given the large dependence on gold production and remittances. In 
recent years, gold production has been the mainstay of the economy, and specifically production 
from one mine (Kumtor).4 In 2011, gold production accounted for 12 percent of GDP and 
44 percent of exports. The development impact of the gold sector has, however, been limited: the 
sector employs around 1,600 local staff and has few supply chain linkages, requiring little 
additional infrastructure. Other sectors of the economy such as agriculture and agri-business, 
textiles, tourism and communications have shown promise but policies to stimulate productivity 
and growth have yet to yield transformative results. On the demand side, private consumption is 
driven by remittances, which in 2011 represented 30 percent of GDP. Not only does this reliance 
on remittances expose the country to exogenous shocks, it also reflects the broader issue of 
limited income opportunities inside the country. 

A. RECENT ECONOMIC DEVELOPMENTS 

11. Political instability in 2010 led to a recession. Several key borders were closed, 
dampening economic activity and private sector confidence. The economy experienced a 
recession, with GDP falling by 0.5 percent. Farming was disrupted by delays in supply of inputs, 
especially during the sowing season in the north of the country.  Physical damage to businesses 
and business closures had an effect on income and employment, as did the slowdown in the 
labor-intensive sectors of construction and tourism sectors that bore the brunt of the disruptions.  
The authorities stepped up public expenditures to address the impacts of the crisis and reduce 
social tensions. These policy measures, in addition to lower revenues and wage and pension 
increases introduced in 2009, resulted in a budget deficit  of 6.3 percent in 2010, compared to a 
balanced budget in 2008 and a deficit of 3.5 percent of GDP in 2009. 

12. Growth recovered to 6.0 percent in 2011 because of improvements in the economic 
and political situation. With improvements in the political and security situation, and the 
reopening of borders, the economy recovered from recession in 2011 (Table 1).  Industry was the 
main driver of growth, particularly in the mining and energy sectors. Higher water levels at the 
Toktogul reservoir resulted in a 25 percent growth in power generation.5 Both power and gold 
contributed 0.7 percentage points to the total growth rate.   

  

                                                 
3 As reported by the Kyrgyz Republic authorities. 
4 The Kumtor gold mine, accounting for about 12 percent of GDP in 2011, is the largest project in the Kyrgyz 
Republic with 33 percent of its total shares belonging to the government. It is run by the Centerra Gold Company.  
5 The Toktogul Hydro Power Station produces about 90 percent of total electricity power. 
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Table 1: Selected Economic Indicators, 2010–14 

(In percent of GDP unless indicated otherwise) 

  2010 2011 2012 2013 2014 
  Act. Act. Prel. Proj. 

Nominal GDP (in billions of soms) 220.4 286.0 340.4 348.1 398.5 
Real GDP (growth in percent) -0.5 6.0 -0.9 7.4 7.5 
Consumer prices (12-month percent change, eop) 18.9 5.7 7.5 7.0 7.0 

General government finances (in percent of GDP) 1/           
Total revenue and grants  30.5 31.8 34.5 32.0 32.1 

Of which: Tax revenues  22.3 23.1 26.0 25.4 25.7 
Total expenditure (including net lending) 36.6 36.3 39.8 37.3 36.1 

Of which:  Current expenditures 31.0 30.9 32.4 30.8 29.3 
  Capital expenditures 5.4 5.5 7.4 7.0 6.0 

Overall fiscal balance -6.3 -4.6 -5.4 -5.3 -4.0 
Primary balance -5.4 -3.6 -4.5 -4.2 -3.1 
Total public debt 60.3 50.1 51.5 50.6 48.5 

External sector             
Current account balance (in percent of GDP)   -6.9 -6.6 -15.3 -8.0 -6.0 
Export of goods and services (in millions of U.S. dollars) 2,526 3,388 3,538 3,996 4,450 

Export growth (percent change) -1.1 34.1 -7.4 12.9 11.4 
Import of goods and services (in millions of U.S. dollars) 3,917 5,074 6,450 6,446 6,871 

Import growth (percent change) 6.0 29.5 24.9 -0.1 6.6 
External public debt outstanding (in percent of GDP) 55.1 45.9 45.8 45.2 43.3 

Sources:  Kyrgyz authorities and WB staff estimates.           
1/ General government comprises of the State Government and Social Fund finances. State government comprises of 
central and local governments. 

 
13. A large drop in gold production led to a 0.9 percent economic contraction in 2012.   
According to Centerra Gold Company, gold production at Kumtor declined to 315 thousands 
troy ounces in 2012 from 583 thousands troy ounces a year earlier owing to ice shifts in the mine 
(Figure 1).  Growth in most of the non-gold sectors has been resilient. Real output grew at 
5 percent year-on-year, with services and construction materials (cement and glass) as the main 
contributors.  However, power generation only recorded a marginal increase compared to 2011, 
reflecting the authorities’ attempt to accumulate water at the Toktogul reservoir for the winter, 
following lower water inflows in 2012. Agriculture also experienced modest growth 
(1.2 percent), owing to adverse weather conditions (Figure 2). 

Figure 1: Real GDP growth has fluctuated over 
the past few years 

(In percent) 

Figure 2: Industry shrunk significantly in 2012 
 

(Percentage of GDP growth) 

  
Source: National Statistics Committee, Kyrgyz Republic. 
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14. On the demand side, remittances continue to fuel private consumption. At about 
30 percent of GDP, remittances have been a relatively resilient flow of income for the Kyrgyz 
Republic.  Remittances fell in 2009, in the wake of the 2008 financial crisis, before rebounding 
strongly since 2010.  In 2012, remittances are estimated to have reached $1.9 billion, an increase 
of nearly 15 percent compared to 2011. Supported by remittances, private sector consumption 
contributed almost 22 percent to GDP growth. Public sector consumption was moderate, 
recording close to 3 percent year-on-year growth, mainly reflecting the higher public sector wage 
bill. Large energy projects explain the growth in public investment in 2012 (Figure 3). 

15. After reaching double-digit levels in 2010, 
inflation rates receded in the first half of 2012, 
but have been on the rise since. Year-on-year 
inflation rose steadily throughout 2010, peaking at 
close to 19 percent in December. Inflationary 
pressures came from across the board: food 
inflation was at 27 percent, fuel at 32 percent and 
core inflation at 17 percent (all figures December 
2010 year-on-year). Twelve-month inflation 
continued rising in the first half of 2011 but came 
down to single digits, reaching 5.7 percent by the 
end of the year.  This declining trend continued in 
the first half of 2012 (-0.5 percent in June 2012). 
However, pressures from higher international wheat 

prices, combined with rising consumer prices resulted in an end of year inflation rate of 
7.5 percent (year-on-year) (Figure 4). 

16. Solid growth and higher 
gold prices helped raise revenues 
relative to GDP over the past few 
years. Revenues increased from 
27.1 percent of GDP in 2009 to 
28.8 percent in 2011.6  Tax 
administration reforms have been 
an important factor in boosting tax 
collection.  Despite plummeting 
gold production, revenues 
continued to grow to 31.9 percent of 
GDP in 2012, supported by buoyant 
imports and improved customs 
administration.7 In addition, the 
government was able to reach an 

agreement with Centerra Gold Company on an advanced tax payment of $30 million, spread 
over 2012 and 2013. 

                                                 
6 Excluding grants. 
7 A large part of the increase in imports is believed to be imported fuel aimed for re-export to Tajikistan. 

Figure 3: Consumption and investment 
continue to prop up demand 

(Contribution to growth) 

 
Source: National Statistics Committee, Kyrgyz 
Republic 

Figure 4: Declining food prices have been the main drivers 
of headline inflation 

(In percent, 12 month  rate) 

 
Source: National Bank of the Kyrgyz Republic. 
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17. Despite increasing revenues, the budget has been in deficit since 2009. Government 
spending rose from less than 30 percent of GDP in 2008 to nearly 40 percent in 2012 (Figure 5). 
Increases in capital spending reflect the implementation of large energy infrastructure projects. 
Larger current spending is mostly the result of significant wage and pension increases in 2011. 
These increases were fully felt in 2012, with the wage bill rising to 8.8 percent of GDP in 2012 
from 7.7 percent in 2010.  Expenditures by the Social Fund also rose substantially (Figures 6 and 
7). As a result, the consolidated fiscal deficit increased by 1.5 percentage points to 6.1 percent of 
GDP in 2012, the highest deficit currently estimated in the ECA region (Figure 8).   

18. The decline in gold exports together with a significant increase in imports led to a 
widening of the trade deficit to 46 percent of GDP in 2012, from 28 percent in 2011. Imports 
increased by 24 percent year-on-year in 2012, mainly as a result of oil imports.  The country 
imports most of its final and intermediate products, maintaining close ties to the CIS countries. 
Over the last few years demand for imported products has risen in line with remittances and 
private consumption. Public investment, in turn, also stimulated imports of machinery and 
construction materials.  Gold accounts for about half of exports. Gold exports faltered in 2010 
owing to political instability and bounced back in 2011, benefiting also from higher world gold 
prices.  Lower production in 2012 reduced gold exports by 48 percent.  Exports other than gold 
rose strongly, expanding by 13 percent.   

Figure 5: Expenditures have been growing 
faster than revenues 

(Lines: in percent of GDP, LHS; bars: in millions of 
2000 soms, RHS) 

Figure 6: Wages and social spending are driving 
expenditure growth 

 
(In percent of GDP) 

  
Figure 7: Pension spending will rise above 10 

percent of GDP 

(In percent of GDP) 

Figure 8: The fiscal deficit was over 6 percent in 
2012 

(In percent of GDP, RHS; and millions of soms, LHS)   

  
Sources: National Statistics Committee, Kyrgyz Republic and World Bank. All 2012 figures are preliminary. 

0

10,000

20,000

30,000

40,000

50,000

0

10

20

30

40

50

2007 2008 2009 2010 2011 2012

Revenues & Grants Outlays

0

5

10

15

2007 2008 2009 2010 2011 2012

Wages Goods and services
Transfers and subsidies Social Fund expenditures
Capital expenditure

-12

-10

-8

-6

-4

-2

0

2

-8000

-6000

-4000

-2000

0

2000

Som (millions) 2000 prices % GDP



 

7 
   

19. The worsened trade balance in 2012 led to an increase in the current account deficit. 
Current account deficits have been recorded consecutively since 2006, with initial estimates of 
the 2012 shortfall at over 10 percent of GDP.  The balance of trade in services was also negative, 
further contributing to the current account deficit. 

20. Inflows of Foreign Direct Investment 
(FDI) fully financed the current account 
deficit in 2010 and 2011, but only partially 
covered the shortfall in 2012. Inflows rose by 
almost 60 percent in 2011, as the economy 
recovered from the political and security 
uncertainty. Owing to lower reinvested income 
from the Centerra Gold Company, FDI inflows 
are preliminary estimated to have declined to 
$470 million in 2012 compared to nearly $700 
million in 2011.  Public and private borrowing 
financed the rest of the external shortfall (Figure 
9).  

21. The underlying current account deficit may be smaller due to large unrecorded 
exports. Errors and omissions reflows are estimated at $136 million in 2012 compared to a 
deficit of $36 million in 2011. The authorities have attributed these high levels of errors and 
omissions to unrecorded exports linked to the shadow economy. As a result, even with the wider 
officially recorded current account deficit in 2012, gross foreign reserves amounted to 
$2.0 billion at the end of December, up from $1.8 billion at the end of last year.  

22. The NBKR intervenes to smooth sharp fluctuations in the som/USD exchange rate.  
In 2012, the foreign exchange market was broadly stable, with a slow depreciation of the 
domestic currency vis-à-vis the U.S. dollar:  the nominal som/USD exchange rate fell to 48.2 at 
the end of April 2013 from 47.4 at the end of 2012 and 46.5 at the end of 2011. The real effective 
exchange rate (REER) appreciated by 0.1 percent in 2012 and depreciated by 0.7 percent in the 
first month of 2013. 

23. The political upheavals of 2010 led to significant financial sector instability.  The 
political crisis caused a large and immediate deposit outflow during March and April 2010, 
mostly due to large withdrawals from nonresident accounts concentrated in Asia Universal Bank 
(AUB), the largest bank with 53 percent of deposits and 33 percent of assets at end-2009.  Non-
performing loans (NPLs) increased rapidly after March 2010, reaching 16 percent of total loans 
at end 2010 (from 8 percent in 2009).  Capitalization also declined, with the capital adequacy 
ratio reaching 27.3 percent by the end of 2010 (compared to 34.6 percent at end-2009).  Overall, 
banks incurred losses of over KGS 4.5 billion in 2010, with a return on equity (ROE) of 
7.1 percent and a return on assets (ROA) of negative 1.1 percent.   

24. NBKR took immediate measures to restore financial stability, although the 
interventions stretched its capacity severely.  The NBKR took seven banks under temporary 

Figure 9: Inflows of FDI financed the current 
account deficit before 2012 

(In percent of GDP) 

 
Source: National Statistics Committee, Kyrgyz 
Republic. 
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administration, including AUB.8  AUB was nationalized and declared bankrupt at the end of 
2010.  In February 2011, AUB was split into a “good bank” named Zalkar Bank, and a “bad 
bank” called AUB. The authorities have privatized Zalkar bank9, and AUB is under liquidation.  
Three other banks remain under conservatorship.10 The NBKR cannot take action to resolve 
these banks because of pending court cases from their shareholders. Due to the NBKR’s 
interventions, as well as improved stability in the political and economic climate, banking sector 
indicators have begun to improve.  Bank assets grew by 30 percent with the loan portfolio 
growth of 28 percent compared to 18 percent loans growth in 2011. Bank deposits increased by 
33.8 percent in 2011 and by another 17 percent during 2012, suggesting continued increases in 
public confidence.  Total assets of the banking system increased to 28.5 percent in 2012; deposits 
increased to 14.2 percent; and profitability as measured by ROE and ROA have improved. 
Indicators from 2012 show an increase in banking assets, loans, and deposits (Table 2).  

Table 2: Banking Sector Indicators 

 2009 2010 2011 2012 

Total assets, in percent of GDP 34.6 27.3 24.4 28.5 
Total deposits, in percent of GDP 16.9 13.0 13.5 14.2 
Total loans, in percent GDP 12.8 12.4 11.4 13.1 
Total capital/total assets, in percent 20.5 20.0 20.1 18.3 
Liquidity ratio, in percent 86.8 72.8 74.9 80.0 
Nonperforming loans/total loans, in percent 8.2 15.8 10.2 7.2 
Return on equity, in percent 13.6 7.1 17.7 18.5 
Return on assets, in percent 2.5 1.1 3.0 3.0 

Source: Kyrgyz authorities. 
 
25. External public debt grew due to increased fiscal deficit in 2012. External public debt 
increased to 47.2 percent of GDP at the end of 2012 from 45.9 percent at the end of 2011 
following a decline from 55.1 percent at the end of 2010. In 2012, an increased fiscal deficit led 
to an increase in foreign borrowings. This was mainly to finance public infrastructure projects. 
The World Bank, Asian Development Bank (ADB), Islamic Development Bank (IsDB), and 
China have been key donors. In addition, the ADB and the IMF continued to provide budget 
support. A slower GDP growth in nominal terms (as a result of the contraction of real GDP) also 
contributed to the increase in external debt as a share of GDP in 2012. The debt service-to-
exports ratio was reduced from 3.6 to 2.8 percent in 2011, but increased to 3 percent in 2012, as 
a result of a decline in exports.  

B. POVERTY, UNEMPLOYMENT, AND GENDER 

26. After almost a decade of gains in living standards, poverty increased as a result of 
the global economic and financial crisis and the events of the 2010 crisis. The share of the 
population living below the poverty line fell from 40 percent in 2006 to 32 percent in 2008, 

                                                 
8 The NBKR also imposed direct supervision in ten banks, and issued instructions to senior officials of three 
additional banks. 
9 90% of Zalkar shares were bought by Russia's Investment and Trade Business Holding Company and the 
remaining 10% will be handed over to the Kyrgyz State Property Management Fund. 
10 The three banks are Manas Bank, KyrgyzCredit Bank, and Issyk-Kul Invest Bank.  
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before increasing to 37 percent in 2011.11 Currently an estimated 5 percent of the population (or 
246 thousand persons) lives in extreme poverty and are unable to meet their basic food needs.  

27. While monetary poverty rates deteriorated in 2010 and 2011, non-income poverty 
compares well to that of other low-income countries. Poverty rates in the Kyrgyz Republic 
vary greatly across oblasts, ranging from 18 percent in Bishkek to 50 percent in Talas 
(Figure 10). Inequality, as measured by the Gini coefficient, fell from 26 in 2010 to 23.5 in 2011 
as differences in consumption per capita narrowed between the lower and upper deciles.  The 
Kyrgyz Republic’s human development indicators are significantly better than other low-income 
countries (Figure 11). For example, births attended by skilled health staff, secondary net 
enrollment rates, and access to improved water sources exceeds the average of low-income 
countries by a wide margin. 

28. Gender indicators are encouraging, especially when compared to other low-income 
countries. The Kyrgyz Republic has adopted a non-discriminatory legal framework and the 
effects of this can be seen in various sectors. Gender gaps are small in primary and secondary 
education and women participate more in entrepreneurial activities than the average for the ECA 
region (Figure 12).  However, three key gender challenges remain: reducing maternal mortality 
rates, addressing the gap between male and female labor force participation rates, and closing the 
gender wage gap (women earn about 30 percent less than men).  The largest gender wage gaps 
are observed in the male-dominated mining and transport sectors and in the female-dominated 
health and social work sector. Addressing gender inequality issues will require a multi-pronged 
approach which would include, but not be limited to, an overall improvement in the business 
environment and labor market.12 

Figure 10: Poverty rates vary substantially 
across oblasts 

(Percentage of the population below  
the poverty line) 

 

Figure 11: Human development indicators in 
the Kyrgyz Republic are better than in other 

low income countries 
(Percentage of the population) 

 
Source: World Bank computations based on KIHS, 2011. Source: World Development Indicators, 2010. 

  

                                                 
11 The poverty line is defined by the National Statistics Committee of the Kyrgyz Republic. It is based on a costs-of-
basic-needs approach that looks at the costs of a consumption bundle, excluding rent.  
12 For further details on gender issues, see ADB/UNDP/WB Joint Gender Assessment, June 26, 2012.    
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29. The overall macroeconomic 
slowdown of recent years owing to the 
financial crisis and the recent political 
unrest led to a small increase in 
unemployment during 2008-2010. The 
Kyrgyz Republic appears to suffer from high 
structural unemployment. This may reflect 
the economy’s limited capacity to create 
sufficient jobs internally due to factors such 
as high reservation wages due to migration 
opportunities and skills mismatch. Under-
developed labor market infrastructure and 
institutions exacerbate the problem of high 
unemployment, making it difficult for new 
entrants to find jobs quickly or for the 
employed to shift into growing sectors. As 

indicated in a recent report of the Ministry of Labor, Youth and Employment, a large part of new 
jobs are created in the agricultural and service sectors, which are mainly dominated by informal 
labor. Moreover, estimates show that about 230 thousand people were employed outside of the 
Kyrgyz Republic in 2010 (Table 3).  

Table 3: Kyrgyz Republic: Employment and Unemployment 
(In thousands unless otherwise indicated) 

 2007 2008 2009 2010 2011 

Employed population 2152.7 2184.3 2216.4 2243.7 … 
Employment rate (%) 59.8 60 59 58.6 … 
Unemployed population 191.1 195.6 203.7 212.3  
Unemployment rate (%) 8.2 8.2 8.4 8.4 8.5 
Unemployed population  registered at 
state employment service 

… 67.2 61.4 63.4 61.1 

Source: Kyrgyz authorities. 

C. MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY 

30. Medium-term growth prospects remains favorable despite the economic contraction 
in 2012 Gross Domestic Product (GDP) growth. Should plans by the Kumtor management to 
make up for the lost production in 2012 over the next two years materialize, growth in 2013 and 
2014 could reach 7.0-7.5 percent. In the medium-term, growth is expected to average 5 percent 
per year driven by gold, but also other sectors of the economy such as power, agriculture and 
textiles. 

31. This medium-term growth outlook relies on the government’s continued 
commitment to structural reforms. The government is acutely aware of the economy’s 
exposure to gold and the need to push forward structural reforms to create an environment where 
other sectors of the economy can thrive.  The government sees the private sector as the main 
player in the development, in particular, promoting growth through reforms in key sectors of the 
economy (e.g. agro-processing, energy, mining, transport, and financial services).  One of the 
key areas of focus of the government’s reform strategy is therefore on removing the main 

Figure 12: Women in the Kyrgyz Republic 
participate more in entrepreneurial activities 

than women in the other ECA countries 

 

Source:  WDI and BEEPs (2010 or latest available).  
Note:  a/ Male minus female secondary school net 
enrollment rates. 
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physical, governance, and structural constraints faced by the private sector. The key focus to 
date, however, has been on addressing corruption and governance. These are the areas that 
businesses cite as the biggest hindrance to doing business in the Kyrgyz Republic.  

32. The reforms supported by this operation will also positively contribute to the 
medium-term growth outlook. Reforms aimed at improving transparency and efficiency of 
public resources will help reduce wasteful spending. This will enable the government to better 
target its resources while simultaneously reducing expenditures, both of which will contribute to 
macroeconomic stability – an important foundation of economic growth. Reforms to improve the 
business environment will directly address barriers currently faced by the private sector. By 
improving the implementation of recent business friendly reforms, and by better targeting 
business inspections, more business will be able to operate within the formal sector. Reforms in 
the energy sector will improve reliability of energy supply both for households and businesses. 
Finally, reforms in the financial sector, proposed under the second operation, will support the 
NBKR to manage distressed banks and maintain financial stability.  

33. Structural reforms and the rebound in gold production will help narrow the current 
account deficit.  The current account deficit is projected to come down in 2013 with the 
restoration of gold production. Moreover, improved performance in agriculture and a projected 
pickup in foreign tourist arrivals will help narrow the external shortfall in the coming years.   

34. The medium-term outlook is subject to several downside risks. First, there is a risk 
that the problems at Kumtor are not completely eliminated, resulting in future supply shocks. 
Second, agriculture performed below expectations in 2012 and may continue to do so in 2013 
owing to lower rainfall. In the medium-term this risk will be mitigated by the government’s 
commitment to improve the overall productivity of the sector, and by addressing infrastructure 
gaps such as irrigation. The third risk is political instability and frequent changes in government. 
Ensuring sustainability of policy implementation is extremely difficult under transient 
governance and until a reputation for stability is built, investors and businesses will be cautious. 
Finally, the effects of the sovereign debt crisis in the Eurozone will affect the Kyrgyz Republic 
through the impact on the country’s largest trading partners: Russia and Kazakhstan. If they are 
affected, it would impact the Kyrgyz Republic on two fronts: lower demand for its produce; and 
lower remittances, dampening domestic demand. In the short term, and for the purposes of this 
operation, the macroeconomic risks will be monitored closely. 

35. High dependency on food imports and higher global food prices pose yet another 
risk.13 Over the medium term, inflation is expected to remain in the range of 5-7 percent. 
However, with severe drought impacting world grain prices and a decline in wheat production in 
Russia and Kazakhstan (the main sources of supply of wheat and wheat flour to Kyrgyz 
Republic), there are concerns regarding the pass-through impact on domestic prices.14 Continued 
food price increases would pose a serious threat to poverty reduction. A preliminary simulation 
shows that a 10 percent increase in bread and wheat prices could increase the headcount poverty 

                                                 
13 Despite its large rural and agriculture sectors, the population is extremely dependent upon purchases of staple 
food items. Food counts for up to 60 percent of household expenditure, and wheat products (bread, flour, etc.) are a 
large part of Kyrgyz households’ caloric intake. 
14 Food inflation accounts for 58 percent of consumer basket. 
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rate by 2 percent, i.e., an additional 50 thousand people could fall into poverty. A boost to 
production from higher prices is less likely to materialize in the short run as agricultural 
production capacity is limited.  

36. The implementation of a fiscal consolidation program will help address medium-
term expenditure pressures and ensure macroeconomic sustainability. The government- 
agreed targets under the IMF program include a 3.5 percentage point reduction in the fiscal 
deficit from 2012 bringing it down to 2.6 percent of GDP in 2015. The current projections 
suggest a 4.0 percentage point reduction in total expenditures is needed over this period, with the 
bulk of these cuts to come from current expenditures. The consolidation of expenditures will 
require structural shifts in expenditure policy, particularly in the areas of social protection, the 
wage bill, education and pensions. The World Bank is supporting the government address these 
medium-term challenges through a Programmatic Public Expenditure Review (PER). The 
emerging findings from the PER suggest savings could result from improved targeting of social 
protection measures to those most in need; the adoption of a harmonized approach to wage bill 
management, improved efficiency in the provision of education; and reforms to the current 
pension system.  

37. Tax reforms have helped support improved revenue collection. Despite a shortfall in 
tax revenues caused by the drop in gold production, revenues increased by 3.1 percent of GDP in 
2012, in part due to taxes on high oil imports and to tax administration reforms. Over the 
medium term, revenues and grants are expected to stabilize at around 30-32 percent of GDP. 
Continued tax reforms including those to reduce tax avoidance help support revenues. 

38. The latest Joint Bank-Fund debt sustainability analysis (DSA) conducted in 
September 2012 demonstrates that public sector debt is sustainable with a moderate risk of 
debt distress.  The revised DSA includes updated data on factors that increase the debt burden: 
revisions to private sector debt from 2007, higher borrowing for energy infrastructure (but on 
more concessional terms) and a new loan from Turkey, as well as factors that reduce the debt 
burden: debt relief from Turkey ($49.5 million) and Russia ($188 million) in 2012 instead of 
2011, and debt relief of $300 million from Russia over 10 years starting in 2016).  

39. Under both the baseline scenario and a scenario where key variables are kept at 
their historical averages, the present value of debt is on a downward trajectory.  The 
present value (PV) of debt is projected to gradually decline from a projected 37 percent of GDP 
in 2012 to 32 percent in 2032. External debt burden indicators are well below indicative 
thresholds under the baseline and alternative scenarios. The PV of public debt is vulnerable to 
extreme shocks such as significantly lower export growth, a lower GDP, or an unexpected 
depreciation of the som. Under plausible parameters for such shocks, the PV of external debt-to-
GDP ratio could exceed the indicative risk threshold of 40 percent in the medium term. 
Importantly, debt service thresholds would not be breached under any of these scenarios.   

40. The overall macroeconomic policy framework is considered adequate for the 
purposes of this operation. The authorities have responded appropriately to the events that 
unfolded in 2010 by introducing fiscal stimulus to help support economic activity and reduce 
social tensions. Tax reforms have been effective in supporting improved tax revenues, which 
together with spending rationalization measures will help reduce the fiscal deficit over the 
medium term. Monetary policy has been effective in countering inflationary pressures arising 
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from domestic and external shocks, and the exchange rate has been allowed to fluctuate in 
response to market behavior. Fiscal consolidation and debt sustainability are among the main 
strategic priorities for the government as reflected in its Medium-Term Development Program.  
The government's external financing strategy is based on concessional borrowing. The threshold 
for foreign borrowing is 35 percent of grant element. The IMF has also positively assessed the 
authorities’ policy stance and the Fund Board approved the disbursement of the third tranche 
under the ECF in early December 2012. The overall macroeconomic policy stance is therefore 
considered appropriate for the purposes of this operation. 

III. THE GOVERNMENT PROGRAM AND PARTICIPATORY PROCESSES 

41. The 2012-14 MTDP was developed in the context of the 2010 disruptions and the 
need to ensure sustained growth.15  The document was driven by the revulsion felt in the 
country against the corrupt excesses of the earlier regime and, as such, has governance and anti-
corruption as a key theme.  A continuation of post-conflict rehabilitation and reconciliation is 
envisaged through deepening civic participation in governance and ensuring equal access of all 
ethnic groups in political, economic and public life.   The main goal of the government’s MTDP 
is to reduce poverty and improve quality of life of the population through three key sets of 
reforms: securing economic growth through an invigorated private sector, improving 
governance, and raising the quality of public services (see Box 1).  

42. The Bank and the IMF have provided advice to the authorities on their MTDP 
through a joint Bank-Fund Staff Advisory Note (JSAN) which has been provided to the 
Board for information. While commitment to improving governance and strengthening 
transparency and accountability in the public sector is well presented in the MTDP, policies and 
structural reforms needed to achieve these objectives are yet to be formulated.  A mechanism for 
monitoring implementation also remains to be established.  The proposed DPO series aims to 
provide support to these areas.    

43. The consultation process adopted by the authorities in the design of their MTDP 
was narrow.  While the strategy document was developed with participants from a broad 
political spectrum, including representatives from the coalition government, as well as with 
participation from the development partners, the consultation process did not include civil 
society. The JSAN recommends that future reviews and monitoring of the MTDP through 
Annual Progress Reports follow a thorough participatory and consultative process involving a 
broader range of stakeholders and civil society organizations to ensure that the stated reforms are 
supported and owned by the whole country. 

44. The MTDP implementation, however, envisages full participation of all stakeholders 
under the general coordination of the prime minister.  At present, any new legislation, 

                                                 
15 Following the resurgence of the new coalition and the government in office in early September, the Parliament 
approved a Program of the Government of the Kyrgyz Republic on September 5, 2012.  This program builds on the 
MTDP, reflects on the deterioration in the economy and the decline in growth during January to August 2012 
following the decline in gold production, and highlights their priorities in stabilizing the economy and managing 
government expenditures, ensuring food and energy security, and promoting the private sector development over the 
period of September 2012-March 2013.  
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regulation, or by-law, or any amendments to legislation (which are usually part of MTDP 
implementation), are shared with the public for discussion via government or ministerial 
websites. The government also holds round tables with NGOs and civil society. Business 
legislation and regulations are always discussed with business community and business 
associations.  A recently-introduced initiative, which involves participation of civil society in 
anti-corruption efforts (notably, the establishment of an anti-corruption forum), is expected to 
improve the effectiveness of law enforcement bodies to ensure public order and crime 
prevention. It is anticipated that the consultation process will encompass the implementation of 
other areas of the MTDP. Similarly, dissemination and communication of reforms to the broader 
public will need to be reflected in the strategy.  

Box 1: Kyrgyz Republic MTDP 2012-2014 – Main Areas of Reform 

To ensure sustainable economic growth, the government plans to conduct a set of reforms aimed at: 

(i) Developing a favorable investment climate by reducing inspections and licenses, improving the flexibility of 
regulatory policy, and by enhancing the predictability and stability of legislation. In particular, policy 
measures will include: (a) further deregulation of the economy; (b) elimination of administrative barriers 
and restrictions for business development; and (c) modernization of mining legislation to attract 
investments. 

(ii) Establishing an efficient and stable tax system which will ensure budget sustainability in the medium and 
long term. 

(iii) Enhancing stability of the banking and non-banking system in order to extend access to financial services. 

(iv) Implementing large scale infrastructure projects to ensure adequate supply of energy and transport services.    

To improve efficiency of governance, the following reforms are envisaged: 

(i) Development of a rational model of the governance system under conditions of rigid budget restrictions, and 
elimination of unnecessary public services, functions, and responsibilities. 

(ii) Application of indicators and assessment criteria to assess effectiveness of performance of governmental 
institutions. 

(iii) Implementation of policy measures to fight against corruption in various sectors, including public services, 
financial police and the judiciary. 

(iv) Strengthening the public finance management system, and increasing budget discipline and transparency of 
budget funds spending. 

(v) Improvement of the quality of state property management and introducing new principles of asset 
management.  State-owned enterprises to run on commercial lines with reformed corporate governance. 

(vi) Improving management at energy enterprises and enhancing transparency of their activities. 

(vii) Reforming state regulation and licensing and permitting and control-and-supervisory functions. 

To improve the quality of life of the country’s population, the government plans to conduct a wide range of reforms 
in the following areas: 

(i) Education: improve management of the education system; improve the efficiency of funding; revise the 
educational content; and optimize teacher training. 

(ii) Health care: increase the availability of preferential medicines; improve the quality of health care; preserve 
and optimize the existing system of health care delivery; improve the availability of medical personnel and 
the quality of medical education; and develop market mechanisms in the public health system, including 
privatization of some facilities and services.  

(iii) Social protection and pension social insurance: improve targeting of social assistance; reform and develop 
social services system; and ensure financial sustainability of the pension system.  
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IV. BANK SUPPORT TO THE GOVERNMENT PROGRAM 

A. LINK TO THE COUNTRY INTERIM STRATEGY 

45. The ISN provided a framework for the Bank’s engagement in the Kyrgyz Republic 
during FY12-13.  The three key objectives that constitute the pillars of the strategy are: 
(i) improving governance, effective public administration, and reducing corruption; (ii) economic 
stabilization to support recovery, reconstruction and sustained growth; and (iii) social 
stabilization, through social services, community infrastructure, and employment, with emphasis 
on the south.  These pillars closely correspond to the government’s main priorities, which are 
governance, macroeconomic stability, post-conflict economic recovery, social reconciliation, and 
sustained peace building.   

46. The DPO program is structured around these pillars. The DPO series supports the 
government in implementing a two-year multi-sector reform agenda with an overarching 
governance focus to address transparency and accountability in various areas of anti-corruption, 
judiciary, PFM, energy, financial sector and private sector development, as highlighted in 
Table 4. In parallel, the DPO responds to the budgetary needs of the country to ensure adequate 
financing for the government’s social obligations and provision of social services.  Improvement 
in the business environment, including strengthening the financial performance of the energy and 
banking sectors, would further sharpen competitiveness. Through continuous dialogue over the 
DPO series, the Bank will seek a sharpened focus on poverty analysis and anti-poverty policies, 
as well as fully-costed sector strategies.   

Table 4: MTDP-ISN-DPO Linkages 

MTDP GOALS ISN GOALS DPO GOALS 

Improved standard of life and 
reduced poverty based on 
economic growth. 

Economic management consistent with 
strong and sustained pro-poor growth 
and continued social reconciliation. 

Maintenance of macroeconomic stability, 
fiscal sustainability, and debt management. 

Reforming the structure of the 
government, and promoting 
improved governance, 
transparent and effective state 
asset management and public 
financial management. 

Policy dialogue towards addressing the 
foundational causes of conflict:  mis-
governance, exclusion and quality of 
public services.  Budget support to 
strengthen governance and ensure 
sustainability of fiscal resources for 
quality service delivery. 

Public Finance Management (PFM): 

Improve budget discipline, 
comprehensiveness, credibility, and 
efficiency. 

Assist in developing a comprehensive 
governance and anti-corruption strategy and 
medium-term action program.  

Judicial sector reforms. 
Improved legal and institutional framework 
in public procurement. 

Improving the business 
environment and investment 
climate, and ensuring the 
predictability of legislation. 

Investments and policy dialogue for 
creating transparency, accountability, 
and a competitive private sector. 

Sharpening competitiveness and enhancing 
the attractiveness for private investment by 
improving the business environment. 

Fostering the competitiveness of the SMEs 
through streamlining the inspection 
procedures. 

Financial and Banking sector reforms. 
Financial rehabilitation and a 
balanced and comprehensive 
development of the energy 
sector. 

Technical assistance support to achieve 
financial sustainability. 

Improving the financial viability of the power 
sector by promoting transparency and 
commercialization of the sector; and 
strengthening corporate governance. 

 



 

16 
   

B. COLLABORATION WITH THE IMF AND OTHER DONORS 

47. The staff of the Bank and the Fund collaborates closely to support the government 
in its reform agenda.  The JEA, prepared in July 2010 to assess the economic and social impact 
of the crisis, laid the framework for well-coordinated donor support.  This collaboration has 
continued with joint comments to the government on sector policies and the MTDP.  In addition, 
the Bank collaborates with Department for International Development (DfID), the European 
Commission (EC), the Swiss Cooperation, and Swedish International Development Cooperation 
Agency (SIDA) through a multi-donor trust fund (MDTF) established to support the reform 
agenda on PFM.  The Bank, jointly with the ADB, has just completed a procurement review 
assessment and the report was disseminated in a workshop recently held with the authorities.  
The Bank, in collaboration with the ADB and the UNDP, has recently completed a gender 
assessment.  A donor working group on energy, consisting of the ADB, the Bank, Japan 
International Cooperation Agency (JICA), Germany Development Bank (KfW), and the USAID 
is active. The Bank works closely with the European Union (EU), United States Agency for 
International Development (USAID), and the United Nations Development Program (UNDP) in 
the areas of governance and judicial reforms.  Overall, the Bank activities are closely coordinated 
with other bilateral and multilateral donors active in various areas of reform.  

48. A three-year $106 million program with the IMF under the ECF was approved in 
June 2011.  The program supports fiscal consolidation over the medium term, with Fund 
resources available for budget support.  So far, $45 million of the ECF has been disbursed. The 
third review was completed on December 3, 2012 when the next tranche of $15 million was 
disbursed.  Areas of collaboration with the IMF include assessment of macro and fiscal stance, 
public finance management, expenditure prioritization, tax policy and administration, debt 
sustainability analysis, and financial and banking sector reforms.   

C. LINK WITH OTHER BANK OPERATIONS 

49. The reforms supported under this operation will add to the effectiveness of several 
projects under implementation. The Capacity Building for Economic Management (CBEM) 
Project provides support for economic policy formulation (macroeconomic policy coordination, 
regulatory environment, and fiscal policy) and builds capacity in public institutions, including in 
the area of evaluation and monitoring of anticorruption mechanisms.  The Payments & Banking 
System Modernization Project develops an integrated national payments system to increase the 
efficiency of payment services and facilitate financial intermediation.  The Governance 
Technical Assistance Project (GTAC) strengthens the  organizational and technical capacity of 
the government to enhance its transparency, accountability, integrity, effectiveness, efficiency, 
service quality and responsiveness, and in particular to assist with strengthening of budget 
formulation and budget execution, and treasury modernization. The DPO operation has been 
instrumental in developing a budget code, which follows international best practice, and in 
supporting reforms towards the establishment of a Treasury Single Account and 
operationalization of a TMIS. The Financial Sector Development Project will strengthen banking 
regulations and supervision, along with the central bank’s capacity to implement them.  The 
project will also assist the government in its efforts to increase access to financial services by 
supporting: (i) the reform of the Kyrgyz Post Office aimed at expanding its financial services; 
and (ii) the modernization of the moveable collateral registry to increase access to secured credit. 
The areas covered by this operation feature prominently in the program supported by the DPO.   
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D. LESSONS LEARNED 

50. The design and content of this programmatic series has benefitted from Bank-wide 
experience with other DPOs, including those summarized in the most recent DPL 
Retrospective by OPCS, and from the WDR 2011 on Conflict, Security and Development. 
For example, building on the lessons from previous successful DPOs, this series embeds the 
following general principles: 

• Avoid pushing for unrealistic and ambitious reforms that would not be politically 
feasible in the current context of continuing fragility; 

• Concentrate on high priority areas that have full ownership and thus a greater chance 
of success;  

• Deepen reforms that were initiated in previous operations; and 

• Complement the DPO with other instruments for Bank support, including TA, ESW, 
and investment operations.  

51. In addition to these general principles, the proposed programmatic series identifies 
internal and external risks to the program and their corresponding mitigating measures.  
For example, it argues that buffers must be built for handling macroeconomic and external 
vulnerabilities.  The Bank has also been engaged in discussions with the authorities on the 
challenges of fiscal consolidation, and this is one of the key areas of focus of the ongoing PER. 
Finally, the Bank has engaged the authorities on a dialogue on energy sector reforms, which will 
require a sequenced tariff revision to ensure sustainability of the sector reforms. Technical 
assistance from the Bank will continue to provide support for capacity building for 
implementation.  An existing capacity building project is being extended to provide support for 
implementation of the government anti-corruption program and the judiciary reform action plan.   

52. Finally, a government communication strategy needs to be carefully executed.  The 
experience with development policy lending worldwide demonstrates that gaining public support 
for necessary and often difficult policy measures is essential for a successful and sustainable 
implementation of reforms.   

E. ANALYTICAL UNDERPINNINGS 

53. The World Bank has undertaken economic and sector work in virtually all areas 
covered by the two operations in this programmatic series. In addition to the economic and 
sector work carried out recently (Table 5), the World Bank’s analytical and advisory services 
have also conducted several round-tables with the government, civil society and private sector 
representatives, and other development partners on the broad spectrum of policy issues covered 
by the World Bank’s program of economic and sector work. This work has helped shape the 
design of the series.   

54. The post-conflict JEA provided the initial foundation for Bank activities, leading to 
the preparation of the 2011 ERSO program and the current DPO series.  The JEA is a 
multi-sector report that addresses the post crisis needs of the country and priorities for sustained 
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growth. It relied heavily on existing and ongoing AAA and TA work in the energy, financial and 
private sectors.  The themes of the JEA were developed into the ISN for FY12-13. 

55. Recent AAA in the financial sector underpins the DPO program.  An early 
assessment under the Financial Sector Monitoring study in 2009 highlighted the vulnerabilities 
in the banking sector and deficiencies in the supervisory response mechanism.  The study 
recommended an assessment of the adequacy of the central bank’s contingency plans and crisis 
management framework to ensure that they were comprehensive, with clearly defined roles and 
responsibilities of the various stakeholders, including the central bank, the Ministry of Finance 
and the Deposit Protection Agency (DPA). The study also noted deficiencies in the bank 
resolution framework, which allowed bankrupt banks to linger unresolved for years and 
recommended further strengthening of the legal framework for bank resolution. A 
comprehensive vulnerability assessment was completed in March 2010 before the crisis of April 
2010, which identified many of the risks that subsequently materialized.16  In response to the 
crisis, the World Bank quickly mobilized additional TA to: strengthen the DPA’s capacity in 
case of deposit payouts in failed banks; to identify vulnerable banks and to develop bank-specific 
action plans; to enhance the legal framework for bank resolution; and strengthen the central 
bank’s supervisory response mechanism. In these activities, the Bank has coordinated closely 
with the Fund to avoid duplication of efforts and to ensure that all critical issues were being 
addressed.   

56. The Bank Group’s private sector dialogue has led to the identification of DPO 
supported reforms.  A recent diagnostic study and the subsequent Reform Recommendations for 
Investment Climate Reform from the International Finance Corporation (IFC) have shown that, 
while the laws in various areas are generally sound, implementation is weak.  The diagnostic 
identified insolvency as being burdensome (evidenced by the country’s Doing Business 2012 
ranking in the Resolving Insolvency indicator of 150), prolonged and costly.  Since debt 
resolution has been identified as particularly burdensome by businesses, the DPO supports the 
development of alternative dispute mechanisms (such as a mediation law) for debt resolution 
purposes.   

  

                                                 
16 See Banking Sector Vulnerability Assessment: Kyrgyz Republic, June 2010. 
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Table 5: Recent World Bank-Sponsored Economic and Sector Work  

DPO REFORM AREAS AAA (ESW, TA) 

Macroeconomic and fiscal policy 
framework supports sustained growth with 
low inflation.  Fiscal and external debt 
indicators improve with the risk of debt 
distress falling to minimal. 

Growth Study (2011) 
Kyrgyz Republic Programmatic PER (2012)  
Kyrgyz Republic Poverty Update (2010) 
Debt Sustainability Analysis (2011) 
JEA (2010) 

Strengthened governance and transparency. Corporate Governance ROSC Assessment (2010) 
ICR ROSC Update (2009) 
Multi-donor trust fund on PFM  (2009) 
Public Expenditure and Financial Accountability (PEFA) 
(2009) 
Energy Dialogue and Technical Assistance (2006) 
JEA (2010) 
Country Procurement Status Review (2012) 

Maintaining financial sector stability.  Financial Sector Monitoring (2010, 2011) 
FIRST TA: Pre-privatization Advice – Aiyl Bank (2011) 
FSAP Follow Up TA (2009) 
FIRST TA: Kyrgyz Republic NBFI Capacity Building 
Project (2010) 
FIRST TA : Deposit Protection Agency Capacity Building 
(2010) 
JEA (2010) 
FIRST TA: Strengthening Bank Supervision and Regulation 
(2010) 

Private sector development, business 
environment. 

JEA (2010) 
PSD Dialogue (2012) 
IFC Advisory Services on Business Enabling Environment 
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Table 6: Links Between the DPO Program and Selected Prior Analytical Work 

ANALYTICAL 
REPORTS  

RECOMMENDATIONS LINKS TO DPO ACTIONS 

Joint Economic 
Assessment (JEA) 
(2010) 

The report was prepared for the Donor 
Conference in July 2010 following the 
political and social crisis in 2010.  In addition 
to assessing the overall economic and social 
cost of the impact of crisis, the report 
highlighted weaknesses in various sectors of 
the economy, which provided the framework 
for analytical and lending activities of 
development partners engaged in the Kyrgyz 
Republic. 

Theme 1 and 2.  The DPO program supports 
adoption and implementation of structural and 
institutional reforms that feature in the JEA as 
fundamental for the Kyrgyz Republic economic 
management and poverty reduction efforts going 
forward.  

Growth study (2012) In addition to maintaining macroeconomic 
stability, the study indicates structural reform 
policies that are essential for achieving 
sustainable growth. These include policies 
aimed at improving governance, investment 
climate and business environment, ensuring 
stability of the banking sector and promoting 
adequate access to finance for SMEs.  

Macroeconomic stability is a prerequisite for the 
DPO program.  

Theme 1. The DPO’s strong support for 
governance and anti-corruption reforms across 
various areas is essential for achieving growth 
and poverty reduction. 

Theme 2. The DPO program places a strong 
emphasis on competitiveness and private sector 
development, improving the business 
environment, strengthening financial sector 
stability, and energy sector reforms. 

Public Expenditure 
Review (PER) (2013) 

The PER is expected to make 
recommendations for fiscal consolidation over 
the next few years. Early recommendations 
suggests that fiscal consolidation will require 
structural shifts in expenditure policy, 
particularly in the areas of social protection, 
wages, pensions, energy, and education which 
could generate savings and ease expenditure 
pressures ensuring macroeconomic 
sustainability. 

Theme 1 and 2.  Macroeconomic stability is a 
prerequisite for the DPO program. The 
government has committed to a 4.0 percentage 
point reduction in total expenditures over 2012-15 
as part of the IMF program.  The PER will 
provide recommendations on where efficiency 
gains could come from. There are significant 
contingent liabilities associated with the energy 
sector - a quasi-fiscal deficit estimated at 3 
percent of GDP. A strong reform agenda is 
therefore required to ensure financial 
sustainability and cost-recovery in this sector. 

Multi donor trust fund 
on PFM (2009) 
 

The medium-term PFM reform Action Plan 
for 2012-2015 has recommended a list of 
priority actions which include: preparation of 
a realistic budget, including: improvement of 
revenue forecasting and costing of budget 
activities; improvement of transparency and 
coverage of the budget; development of a  
consolidated Chart of Accounts and 
improvement of budget classification in 
accordance with international standards; 
provision for proper control for budget 
execution procedures and improvement of 
cash management system; modernization of 
the treasury system, establishment and 
development of a system of internal audit in 
public organizations and institutions; and  
development of  a normative legal basis for 
the internal audit, and procurement policy and 
procedures. 

Theme 1. The DPO series builds on the PFM 
recommendations and supports reforms in the 
area of improving budget discipline and 
transparency in use of budget resources, a revised 
budget code that incorporates elements of 
transparency and best practice, adoption of a new 
Unified Chart of Account, and reforms towards 
establishment of a treasury single account (TSA). 

The DPO series also places strong emphasis on 
transparency in public procurement by 
introducing the regular publication of an annual 
procurement report on the use of budget funds. 
This first of these reports was published in 2011.  
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ANALYTICAL 
REPORTS  

RECOMMENDATIONS LINKS TO DPO ACTIONS 

Public Expenditure and 
Financial 
Accountability (PEFA) 
Assessment (2005, 
2009) 

The reports highlight where improvements are 
needed in budget preparation and execution, 
cash management, comprehensiveness of 
budget, reporting and auditing, management 
of TSA introduction and development of a 
new Unified Chart of Accounts (UCoA), as a 
threshold for the treasury automation, and 
improvement of an organic budget law. 

 

Theme 1. The DPO series supports the 
modernization of the treasury system towards 
establishment of a treasury single account, the 
availability of budget information on the MoF 
website and adoption of a new f UCoA. 

The DPO also supports a draft Budget Code that 
is in line with international best practice to be 
approved by the Government and submitted to the 
Parliament. 

The DPO series supports improving internal audit 
and establishment of an independent Internal 
Audit Council.  

Country Procurement 
Status Review (CPSR) 
(October 2012) 
 

The key recommendations are: (i) the 
procurement legislative framework should be 
reviewed and revised; (ii) a strategy for 
improvement of the public procurement 
system should be prepared; (iii) annual reports 
on the performance of public procurement 
should be prepared and made publically 
available; (iv) an e-procurement strategy 
should be prepared and implemented, and 
(v) a capacity building strategy should be 
prepared and implemented. 

Theme 1.  The DPO series supports publication 
of public procurement annual reports; 
development of public procurement strategy; 
revisions of the public procurement law (PPL) to 
address issues identified in the CPSR, and 
establishment of the independent public 
procurement regulatory body and independent 
complaint review board. 

. 

PSD Strategy Roadmap 
and Short-Term Action 
Plan for Reforms for 
the Kyrgyz Republic 
(2012) 

The report places strong emphasis on 
promoting private sector development and 
increasing private investment by reducing the 
gap between laws and implementation. 

Theme 2.  The DPO series supports reforms to 
improve the business environment by easing the 
administrative burden and improving the 
governance environment for businesses to 
promote private sector growth. 

Banking Sector 
Vulnerability 
Assessment, June 2010  

The assessment highlights several 
vulnerabilities in the Kyrgyz banking sector, 
including the need to improve regulations and 
supervision practices. 

Theme 2.  The DPO series supports revision of 
regulations on prompt remedial action framework 
(PRAF) to improve its effectiveness in terms of 
timely, adequate and consistent response to 
developments in banks, including supervisory 
actions to promptly address material deficiencies 
in corporate governance policies and practices, to 
establish clear thresholds for considering: issue of 
recommendations to banks for making 
improvements in their operations; taking 
corrective actions requiring banks for making 
improvements; taking enforcement actions. 

FIRST TA: “Kyrgyz 
Republic: Deposit 
Protection Agency 
Capacity Building” – 
“Review of the Law on 
Protection of Bank 
Deposits” (Feb 2011) 

The assessment identifies numerous 
shortcomings of the Law on Deposit 
Protection and recommends necessary 
amendments.  For example, the Law currently 
says that if the bank participating in the 
deposit protection system fails to pay 
contribution to the deposit protection system, 
or pays it in an untimely fashion, or not in full 
volume, it shall be excluded from the deposit 
protection system. This would deprive banks 
and their depositors of deposit insurance 
precisely when it is needed.   

Theme 2.  The DPO series support amendments 
to the Law on Deposit Protection in line with 
recommendations listed. 
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V. THE PROPOSED DEVELOPMENT POLICY OPERATION 

A. OPERATION DESCRIPTION 

57. The government recognizes that sustainable growth requires the maintenance of 
prudent macroeconomic policies and the implementation of structural reforms.  Steps were 
taken during 2010-11 to improve the transparency and accountability of the public sector in 
managing assets and budget resources, to simplify regulations and to reduce government control 
over the private sector.  Against this background, the operation is grouped under two main 
themes: (i) strengthening governance and fighting corruption; and (ii) sharpening 
competitiveness and enhancing the attractiveness for private investment. 

58. Beyond the areas that are covered within these two themes, the authorities have 
expressed explicit commitment to other important reforms as reflected in their Letter of 
Development Policy (LDP). Three areas are notable.  First, the significant potential of state-
owned enterprises to add value to the economy. The commercialization of such enterprises, 
privatization or private sector participation, and modernization of corporate governance in SOEs 
are envisaged.  The efficiency gains realized through such reforms will help attract inflows of 
foreign capital and boost the potential rate of growth of the economy.  Second, in the mining 
sector, where investment and output growth have been seen as below potential, changes to the 
system of licensing and taxation are designed to also attract foreign capital.  Third, social sector 
policies will be formulated to build human capital, protect the vulnerable, and improve quality of 
life for the population.   

59. The authorities have expressed commitment to enhance existing social protection 
programs and mechanisms. In social protection, the government is committed to improve 
coverage of the poor by social assistance and social services, and to increase adequacy of the 
assistance received by poor families. Among the key longer-term policy directions pursued by 
the government, is the ratification of the UN Convention on rights of people with disabilities.  In 
health, the government is committed to universal public coverage, and intends to increase and 
formalize the role of the private sector.  In education, reinstatement of the textbook rental 
scheme offers the government an effective alternative to ensure the provision of textbooks for all 
in achieving its declared goal of free basic education.  The Bank is in active dialogue with the 
government in these areas through the Health Sector Policy and the Education Sector Reform 
Projects.    

B. POLICY AREAS 

THEME 1: STRENGTHENING GOVERNANCE AND FIGHTING CORRUPTION  

Support the Government’s Anti-Corruption Program 

60. Corruption has been perceived as the main cause of the failure of previous 
governments. As such, reducing corruption and improving governance and transparency are 
high on the agenda of the new government.  Nonetheless, a legacy of vested interests, weak 
institutions and low capacity could undermine government efforts in this area. 
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61. The authorities have asked for Bank support to strengthen their anti-corruption 
strategy.  The country has been ranked 154th out of 182 countries in the Transparency 
International’s Corruption Perception Index (CPI).  The World Economic Forum’s Global 
Competitiveness index ranks the quality of Kyrgyz institutions as 137th of 144 countries. The 
index also includes a business survey, which shows that enterprises consider corruption to be the 
second most important obstacle to doing business, only below policy instability (Figure 13).  
Progress in reducing corruption has been slow and the new government has reiterated its desire 
to have Bank support to strengthen its anti-corruption efforts.  

62. Efforts to reduce corruption have been stepped up.  The institution of a parliamentary 
system of government was based on the belief that a strong system of checks and balances would 
help strengthen accountability and raise governance standards.  The oversight of public asset 
management has been strengthened and privatizations are to follow open and transparent 
processes. Moreover, the government has revised privatization tender rules to ensure that future 
sales are transparent and competitive.  The establishment of supervisory councils across 
government ministries with civic society participation has ensured improved governance.  

Figure 13: The most problematic factors for doing business are policy 
instability and corruption 

(Percent of respondents) 

 
Source: The Global Competitiveness Report, World Economic Forum, 2012-13. 

 
63. A step of practical and symbolic importance was the disbandment of the financial 
police and the selection of new officials through a televised open examination conducted 
with fairness.  The financial police was the main investigative body for allegations of fraud and 
financial malpractice, which was permeated with corruption.  This step will need to be followed 
by operating rules and incentives together with other institutional reforms that will establish high 
governance standards.  The authorities are currently designing a package of reforms to give 
independence to investigators and prosecutors in criminal law and to reform the traffic police, 
drawing upon examples from Georgia.17   

                                                 
17 Fighting Corruption in Public Services, Chronicling Georgia’s Reforms, The World Bank, 2012. 
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64. In February 2012, the president signed a decree endorsing the National Anti-
Corruption Strategy.  This was followed by the creation of the Committee on Anti-Corruption 
in the Parliament. Subsequently, the government adopted an Anti-Corruption Program and an 
Action Plan for 2012-2014 (August 30, 2012). The government has assigned the Ministry of 
Economy (MoE) as a Secretariat for monitoring and evaluation of the implementation of the 
Action Plan. In this context, a guideline on the methodology for monitoring and evaluation of 
anti-corruption measures has been prepared and is expected to be approved by the Government 
soon. The anti-corruption program has focused on key priority areas and clear definition of 
responsibilities of ministries and agencies for each action.  The program includes indicative 
costing, and also mandates the Cabinet to review the progress of the implementation of the 
program every six months. This is a coordinated effort between various government ministries, 
state agencies, and the president’s administration, with the MoE tasked with preparing the 
background information for its monitoring and evaluation.   

65. The MoE has already made progress with implementation of the anti-corruption 
action plan. A memorandum was signed on December 20, 2012 between the Minister of 
Economy and Head of Anti-corruption Business Council aimed at ensuring collaboration on anti-
corruption activities between the government bodies and civil society institutions (Article 64 in 
the action plan). An Anti-Corruption Forum representing experts from various government 
institutions has been established under the MoE.  This Forum will facilitate undertaking of the 
activities envisaged in the Memorandum on anti-corruption collaboration between the 
government bodies and civil society institutions. While there is strong and consistent push for 
good governance, the expectation that better governance can be achieved swiftly warrants some 
caution as reforms in these areas often face resistance and there is an inevitable lag in measurable 
results.  

66. The Bank’s dialogue with the authorities on the program has identified judiciary 
reform as an area to be supported by the DPO program.  This is an area with strong support 
and commitment for reform by the President and the Parliament, and where initial steps have 
been undertaken to develop a concept for reform of the judiciary and strengthening the rule of 
law.  A parliamentary committee on judicial reform prepared a draft strategy for judicial reform 
in early 2012, which benefitted from discussions with the Council of Europe, donors, and civil 
society. This draft provided the basis for further elaboration and development of a set of 
recommendations by a newly created council at the President’s office on various areas of reform 
including selection and appointment of judges, their status and independence, judiciary 
proceedings, financial and logistical support, and administration of judicial reform.  These 
recommendations were endorsed by the President in May 2012 and formed a strategic action 
plan which will be implemented in 2013.  Priorities identified by the Bank’s recent diagnostic 
work: “Kyrgyz Republic Judicial System Diagnostic: Measuring Progress and Identifying 
Needs” have been reflected in the action plan. 

Policy actions to be supported  

67. DPO 1 has supported the following government actions:  

• Government, through Resolution No. 596 dated August 30, 2012, adopted the Anti-
corruption Program and Action Plan for 2012 – 2014 and has established a 
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framework for monitoring its implementation that includes independent experts and 
non-governmental organizations. 

• The Presidential Decree No. 147 dated August 8, 2012, “On the Measures to Improve 
Justice in the Kyrgyz Republic,” has established the Judicial Reform Council and 
identified priorities for judicial reform. The Judicial Reform Council under the 
President approved a Strategic Action Plan on reforming the judicial system 
(Resolution No. 2, dated October 12, 2012). 

68. DPO 2 will support the following government actions: 

• Implementation of the anti-corruption Action Plan and the establishment of the 
monitoring and evaluation arrangements for its implementation. Establishment of an 
institutional mechanism for coordination of the anti-corruption policy among all 
branches of the state. 

• Implementation of priority reforms included in the Judicial Reform Strategic Action 
Plan. 

69. Expected Outcomes: These actions are expected to contribute to the government’s efforts 
to reduce corruption, the key factor contributing to social and political instability in the country, 
as well as an obstacle for private sector growth. Lowering corruption will strengthen government 
legitimacy and investor confidence, as well as reduce the costs of public services, which in turn 
will increase the prospects for sustainable economic growth.  Judicial reforms will strengthen the 
rule of law and property rights protection, building further trust in government institutions. 

Strengthen Public Finance Management to Improve Efficiency and Reduce the Risk of 
Corruption 

70. Within its MTDP, the government has identified critical PFM reform areas.  These 
are: (i) drafting the Budget Code; (ii) implementing a phased transition to program budgeting; 
(iii) completing the modernization of the central treasury (CT); (iv) simplifying the model of 
intergovernmental transfers to make it more transparent; and (v) implementing the automated 
system of interaction between the republican and local budgets.   

71. The Bank is supporting the authorities to draft their Budget Code. An initial draft 
was shared with the Bank for comments and the Bank identified many areas in which the draft 
was weak or introduced concepts that did not conform to international best practice. A revised 
draft has incorporated the guidance provided by a team of experts from the Bank that strengthens 
controls over non-allocated funds in the treasury, eliminates non-transparent reserve funds, 
advances the introduction of internal audit and medium-term budgeting, and provides more 
clarity to the overall budget cycle. The draft code has been submitted to the Parliament for 
consideration and is expected to be adopted in 2013.  In order to protect the interests of the state 
and citizens of the Kyrgyz Republic, as well as to increase transparency of sovereign guarantees, 
issuance and approval of sovereign guarantees are to be subject to the same principles applicable 
to public borrowing.  Accordingly, each sovereign guarantee is to be issued and approved by the 
government with a prior approval by the Parliament.  The government aims at approving a 
resolution regulating the issuance of sovereign guarantees with support from DPO2. 
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72. The government is taking critical steps to improve Treasury automation, the 
establishment of a Treasury Single Account (TSA) and the adoption of UCoA.  These steps 
are part of a treasury modernization program. The benefits of a TSA—improved cash 
management and the ability to track and account for all government revenues and expenditures in 
a comprehensive manner—cannot be realized until an automated system is in place to process 
the large volume of transactions.  The benefits from an automated treasury include not only 
efficiency, but also strong and proven internal controls to assure that transactions are properly 
authorized and accounted for.   A legal protocol has now been signed between the NBKR and the 
CT, and the transition to fully automated and more reliable TSA operations will require an 
operational TMIS. 

73. Budget credibility and discipline remain weak in the Kyrgyz Republic.  Deviations 
between the original approved budget and the actual spending have worsened since 2005 when 
the original Public Expenditure and Financial Accountability (PEFA) was carried out.  The past 
practice of distributing resources outside the normal budget process in non-transparent ways has 
not ended.  The multi-donor Trust Fund for PFM, administered by the Bank, and supported by 
the EU, DfID, and SECO, has been providing support for public finance management reform.     

74. Internal audit remains under developed.  The Law on Internal Audit was approved by 
Parliament in early 2009, and internal audit units were established in some line ministries and 
budget organizations. The law is currently being revised to align it with international practice. 
Some of the regulatory and methodological elements of internal audit are now in place, but 
practical implementation is constrained by weak institutional and technical capacity within the 
Ministry of Finance (MoF). The Department of Financial Control and Anti-corruption was 
abolished. The Department of Internal Audit Methodology was reorganized into the Department 
of Methodology of Internal Audit, Accounting and Reporting in the Public Sector within the 
Central Treasury under the MoF.  The internal audit unit in the MoF within the department of 
financial control and anti-corruption might weaken the focus on internal audit methods.  The 
World Bank supports internal audit through the Multi-Donor Trust Fund and an Institutional 
Development Fund (IDF) grant.  

75. Establishment of an Internal Audit Council is the next step of reform in this area.  
The Council would develop recommendations on (a) ensuring financial independence of internal 
audit services and submission of proposals; (b) developing the strategy and methodology of 
internal audit. The MoF will prepare a draft regulatory act on the State System of Internal 
Financial Control, Code of Conduct for Internal Auditors and submit it for approval to the KR 
Government. The KR Government will take a decision to establish internal audit units within 
public bodies and agencies that will work in accordance with international professional 
standards; and prepare reports on the findings of 2011-2012 audits. Policy actions to be 
supported  

76. DPO 1 has supported the following government actions:  

• A Protocol of cooperation dated October 23, 2012 signed between MoF the NBKR, 
specifying the roles and responsibilities of the treasury, banking and accounting 
functions, and the oversight of payments/settlements, including the financial and 
information security controls, for operation of the Single Treasury Account at the 
NBKR. 

http://web.worldbank.org/WBSITE/EXTERNAL/PEFA/0,,menuPK:7313471~pagePK:7313134~piPK:7313172~theSitePK:7327438,00.html
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• Government, through Resolution No. 605 dated September 4, 2012, delegated 
authority to approve UCOA to the MoF the Kyrgyz Republic, and through Order No. 
177-П dated September 4, 2012 the MoF approved a UCOA 

• Government through Resolution No. 718 dated October 15, 2012, “On Enactment of 
the Budget Code of the Kyrgyz Republic” submitted to Parliament a revised draft 
Budget Code that strengthens controls over non-allocated funds in the treasury, 
eliminates non-transparent reserve funds, advances the introduction of internal audit 
and medium- term budgeting, and provides greater clarity to the overall budget cycle. 

• The Prime Minister through letter No. 1-4118 to the Speaker of Parliament dated 
November 30, 2012, has requested an amendment to the proposed draft Budget Code 
that would require prior Parliamentary approval of the issuance of sovereign 
guarantees.  

77. DPO 2 will support the following government actions: 

• Issue and approve a resolution regulating the issuance of sovereign guarantees that 
make them subject to the same principles defined for public borrowing in the Budget 
Code. 

• Establish a Council on Internal Audit.  The Ministry of Finance develops a 
methodology for internal audit, a regulatory act on the State System of Internal 
Financial Control, Code of Conduct for Internal Auditors. The Government will take 
a decision to establish internal audit units within public agencies and bodies that will 
work in accordance with international professional standards.   

78. Expected Outcomes:  These measures will improve transparency in budget planning and 
execution and increase credibility of resources to line ministries so that they can more effectively 
plan medium-term activities; utilize budget resources more efficiently;  forge a stronger link 
between resources and output; improve the credibility of ministry ceilings proposed in the 
MTBF;  progress towards consistency between annual budget and MTBF;  develop and 
strengthen the system of internal control and internal audit in public bodies (ministries/agencies) 
which are based on international professional standards; and  progress in reforms in these areas 
are expected to result in an improvement in budget execution as evidenced by a reduction in the 
deviation between actual expenditure turnout and the approved budget.   

Public Procurement Will be Strengthened to Improve Cost Efficiency and Reduce the 
Risk of Corruption 

79. The government initiated public procurement reform in 1994 and passed the first 
Public Procurement Law (PPL) in April 1997. A revised PPL was later adopted in 2004, 
reflecting some of the Bank's recommendations in the 2002 Country Procurement Assessment 
Report that are in line with international standards. The PPL specifies the major principles 
governing public procurement; identifies the parties to which the PPL is applicable; defines the 
mandate and authority of the independent public procurement oversight and regulatory body, the 
State Agency on Public Procurement and Material Reserves (SAPPMR); and outlines the stages 
of the public procurement process. Based on the recommendations of the Country Fiduciary 
Assessment of 2007, the PPL was further amended in July 2008 to formally introduce e-
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 procurement and to limit the power of the SAPPMR to influence the procurement process.  As a 
result, the SAPPMR was to oversee the results of public procurement but not take part in any 
decision making on bidding processes or contract awards. However, the SAPPMR was abolished 
in October 2009 as part of government reorganization. At that time, a new Department on Public 
Procurement Methodology (DPPM) was established under the MoF and the Public Procurement 
Law (PPL) amended further to introduce e-auction and to improve the institutional framework. 
The Bank, along with the ADB, conducted a CPSR and disseminated its findings in a workshop 
in October 2012. 

80. While the road to an efficient procurement system is still long, the MoF has taken 
initiative to improve the system and has sought the Bank’s assistance with reforms.  The 
ministry’s website has improved, bringing more transparency to the procurement system.  The 
procuring entities can (but are not required to) place their procurement plans, bidding 
opportunities, and contract award results on this website.  However, the process for redressing 
tender violations (complaints) remains unclear.  Appropriate oversight and transparency will 
need to be established as a priority.  The MoF recognizes this priority, but its capacity and 
current legal basis are the main constraints for immediate improvements.  The (CT) is currently 
developing a database of contracts, but there is an institutional gap in monitoring adherence to 
procurement rules.  The UCoA reviews procurement process only during the regular assessment 
of budget organizations once every two years.  This external/internal audit weakness heightens 
corruption risks in procurement. The Government had noted that the lack of supervision function 
in procurement had been reportedly a source of administrative corruption and is taking steps to 
address this. 

81. The authorities have committed to reform the public procurement system.  They 
plan to improve the legal framework for public procurement and develop a reporting system to 
monitor the key variables of the procurement process and its outcomes.  They also plan to 
develop a strategy to systematically reform the system, which would involve a legal framework, 
human resources and institutional capacity development.   

Policy actions to be supported  

82. DPO 1 has supported the following government actions:  

• The Ministry of Finance published a Public Procurement Report on the use of the 
2011 allocated budget.  

• Government, through Resolution No. 661 of September 27, 2012, adopted the Public 
Procurement Development Strategy for 2012-2014 in line with international best 
practice.  

83. DPO 2 will support the following government actions: 

• To bring procurement in line with international best practice: (a) approve a revised 
Public Procurement Law including the secondary legislation (rules and regulations) 
that meets the international standards; and (b) establish an independent public 
procurement regulatory body and an independent complaint review Commission. 
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84. Expected Outcomes: These measures are expected to enhance transparency through 
proper reporting on the use of public funds and the clarification of roles and responsibilities of 
control bodies; reduce corruption in public procurement; and improve public procurement 
performance and efficiency.  

THEME 2: SHARPENING COMPETITIVENESS AND ENHANCING THE 
ATTRACTIVENESS FOR PRIVATE INVESTMENT 

Improving Business Environment to promote private sector development 

85. The business environment remains a drag on private investment, job creation and 
growth. High levels of informality, due in large part to the heavy regulatory burden and 
corruption, are key stumbling blocks.  While reforms have been adopted in line with the 
principles of Doing Business to simplify business procedures, these reforms have not been fully 
implemented.18  This is mainly due to the prevalence of complicated procedures, which call for a 
high number of interactions between government officials and entrepreneurs, and therefore entail 
corruption risk.  Besides investment climate obstacles, inadequate competition, the anti-
monopoly and foreign investment regulatory frameworks, weak accounting and auditing 
practices, and poor implementation of corporate governance laws and standards, hamper the 
growth of the private sector.   

86. The government has embarked on an ambitious reform of the overall regulatory 
framework.  Major efforts have resulted in: the adoption of a new set of amendments to the Law 
on Inspections of Business Entities, a Moratorium on Inspections, the adoption of a new Tax 
Code, the Law on Regulatory Acts of the Kyrgyz Republic, and a series of regulatory reforms 
(mainly by amending existing regulations) grouped under the Government’s “100 Day Reform” 
and the MTDP.  The government’s reform program has resulted in the revision and amendment 
of regulations in the areas of business registration, licensing and inspection, taxes, trade, and 
starting a business.  

87. Business start-up and operations remain challenging.  While the government has 
made significant strides in streamlining business registration procedures, applicants to the 
registry report that they are requested to come back to the registry a number of times to produce 
documents that are not required by law.  This process often continues until an informal payment 
is made.  This practice defeats the benefits that a one-stop-shop for business registration has to 
offer.  To improve the implementation of the one-stop-shop for business registration, and make it 
easier for businesses to register and formalize, it is important to develop a checklist which would 
clarify the grounds upon which an application can be rejected.  

88. According to various enterprise surveys, the inspections process remains one of the 
most significant burdens for businesses. Inspectorates assign and conduct inspections 
arbitrarily, often with rent seeking purposes. The system of inspections is being streamlined 
according to risk criteria, which will then guide the selection of enterprises for the risk-based 

                                                 
18 Improvements in these procedures are captured by the country’s ranking -- 70th out of 183 countries in the Doing 
Business 2013 report. 
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inspections. Recently the government has taken a number of positive steps to streamline the 
system of business inspections by adopting the amendments to the Law on Inspections to 
introduce risk based inspections (July 29, 2011) and the Government Resolution on risk criteria 
(February 18, 2012).  A database is being developed which will classify the businesses according 
to the risk criteria and provide a basis for assessing and differentiating risk level of businesses 
and gauging the frequency of inspections by all controlling agencies. The system is to be piloted 
in a number of controlling bodies located in the city of Bishkek.  Technical regulations in line 
with international standards are also to be strengthened to improve the competitiveness of 
Kyrgyz businesses.   

89. Through this DPO, the Bank is supporting improvements in legislation that can 
contribute to increased access to finance (credit and capital).  Amendments to the Joint Stock 
Company (JSC) Law – to protect minority shareholder rights –can contribute to increased 
transparency in the management of JSCs, which is one of the building blocks for providing 
confidence to investors and make it easier to raise capital. In particular, the Bank is supporting 
government efforts to improve the legal and regulatory framework for a well-functioning secured 
transaction, enforcement mechanisms and the insolvency mechanisms, developing a mediation 
mechanism, and facilitating the use of alternative dispute mechanisms in insolvency proceedings. 
Various studies, including the Insolvency and Creditor Report on the Observance of Standards 
and Codes (ROSC) that was delivered to the government in 2012, identify corruption in the 
judicial system as a significant challenge.  Developing a mediation system, as well as a 
simplified judicial procedure for cases with low financial value will reduce the burden that 
currently exists on the judicial system by giving parties-to-commercial-disputes additional tools 
to resolve their disagreements.  

Policy actions to be supported 

90. DPO 1 has supported the following action: 

• Government through the Ministry of Justice issued Order No. 134 dated October 11, 
2012, containing: (a) a checklist for the registry offices to clarify on what basis a 
registration application for the establishment of a business can be rejected; and 
(b) instructions that applicants will receive upon the first submission of all requests 
identifying what additional information is required. 

• Government, through Resolution No. 108 dated February 18, 2012, introduced 
transparent, risk-based criteria for planning and conducting business inspections and 
has developed a risk-based inspections coordination module (Kontr Pro 3) within the 
MoE, including a database of businesses subject to inspection.  

91. DPO2 proposes to support the following actions: 

• Improve potential access to capital and credit by: (i) Amending Article 77 of the Joint 
Stock Company Law to strengthen the responsibilities of company directors; and 
(ii) Submitting to Parliament amendments to the legal framework for secured 
transactions, and amendments to the insolvency law, consistent with the 2011 
Insolvency and Creditor Rights ROSC recommendations. 
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• Expand the risk based inspections coordination module (Kontr Pro 3) and business 
inspections databases within MoE and ensure they are used by a number of central 
apparatuses of controlling bodies located in the city of Bishkek, . 

92. Expected outcomes: Implementation of the DPO supported reform measures are 
expected to improve the implementation of some of the reforms that have been carried out to 
date (such as the one-stop-shop for registration); improve transparency and reduce administrative 
barriers for enterprises by streamlining procedures, and to offer better secured transactions, 
insolvency, contract enforcement and debt resolution mechanisms that simplify procedures and 
reduce reliance on courts.  Such improvements may be captured in better Doing Business ratings. 

Energy Sector Reforms  

93. The power sector, overwhelmingly public, is large and has huge export and growth 
potential.  Energy production and distribution accounts for about 4 percent of GDP and 16 
percent of industrial production.  Furthermore, its performance is critical for the health of the 
economy and the quality of life of the citizens.  Kyrgyz has near universal access to power. The 
sector is endowed with hydro-generation, a low cost and clean source of energy.  However, weak 
governance, including opacity in operations and accounts, and a poor regulatory environment, 
stymie private investment and growth. The promising export potential for energy and ancillary 
services from hydropower is not therefore, fully exploited. 

94. Commercial and technical losses in electricity are very high.  The poor financial 
performance of the sector has led to severe under-maintenance and related degradation of assets.   
The regulatory agency is not independent and, for political reasons, electricity tariffs are far 
below recovery levels. The existing contractual arrangements and payment mechanisms in the 
sector hinder the transparency of financial flows and undermine the incentives for good 
performance and sound management.  

95. Financial flows and flows of electricity are not recorded or reported in a 
comprehensive way. The existing contractual arrangements between the energy companies and 
payment mechanisms in the sector hinder the transparency of power and financial flows in the 
sector and undermine the incentives for good performance and sound management by the sector 
entities. The current law in force on electricity was enacted in 1997 and has gone through 
multiple revisions resulting in many functions of the state agencies overlapping. Despite the legal 
framework recognizing the theft of electricity as an offence, there were barely any such cases 
brought to the courts in the recent years. 

96. Modest steps to improve governance in the energy sector have been taken.  The 
introduction of the Fuel and Energy Sector Transparency Initiative (FESTI) represents an attempt 
to improve management and governance within the sector. The FESTI attempts to ensure greater 
public participation and transparency. It, however, does not address financial viability, i.e., the 
possibility of raising tariffs, privatizing energy sector assets, or significantly increasing the role 
of market forces.  

97. The power sector is in need of critical investments. The government recently decided 
to undertake urgent transmission investments including the Datka substation and transmission 
lines to ensure reliable power supply to the north. However, the planned investments, totaling 
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$600 million (about 10 percent of GDP), and to be financed by a loan, will require tariff 
increases or another sustainable mechanism to ensure repayment does not become a burden on 
the budget.  The government is preparing a five-year Medium-Term Tariff Policy (MTTP) with 
the objective of ensuring progressive cost-recovery for the power supply.  The implementation of 
the MTTP will be accompanied with properly designed and implemented communication 
strategy, as well as targeted social protection program for the poor and vulnerable groups.   

98. The government has developed an energy sector development strategy for 2012-
2015.  Measures in the strategy include: (a) further improvements in efficiency and transparency 
of the sector operations, particularly focusing on the management of power export proceeds; 
(b) development and adoption of an MTTP that would need to be accompanied by properly 
designed social protection schemes; and (c) a number of important energy investments, such as 
the Datka-Kemin transmission line, Kambarata hydro-power plants, and Kara-Keche green-field 
coal-firing power plant. However, the strategy does not consider the financing of such ambitious 
investment projects. The government will need to make an affordability assessment and 
prioritize the investment plans.  

Policy actions to be supported 

99. The DPO1 has supported the following actions:  

• Government, through Resolution No. 611 dated September 7, 2012, adopted a 
comprehensive action plan to enhance transparency, accountability, and governance 
in the energy sector, including: (i) carrying out annual audits of financial statements 
of energy companies following international accounting practices and making the 
audit reports public; (ii) setting up and maintaining web-sites for the Ministry of 
Energy, the Energy Regulatory Department, and the energy companies; (iii) ensuring 
transparent and competitive procurement of fuel resources; (iv) maintaining escrow 
accounts for power export revenues for the National Electrical Grid of Kyrgyzstan 
Joint Stock Company and the Power Plants Joint Stock Company ;and (v) selecting 
the general directors and executive bodies of the energy companies based on 
transparent and competitive procedures.   

100. DPO2 proposes to support the following actions: 

• Adopt a comprehensive electricity law delineating functions of policy setting and 
independent regulation, and clarifying governance structure and accountability 
arrangements. 

101. Expected outcomes: The proposed measures included in Resolution 611 dated September 
7, 2012 outlining reforms for the energy sector will help improve transparency and 
accountability of sector entities.  
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Financial Sector Reforms to ensure stability 

102. The political upheavals of 2010 led to significant financial sector instability.  The 
political crisis caused a large and immediate deposit outflow.  Bank deposits fell by 30 percent 
during March and April 2010, mostly due to large withdrawals from nonresident accounts.  The 
deposit decline was mainly concentrated in the AUB, the largest bank with 53 percent of deposits 
and 33 percent of assets at end-2009.19  In addition, NPLs increased rapidly after March 2010, 
reaching 17 percent of total loans at end-October 2010 (from 8 percent in 2009).  Capitalization 
also declined, with the capital adequacy ratio reaching 22 percent in October 2010 (compared to 
34 percent at end-2009).  Although some banks remained profitable and weathered the crisis 
well, overall banks incurred substantial losses in the first ten months of 2010 (in the amount of 
KGS 4.5 billion), with an ROE of negative 50 percent and an ROA of negative 9 percent.  The 
liquidity ratio (liquid assets as a percentage of liabilities maturing within 30 days) also declined 
to 65 percent in October 2010 (from 87 percent at end-2009). 

103. The NBKR took immediate measures to restore financial stability, although the 
interventions stretched its capacity severely.  Following the large deposit outflow, the NBKR 
took seven banks (accounting for 45 percent of the system’s assets) under temporary 
administration, including AUB.20  Following a complicated legal process, AUB was nationalized 
and declared bankrupt at the end of 2010.  It was split into a “good bank”, named Zalkar Bank, 
and a “bad bank”, AUB, in February 2011.21  In the absence of a sound bank resolution legal 
framework, the intervention of AUB engulfed the authorities in a complicated legal process.  The 
authorities have privatized Zalkar bank and AUB is undergoing liquidation.  Three other banks 
remain under conservatorship; the NBKR cannot take action to resolve these banks because of 
pending court cases from their shareholders.  

104. Due to the NBKR’s interventions, as well as improved stability in the political and 
economic climate, banking sector indicators have begun to improve.  Total assets of the 
banking system increased by 15.2 percent in 2011; deposits and loans increased by 13.5 percent 
and 18.3 percent, respectively; and profitability as measured by ROE and ROA have improved. 
However, banking assets, including loans, as a share of GDP dropped slightly, while 
deposits/GDP increased. 

105. Despite these improvements, the challenges faced by the NBKR in resolving 
problem banks highlighted deficiencies in the bank resolution legal framework.  The bank 
resolution framework is fragmented, and there are gaps, overlaps and inconsistencies across 
several laws, such as the Law on Conservation, Liquidation and Bankruptcy of Banks, the Law 
on Banks and Banking Activities, the Law on the National Bank of the Kyrgyz Republic, and the 
Law on Bankruptcy (insolvency).  These problems make the laws difficult to interpret or apply, 

                                                 
19 AUB’s portfolio was affected by connected and insider lending. 
20 The NBKR also imposed direct supervision in ten banks, and issued instructions to senior officials of three 
additional banks. 
21 Most of the loan book, liquid and fixed assets, deposits, and losses from AUB’s swap agreements with 
microfinance institutions were transferred to Zalkar Bank.  Assets and liabilities of related parties, nonresident 
liabilities, and deposits from the State Property Bureau (pending criminal cases related to these deposits) remained 
in AUB. 
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leading to court decisions that have undermined the NBKR’s ability to take prompt actions to 
deal with the banks placed under official administration.22  

106. The banking crisis also highlighted weaknesses in the supervisory framework for 
the banking sector.  There are weaknesses in onsite and offsite supervision, stress testing, and 
contingency planning and crisis management.  Although the NBKR has been working towards 
strengthening the prompt remedial actions framework, it does not have in place an effective 
framework that it can use to ensure that effective remedies are initiated at the earliest stage of 
bank problems.  In addition, the supervisory staff do not have adequate legal protection from 
prosecution for actions taken in performance of their duties, and thus have been hesitant to take 
supervisory actions.  There are weaknesses in onsite supervision, in the Capital, Assets, 
Management, Liquidity, Earnings, Sensitivity (CAMELS) methodology and processes, the 
quality control framework for on-site examinations, and the bank supervision manual.  
Experience from the recent stress in the banking sector has also confirmed the need to strengthen 
the off-site reporting framework23 as there are weaknesses in the reporting formats and the 
analysis of information.  In addition, the single factor stress tests undertaken by the NBKR do 
not capture vulnerabilities adequately – stress tests on more parameters would enhance NBKR’s 
capacity to monitor vulnerabilities.  The NBKR also lacks a formal framework for crisis 
preparedness and crisis management, and a special supervisory framework designed for 
‘systemic’ or ‘large’ banks. 

107. There are also deficiencies in the regulatory framework for the banking sector.  For 
example, the regulation on credit risk management does not explicitly require banks to adopt 
uniform asset classification within the bank or across banks, which can lead to an understatement 
of NPLs.  The liquidity risk management guidelines do not require separate management of risks 
for domestic currency and foreign currency.  NBKR lacks prudential guidelines for banks to 
address the indirect risks inherent in foreign currency loans to unhedged clients, such as fixing 
prudential limits on such exposures or periodical internal monitoring of unhedged foreign 
currency exposures.  In addition, there are no regulations on electronic banking, business 
continuity planning, outsourcing, new products and related risks, Basel II, Basel III, consolidated 
supervision, and risk-based supervision. 

108. The current Deposit Protection Law also provides insufficient protection to 
depositors.  The World Bank’s ERSO, approved in 2011, supported the independence of the 
(DPA with an appropriate supervisory board providing oversight, thus paving the way to 
improve governance in the deposit protection system through clarified roles, responsibilities, and 
accountability of DPA, the central bank, and the government.  There are, however, weaknesses 
in the DPA law that limit availability of deposit protection for banks when it may be particularly 
needed.  For example, a bank failing to pay its fees on time to the deposit guarantee fund is, 

                                                 
22 The World Bank provided TA, financed by the FIRST Initiative, in October 2010 to strengthen the bank 
resolution legal framework. Subsequent to this TA, the Kyrgyz authorities agreed with the IMF to incorporate 
changes to the bank resolution framework in a new banking code.  As development of the Banking Code is 
supported by the IMF’s program, it is not included in this DPO. However, the World Bank and IMF teams are 
closely coordinating their assistance to NBKR on legal and other reforms. 
23 Amongst others, the off-site framework should include details of: (i) unhedged foreign currency exposures of bank 
customers; (ii) asset-liability mismatches in greater detail; and (iii) duration of interest rate sensitive assets and 
liabilities to support more intensive stress testing. 
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according to the law, excluded from the deposit protection system.  Since it is precisely when a 
bank is in trouble that it will have difficulty paying its fees, this exclusion defeats the purpose of 
deposit protection.  The law also has deficiencies related to the DPA’s governance and 
procedures, including powers and qualifications of its board and executive director, vague 
requirements to “coordinate” with other entities, definition of an insurance event, timing of 
paying depositors, investment provisions, remedial powers, legal protection of DPA officials, 
coverage of insiders’ deposits, and conflicts of interest. 

109. The Bank ERSO supported the independence of the DPA with an appropriate 
supervisory board providing oversight, thus paving the way to improve governance in the deposit 
protection system through clarified roles, responsibilities, and accountability of DPA, the central 
bank, and the government.  There are, however, weaknesses in the DPA law that limits 
availability of deposit protection for banks when it may be particularly needed.  

110. While there are numerous areas that could be strengthened, reforms in targeted key 
areas will likely have the most significant impact.  This DPO will focus on a limited number 
of key policy actions to enhance stability and improve access to finance, while other 
interventions (supported by the Bank or other donors) will complement these policy actions with 
additional reforms and investments.  As the authorities are concentrating their efforts and limited 
resources on drafting a banking code (a measure supported by the Fund arrangement), DPO1 will 
not include any actions related to the financial sector.  Instead, the program supported reforms 
will occur under DPO2 and beyond.  

Policy actions to be supported 

111. The proposed DPO2 will support the following policy measures: 

• Revise regulations on PRAF to: (a) improve its effectiveness in terms of timely, 
adequate and consistent response to developments in banks, including supervisory 
actions to promptly address material deficiencies in corporate governance policies 
and practices; (b) establish clear thresholds for considering: issue of 
recommendations to banks for making improvements in their operations; taking 
corrective actions requiring banks for making improvements; and (c) take 
enforcement actions. 

• Submit amendments to the Deposit Protection Law to Parliament. 

112. Expected outcomes: The program is expected to support the central bank by enhancing 
its capacity to supervise and regulate the banking sector, address vulnerabilities in a timely 
manner, and resolve problem banks efficiently.   Amendments to the Law on the Protection of 
Individuals' Deposits will, inter alia, ensure that deposit protection will be available for 
depositors in all banks, including those that have failed to pay their fees to the Deposit Protection 
Fund.  Banking sector privatization is to gain from enhanced transparency and competition by 
participation of sound investors. 
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Box 2: Good Practice Principles for Development Policy Lending 

Principle 1: Reinforce-ownership 

The proposed DPO series is anchored in the high priorities of the MTDP.  Reforms have already 
begun in the areas of energy, public finance management, and private sector development.   The 
Bank’s analytical work and dialogue, through existing projects, have contributed to the formulation 
of the policy measures that the government is undertaking. The government has shown a keen 
determination to reform governance and develop anti-corruption policies based on the Bank’s advice. 

Principle 2: Agree upfront with the government and other financial partners on a coordinated 
accountability framework 

The government has paid particular attention to the harmonization of donor’s activities within the 
framework of the Paris Declaration. This follows a tradition of close donor cooperation as 
demonstrated by a Joint Country Strategy developed in 2007.  The DPO program has been designed 
in close collaboration with other development partners, including the IMF, the EC, ADB, USAID, 
SECO, Swiss, DfID, and the Eurasian Development Bank (Anti-Crisis Fund) and is based on reforms 
outlined in the country’s strategic documents. The policy matrix, which outlines reform measures, 
expected outputs and monitoring indicators agreed with the authorities during the DPO preparation, 
provides framework for coordinated accountability.   Furthermore, the Government PFM Action 
Plan, supported by the DPO, is also supported by the multi-donor trust fund with participation from 
DfID, the EC, and SECO. 

Principle 3: Customize the accountability framework and modalities of Bank support to country 
circumstances 

Suggested reform measures have been formulated based on country specific circumstances and are 
based on the need for medium-term structural and institutional policy reforms across sectors.  The 
program takes into account the existing capacity in public sector, the political environment, and the 
new structure of the government. 

Principle 4: Choose only actions critical for achieving results as conditions for disbursement 

The DPO program focuses on actions that are considered most critical for the success of reforms and 
objectives of the MTDP, the ISN, and the proposed DPO.  The program has been selective in 
limiting the number of prior actions to those critical for the achievement of the expected outcomes. 

Principle 5: Conduct transparent progress reviews conducive to predictable and performance-
based financial support 

Progress with the implementation of reforms and achievement of outcome goals will be monitored 
on a regular basis; the results framework, which outlines the status of reforms and outcome 
indicators, will be updated periodically and the process will be closely aligned with the country’s 
M&E system and cycles. 
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Table 7: DPO1 Prior Actions 

PRIOR ACTION STATUS 

Government adopted the Anti-corruption Program and 
Action Plan for 2012 – 2014 and has established a 
framework for monitoring its implementation that includes 
independent experts and non-governmental organizations.  

Completed – Resolution No. 596, dated August 30, 
2012. 
 

President's decree established the Judicial Reform Council 
under the Presidency and identified priorities for judicial 
reform. The Judicial Reform Council under the President 
approved a Strategic Action Plan on reforming the judicial 
system. 

Completed – President’s decree No. 147, dated 
August 8, 2012, “On the Measures to Improve 
Justice in the Kyrgyz Republic”. 
Completed - Resolution No. 2, dated October 12, 
2012. 

A Protocol that specifies the  roles and responsibilities of 
the treasury, banking and accounting functions, and the 
oversight of payments/settlements, including the financial 
and information security controls for operation of the STA 
at the NBKR signed between the MoF and the NBKR. 

The Government delegated authority to approve the UCoA 
to the MoF, and the MoF did so.  

Completed – The Protocol including all the agreed 
elements of controls, roles and responsibilities and 
oversight between the treasury and the NBKR was 
issued and signed on October 23, 2012 by the 
Governor of NBKR and the Minister of Finance. 
 
Completed – Order of the Ministry of Finance No. 
177-П, dated September 4, 2012 in accordance 
with Resolution No. 605 dated September 4, 2012 
approved the new UCoA. 

The Government submitted to Parliament a revised draft 
Budget Code that strengthens controls over non-allocated 
funds in the treasury, eliminates non-transparent reserve 
funds, advances the introduction of internal audit and 
medium term budgeting, and provides greater clarity to the 
overall budget cycle.  
 
The Prime Minister through a letter to the Speaker of 
Parliament has requested an amendment to the proposed 
draft Budget Code that would require prior Parliamentary 
approval of the issuance of sovereign guarantees. 

Completed – Resolution No. 718, dated October 
15, 2012, “On Enactment of the Budget Code of 
the Kyrgyz Republic” approved draft Budget Code 
and submitted to Parliament.  
 
The Prime Minister’s letter to the Speaker of the 
Parliament, No. 1-4118, dated November 30, 
2012, requested the amendment of paragraph 6 of 
Article 36 to read as follows: 
"Public borrowing and issuance of sovereign 
guarantees shall be made by the Government of 
the Kyrgyz Republic with a prior approval by the 
Parliament of the Kyrgyz Republic." 

MoF published a Public Procurement Report on the use of 
the 2011 allocated budget. 

Completed – Report published on August 29, 
2012. 

Public Procurement Development Strategy for 2012-14 in 
line with international best practice was adopted. 

Completed – Resolution No. 661, dated September 
27, 2012. 

The Government through Ministry of Justice issued an 
order that contains: (i) a checklist for the registry offices to 
clarify on what basis a registration application for the 
establishment of a business can be rejected; and 
(ii) instructions that applicants will receive during the first 
submission of all requests a statement on additional 
information required. 

Completed – Ministry of Justice issued order 
No.134, dated October 11, 2012. 

The Government introduced transparent, risk-based criteria 
for planning and conducting business inspections and has 
developed a risk-based inspections coordination module 
(Kontr Pro 3) within the MoE, including a database of 
businesses subject to inspection. 

Completed – Resolution No. 108, dated February 
18, 2012. 
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PRIOR ACTION STATUS 

The Government, adopted a comprehensive action plan to 
enhance transparency, accountability, and governance in the 
energy sector, including through: (i) carrying out annual 
audits of financial statements of energy companies 
following international accounting practices and making the 
audit reports public; (ii) setting up and maintaining web-
sites for the Ministry of Energy, the Energy Regulatory 
Department, and the energy companies; (iii) ensuring 
transparent and competitive procurement of fuel resources; 
(iv) maintaining escrow accounts for power export revenues 
for the National Electrical Grid of Kyrgyzstan Joint Stock 
Company and the Power Plants Joint Stock Company; and 
(v) selecting the general directors and executive bodies of 
the energy companies based on transparent and competitive 
procedures. 

Completed – Resolution No. 611, dated September 
7, 2012 issued. 
 
 
 
 
 
 

 

VI. OPERATION IMPLEMENTATION 

A. POVERTY AND SOCIAL IMPACT 

113. The proposed set of policies and reforms supported by this programmatic series of 
DPOs will help the authorities in their efforts to reduce poverty and ease social tensions.  
The reforms focus primarily on strengthening institutions (governance, judicial reforms, and 
public finance management), reducing misuse of public funds (anti-corruption programs, 
transparency in public procurement and energy sector), and leveling the playing field in the 
private sector (improving the business environment). All of these reforms – if well implemented 
– would improve the ability of the government to function in the interest of all its citizens, men 
and women and poor and non-poor. The extent of the poverty impact of these reforms is 
dependent upon the magnitude of resources being wasted or diverted for personal gain and the 
degree to which these reforms will be able to reduce this leakage and redirect resources to public 
services. The policies are discussed in greater detail below as is the net impact of proposed 
energy reforms – improving the power supply and the eventual increase in tariffs.  

114. The policy operations under Theme I “Strengthening governance and fighting 
corruption” will improve poverty and social conditions if implemented.  The proposed 
reforms target: (i) institutionalization of anti-corruption policies: (ii) improvement in budget 
transparency, planning and efficiency of utilization of budget resources; and (iii) stronger 
financial control environment. These policies will benefit society by ensuring improved 
efficiency in the use of public funds. Based upon the latest available data from 2010, an 
estimated 35 percent of the population had “some or complete trust” in the government/cabinet 
of ministers while over 40 percent had “some or complete distrust”.  Furthermore, in the latter 
part of the last decade, corruption was seen to have increased significantly by over 80 percent of 
the population.24  Businesses are also affected by corruption and especially firms headed by 

                                                 
24 Based on the Life in Transition Survey, 2010. 
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women, 76 percent whom identify corruption as a major constraint vs. 54 percent of firms with 
male top managers.25 

115. The business environment component of policy actions under Theme II 
“Sharpening competitiveness and enhancing the attractiveness for private investment” is 
expected to stimulate growth, increase fiscal revenues and reduce poverty.  Similar to other 
countries, economic growth in the Kyrgyz Republic is strongly associated with reduction in 
poverty. The policy actions that target improvement in business environment by reducing the 
administrative burden of conducting business and paying taxes will likely result in better 
prospects for economic activities. This in turn should have a positive effect on poverty reduction 
and employment. However, though similar levels of male and female-headed firms are expected 
to give gifts in meetings with tax officials (39 percent and 34 percent respectively)26, little is 
known whether disproportionately more female than male-owned businesses suffer from 
inspections, thus collecting sex disaggregated data will shed light on the gender impact of this 
reform.  

116. The policy actions supported under “increasing energy sector transparency, 
governance and accountability” will remove a major source of public unease on the use of 
revenues.  The objectives of this component are to: (i) improve transparency and accountability; 
(ii) disseminate sector indicators and key decisions to the public; and (iii) clearly define sector 
management and regulation framework, which would lead to more transparency and better 
management of energy related expenditures in the budget. Positive impact of policy actions 
comes from greater accountability of energy companies to the population and improvement of 
corporate governance in the sector.  They also arise from greater resources being collected by the 
sector and by the government through reductions in theft and diversion of funds. 

117. The impact of an increase in tariffs will remove an implicit subsidy of more than 
4 percent of GDP, but will have an adverse welfare impact on the poor.27 Under the current 
tariff structure the government implicitly subsidizes energy consumption with close to 9 billion 
KGS annually. Microeconomic analysis demonstrates that elimination of all implicit energy 
subsidies will decrease real income by more than 6 percent on average. The negative impact will 
be the strongest for households in Bishkek who are the main consumers of hot water. Thus, if all 
subsidies are removed the real income of households in the capital will decline by about 
14 percent. Raising electricity tariffs to full cost recovery levels would result in a reduction of 
real income increasing poverty by 3.3 percentage points. Households with children and/or 
pensioners and households not living in Bishkek will face the highest risk of falling into poverty.  

118. A gradual approach in shifting energy tariffs to cost recovery and mitigating 
measures protecting the poor would help to lessen the negative impact on the population. A 
program to institute the tariff increases over a 5-year period would lessen the impact on the 
population. Microeconomic simulation shows that a gradual increase of electricity tariffs by 
25 percent will have a moderate impact on the poverty. The overall poverty level would increase 

                                                 
25 www.enterprisesurveys.org (2009). 
26 Ibid. 
27 For background paper, see Franziska Gassmann, Energy Consumption and Tariff Increases in the Kyrgyz 
Republic, December 2011. 
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by 0.3 percentage points affecting mostly single pensioners and households with children and 
pensioners. To mitigate this negative effect, the government intends to devise protection 
measures to compensate the poor and the vulnerable for the income impact of the tariff increases. 
The impact of the increase in tariffs will be beneficial if service quality and reliability improves 
as can be expected from improved maintenance of the infrastructure.   

119. The financial sector component of the program under Theme II via strengthening 
the independence of the central bank and of the deposit protection system and improving 
privatization and competition in the banking sector will have favorable social impact. 
Access to finance will improve through measures planned increasing the currently low levels of 
accounts held by men and women in formal financial institutions (about 4 percent for both sexes 
compared to over 20 percent for adults in low income countries).28  Policy action under this 
component improves the capacity of the monetary authorities to conduct sound actions, reduce 
the risk of banking crises, and hence reduce volatility in output and fiscal revenues. Trust in 
financial sector is vital for investor’s confidence and for provision of a steady source of credit to 
a growing economy. Thus, these policies are conducive to economic growth and poverty 
reduction. 

B. ENVIRONMENTAL ASPECTS 

120. The specific policies supported by the DPO program will not have adverse effects on 
environment and natural resources. Indeed, energy efficiency will be promoted through the 
installation of modern equipment with the investments undertaken to rehabilitate the energy 
infrastructure.  Improvements in the quality and reliability of power supply are likely to reduce 
the dependence on coal or wood for heating. 

C. IMPLEMENTATION, MONITORING AND EVALUATION 

121. The MoF which has the responsibility of coordinating donors’ activities and all 
external assistance will be the Bank counterpart on the DPO implementation.  The MoF 
will also be the partner on the management and coordination of implementation of the proposed 
policy measures among various ministries and agencies.  Other key counterparts will include the 
MoE, Ministry of Energy, the President’s Office, the First Vice Prime Minister’s office, the 
Central Treasury, State Registry Office, and the National Bank of the Kyrgyz Republic. Bank 
staff will focus on the impact outcomes of the program and the adjustments that need to be made 
to the operation as it evolves, to take into account the latest country developments, stakeholder 
support, and feasible options for realizing the intended development goals.  This review would 
be largely based on the monitoring indicators and the goals of the program. The overall status of 
the Government’s program also will be monitored to determine whether country conditions and 
the specific policy actions of the proposed operation have been met. 

  

                                                 
28 www.worldbank.org/globalfindex, 2012. 

http://www.worldbank.org/globalfindex
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D. FIDUCIARY ASPECTS 

Accounting, Recording, and Reporting  

122. Improvements in systems of accounting, recording and reporting are necessary.  
Although limited computerisation of treasury functions now enables regional treasuries to agree 
expenditure details with the local transit banks daily before submitting details to the central 
treasury which then agrees the total with the National Bank, there is no comprehensive 
automation of accounting, recording, and reporting.  Further, there is no comprehensive system 
in place to capture all transaction level detail of activity of both revenues and expenditures.  
Revenue details are received by regional treasuries which pass information to local tax offices to 
enable them to update taxpayers’ accounts.  There are established arrangements for monthly and 
quarterly reconciliations between budgetary organisations’ records and those of the central 
treasury that leads, each quarter, to reports to the President, the Parliament and the Prime 
Minister.  Although the arrangements are cumbersome and probably do not resolve all data 
errors they are the only possible arrangements in the absence of a fully integrated system. The 
government budget is published on the MoF’s web site (www.minfin.kg).  

123. Movement toward the introduction of a Government Finance Statistics (GFS) 2001 
compliant unified chart of accounts could improve the level of information available on a 
quarterly basis.  No reports are made available to line ministries or other bodies, neither are 
reports produced on resources received by local delivery units.  Annually, a cash-based budget 
execution report, in respect of the previous financial year, is produced by the government for 
submission to the Parliament by the middle of May.  This report is the nearest there is to 
financial statements, and, though it includes extensive information on revenues and expenditures, 
in accordance with GFS 2001, it does not include accounting policies. The huge amount of 
numerical data it does contain is not supported by any useful summaries or commentary that 
would assist in their interpretation.  

124. National accounting and reporting standards for the public sector are not fully 
developed yet. According to the Action Plan on reforming accounting and reporting in the 
public sector of the Kyrgyz Republic adopted by the Decree of the Government of Kyrgyz 
Republic No.359, dated July 3, 2009, a decision was made on transition to the International 
Public Sector Accounting Standards. As per the Decree of the President of the Kyrgyz Republic 
No.396 dated October 22 of 2009, the International Public Sector Accounting Standards 
(hereinafter IPSAS) firstly will be implemented based on cash accounting with further transition 
to accrual method of accounting. As per the amended Law on Accounting dated May 18, 2012, 
IPSAS should be adopted as accounting standards to be applied by all budget organizations in 
the country. However, legal and methodology framework as well as institutional mechanisms for 
transition to international standards are insufficient. The ongoing PFM Trust Fund supports a few 
IPSAS related activities. In particular, the development of the methodological base (including a 
draft concept on transition to IPSAS and legal, normative and methodology documents on 
IPSAS) that is currently weak and is a significant impediment for effective implementation of 
IPSAS strategy in the Kyrgyz Republic.  A limited number of introductory trainings will be 
conducted to familiarize public accountants with the newly elaborated methodological base.  
These measures, if fully implemented, could go a long way in improving accounting and 
reporting in the public sector. 
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Public Sector Auditing 

125. Public sector auditing is performed by the Chamber of Accounts (CoA), the 
equivalent of supreme audit institution (SAI) in the country. The Chamber of Accounts is 
responsible for auditing the budget execution report, prepared by the Ministry of Finance by 
mid-May, and submitting its findings to the Parliament.  No audit opinion is given; instead a 
report of errors and violations is produced which is laid before Parliament in September or 
October following the year of account.  The absence of a set of financial statements prepared in 
accordance with internationally recognised accounting standards represents a limitation on what 
the Chamber can do. Its audit of revenues and expenditure each year is not complete with only 
the consolidated statement of the MoF audited annually; the policy in relation to other financial 
statements is not transparent. In addition to work on the annual budget execution report, the 
Chamber undertakes audits of budget organisations, but does not separate reporting on its work 
on the financial statements from compliance and the efficient use of resources.   

126. The Bank has been supporting the CoA, through an IDF grant (that closed in 
February 2012) aimed at promoting capacity building activities, including development of 
appropriate audit methodology. The grant enabled CoA to develop audit methodology for 
financial and performance audits, that was field-tested through pilot audits conducted jointly 
with a private firm of auditors, and supported training to audit staff on accounting and audit 
standards, including IPSAS. The IDF grant also financed the setting up of a training center that is 
being used by the CoA for ongoing training of its specialists. The UNDP and USAID are jointly 
funding further capacity development of the CoA and strengthening of its independence. It is 
expected that past and ongoing technical assistance will enable the CoA to develop sustainable 
capacity to conduct audits in accordance with international standards. Capacity strengthening of 
the CoA is running in parallel to the efforts being made to develop financial reports in the public 
sector that can be subject to audit resulting into expression of audit opinion but this capacity has 
yet to be developed.  

127. As highlighted earlier, weaknesses in internal audit are being supported by the DPO 
operation as well as the Multi Donor TF on the PFM.  The law on internal audit is being 
revised and DPO2 aims at supporting the establishment of an independent Internal Audit Council 
that is expected to: (a) prepare guidelines on principles, processes, and structure of internal audit, 
and an internal control framework; (b) draft a regulation on Public Internal Financial Control 
System; and a law on ethical standards for internal auditors; (c) coordinate establishment of 
internal audit units in public bodies and agencies that can operate on the basis of international 
professional standards; and (d) produce a report on the audit results conducted in 2011-12. 

Foreign Exchange Control Environment  

128. The central bank has been audited regularly by internationally recognized audit 
firms. The 2011 audit of the consolidated financial statements was conducted by LLC KPMG 
Bishkek, who issued unqualified opinion on the financial statements. Previous audited financial 
statements have also been unqualified with no major issues raised in the management letter.  

129. The recent safeguards assessment update was completed by the IMF on October 28, 
2011 as part of the ECF program. The assessment concluded that the NBKR has established 
important safeguards in financial reporting, external and internal audits. It also highlighted some 
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areas for improvement in NBKR operations. Governance arrangements need to be strengthened 
by establishing independent board oversight and more effective reporting by the audit committee 
that became operational following the 2009 assessment. The proposed new Banking Code which 
will include amendments to the law on NBKR is expected to strengthen institutional autonomy 
and giving the NBKR sole responsibility for the governance of official foreign exchange 
reserves.  

Public Procurement  

130. Public procurement has been reformed through revisions to the PPL to bring it in 
line with international good practices. Principles and stages of an efficient procurement 
process have been introduced, and the mandate and authority of the State Procurement Agency 
was defined.  However, this agency, which was established as an independent public 
procurement oversight body, was abolished in October 2009 as a part of the government 
reorganization which took place under previous government. Instead, a new Department on 
Public Procurement Methodology has been established under MoF while the procurement 
supervision function was not assigned to any organization.  

131. The MoF has improved its website to bring more transparency to the procurement 
system. The procuring entities can place their procurement plans, bidding opportunities and 
contract award results on this website. However, the process for redressing tender violations 
(complaints) remains unclear. Given that public procurement carries a risk of high corruption, 
appropriate oversight and transparency will need to be established as a priority. The Ministry of 
Finance recognizes this priority, but its capacity and current legal basis are the main constraints 
for immediate improvements. Recently, the unit began to request the minutes of tender 
commission meetings in an attempt to check compliance with PPL of the procurement process 
followed; however, the unit’s capacity clearly is not sufficient to do this promptly and with 
acceptable quality. The unit is initiating revisions to the PPL that is intended to re-establish 
appropriate procurement oversight.   

132. There is an institutional gap in monitoring the adherence to procurement rules that 
lead to issuance of contracts. The CoA reviews procurement processes only during the regular 
assessment of budget organizations once every two years. The government had noted that lack of 
supervision function in procurement had been reportedly a source of administrative corruption. 
The government will need to establish an independent procurement oversight body to monitor 
public procurement by budget entities, and to develop an independent complaint handling 
mechanism to reduce corruption in procurement.   

133. The Bank maintains dialogue with the government on public procurement reform.  
The government has actively participated in the Regional Public Procurement Forum.29 The 

                                                 
29 The Regional Public Procurement Forum, an annual event initiated by the Bank in 2005, provides a platform for 
public procurement officials from Central Asia and neighboring countries to share knowledge and learning, 
exchange views and experiences, and discuss policy issues in public procurement reforms. Countries from other 
regions (such as Korea, Singapore, Brazil), as well as relevant international organizations were also invited to share 
their experiences and good practices. The Government of Kyrgyz Republic has actively participated in the Forum 
including hosting two of them. 
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World Bank would provide more assistance through the on-going PFM project to facilitate 
further reform, institutional development and capacity building in public procurement. 

134. Though the overall fiduciary environment is weak, the DPO supports key reforms to 
strengthen the control environment.    Experience with the previous DPO has not yielded any 
reason to question the suitability of supporting the operation but any significant changes in the 
PFM system beyond that supported by the DPO would necessitate a re-examination of impact of 
that change on the fiduciary environment. 

E. DISBURSEMENT AND AUDITING  

135. The Recipient is the Kyrgyz Republic. The credit and grant proceeds would be made 
available to the Recipient upon the effectiveness of the Financing Agreement between the World 
Bank and the Kyrgyz Republic.  

Disbursement 

136. The Recipient will submit a withdrawal application to the International 
Development Association (IDA). Upon receipt of the withdrawal application IDA will disburse 
the amount in (one tranche) into a foreign currency deposit account that forms part of the 
country’s official foreign exchange reserve and is opened for the purpose in the National Bank of 
Kyrgyz Republic (the central bank). This account is available for budget financing and will be 
managed by and subject to the control of the MoF. The Recipient will report to the World Bank 
on the amount deposited in the foreign currency account and confirm its availability to finance 
budget expenditures, within 30 days of receiving such funds. If, after depositing funds in this 
deposit account, the proceeds of the credit and/or grant are used for ineligible purposes as 
defined in the Financing Agreement, the World Bank will require the Recipient to refund the 
amount directly to the World Bank, in which case the World Bank will cancel an equivalent un-
disbursed amount of the credit. 

137. The administration and accounting of the credit will be the responsibility of the 
MoF. The proceeds of the credit and grant deposited at the Treasury account with central bank 
will be converted into local currency to cover budget expenditures or will be used for refinancing 
foreign debt repayments. The MoF will be responsible for the credit and grant administration and 
for preparing the withdrawal application, and maintaining the withdrawal application as required. 
The MoF, with the assistance of central bank, will maintain records of all transactions under the 
credit in accordance with sound accounting practices.  

138. The closing date of the proposed operation will be September 30, 2014. 

F. RISKS AND RISK MITIGATION 

139. Political instability and waning political commitment to reform pose a serious risk 
to reform implementation. While the Kyrgyz Republic’s commitment to democratic procedures 
is commendable, it should be recognized that a lot remains to be done to tackle fragility. 
Governments undergo frequent changes, impacting institutional knowledge and continuity of 
engagement. The current constitution which provides for a parliamentary democracy with checks 
and balances – is in its early stages, and enduring success will require concerted efforts by the 
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president, the executive and the legislature. Moreover, ethnic reconciliation and social tensions 
exacerbate this fragility. Relatedly, there are widespread concerns regarding corruption. 
Corruption impacts all walks of life in the Kyrgyz Republic. It prevents the private sector and 
investors from operating effectively and in some cases acts as a barrier to entry. It adversely 
impacts incentives within the public sector, reducing efficiency and meritocracy. Finally, it 
creates mistrust in the government which further impacts political instability.   

140. The World Bank is working with the government on several measures to help 
mitigate these risks.  The new government has reaffirmed its commitment to reducing 
corruption and improving governance, transparency and accountability in the public sector 
including proper use of public funds. Improved transparency and accountability will help 
improve trust between government and its citizens. Mitigating measures comprise supporting the 
government’s endeavors through this programmatic DPO, which includes a comprehensive set of 
reforms. First, the Bank has worked with the government to develop an anti-corruption strategy. 
Second, governance risks are being mitigated through reform of the judiciary, which aims at 
strengthening rule of law, principles of property rights and a stronger role for the courts. Third, 
weaknesses in the public financial management system are being addressed through 
implementation of an ongoing PFM Trust Fund, as well as strengthening control mechanisms for 
accounting and information security at the central treasury through the GTAC Treasury 
Modernization component.  Fourth, the Bank and the government have been working closely to 
develop a Budget Code and finalize procurement reforms, both following best practice. Fifth, 
governance and transparency to improve the business environment for private sector growth is 
being addressed through reforms which strengthen the enforcement of laws and implementation 
in practice.  

141. External risks from the ongoing Euro crisis and weaker global economic outlook 
will need to be monitored. While it is unlikely that Kyrgyz Republic will be impacted directly 
by events in the Euro zone, the country remains vulnerable to shocks from Russia and 
Kazakhstan. Lower growth in Russia and Kazakhstan either through any potential spillovers 
from the Eurozone crisis or a fall in the oil price, would weaken external demand for Kyrgyz’s 
exports and much relied upon flows of remittances. The World Bank, together with the 
authorities will monitor the situation closely and ensure any remedial policies are appropriate for 
the changing circumstances. 

142. Similarly, short-term macroeconomic risks will need to be watched closely. On the 
fiscal side, there is a risk that gold production does not fully pick up and that other sectors 
underperform, such as agriculture from lower rainfall. If these risks were to materialize, revenues 
would drop and there would be a negative impact on incomes, especially if agriculture were to 
suffer at the same time. Over the medium term, the government is pursuing a structural reform 
agenda to help diversify the economy away from gold by strengthening human and physical 
capital and building government and market institutions. Kyrgyz Republic is heavily dependent 
on imports of food and fuel and remains vulnerable to inflationary pressures stemming from 
international food and fuel price hikes. In the medium term, improved productivity in the 
agricultural sector will help reduce their exposure to international food price hikes. In the short 
term, and for the purposes of this operation, the macroeconomic risks will be watched closely.  

143. There are also risks associated with reform implementation which will be mitigated 
through capacity building and technical assistance. There are two critical limiting factors to 
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implementation of reforms: the ability of the government to build consensus and coordinate 
across key economic and social implementing ministries, and weak institutional and technical 
capacity to design and implement programs. The authorities are cognizant of these risks and have 
worked to address them by improving government institutions and strengthening capacity.  The 
Bank has been supporting the implementation of reforms through emphasizing a communication 
strategy for the government, as well as through the provision of technical assistance and capacity 
building. This is essential to prevent the onset of paper reforms that have little impact on the 
ground.   
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ANNEX 1: LETTER OF DEVELOPMENT POLICY 

 
/Unofficial translation/ 

 
 
H. E. Mr. Jim Yong Kim, 

World Bank Group President 

Your Excellency, 

 

The Ministry of Finance of the Kyrgyz Republic would like to present its compliments 
and gratitude to the World Bank for the continuous support to the social and economic 
development of the Kyrgyz Republic. 

I. RETROSPECTIVE OF THE COUNTRY'S ECONOMIC SITUATION 

In 2011, the Government of the Kyrgyz Republic (KR) implemented measures to 
overcome an economic crisis and promote a positive rate of economic growth. According to the 
National Statistical Committee of the KR, real GDP growth reached 6 percent in 2011, which is 
6.5 percentage points higher than in 2010. Nominal gross domestic product (GDP) totaled 286.0 
billion soms. 

Real economic growth, excluding enterprises operating at Kumtor gold mine, amounted 
to 6.3 percent as a result of growth in industrial production (excluding Kumtor) (18.8 percent), 
agriculture (2.0 percent) and services (6.9 percent).  

The consumer price index in December 2011 was 5.7 percent, year-on-year, compared to 
19.2 percent in December of 2010.  The annual average consumer price index in 2011 was 16.6 
percent compared to 8.0 percent in 2010. 

The Kyrgyz Republic faced a sharp slowdown in economic growth in 2012, owing to the 
following challenges: uncertainty in world markets and  instability of the world economy, which 
was characterized by a slowdown in economic growth and a debt crisis in some countries, 
affecting the Kyrgyz Republic’s major trading partners - Russia, Kazakhstan and China; severe 
climatic factors, which affected the agricultural sector; and geological factors resulting in a 
significant decline in production at the “Kumtor” deposit. 

Measures to counter the above challenges and adverse impacts focused on the 
implementation of the major priorities of socio-economic development in 2012, defined in the 
Program of the Government of the Kyrgyz Republic and the Action Plan for the implementation 
of the Program of the Government of the Kyrgyz Republic for 2012. 

The Government of the Kyrgyz Republic quickly adopted compensatory measures to 
support the economy, which helped prevent a further decline - at the beginning of the year the 
growth rate was 88.0 percent of 2011 levels - and kept it at 99.1 percent of 2011 level by the end 
of the year. 
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According to a preliminary assessment by the NSC, GDP was 304.4 billion soms at the 
end of 2012and the economy experienced a real decrease of 0.9 percent, against 6.0 percent real 
growth in 2011. Excluding enterprises developing the “Kumtor” deposit, real GDP growth 
amounted to 5.0 percent; in 2011the growth for the same period was 6.3 percent. The GDP 
deflator was 107.4 percent. 

In 2012, farms of all categories produced gross agricultural output amounting to 167.5 
billion soms in current prices. The growth rate compared to the corresponding period of 2011 
was 101.2 percent, including the livestock industry - 101.8 percent (80.1 billion soms) and crop 
production 100.6 percent (84.5 billion soms). Agriculture is estimated to have positively 
contributed to GDP by 0.2 percentage points, resulting in a 17.5 percent share of GDP, up 0.9 
percentage points compared with the corresponding period in 2011. 

Over 2012, industry produced goods worth 133.8 billion soms. The production volume 
decreased by 79.8 percent compared to 2011. Excluding enterprises at the “Kumtor” deposit, 
industry production amounted to 83.2 billion soms, or a real increase of 106.1 percent. The 
overall contribution to GDP from industrial production is negative and significant, estimated to 
be (-) 4.6 percentage points. The share of industry in GDP amounted to 16.8 percent, down 5.7 
percentage points compared to 2011. 

In the construction sector, there was an increase of capital investments. In 2012, the 
volume of investment in fixed capital from all sources amounted to 62.6 billion soms and 
increased by 21.5 percent. The total amount of gross construction in 2012, based on preliminary 
data, amounted to 54.6 billion soms, or an increase of 17.3 percent. The impact of the 
construction sector on economic growth was positive, and its contribution to GDP amounted to 
0.9 percentage points – a 5.7 percent share of GDP. 

The gross output of the service sector in 2012 was 258.4 billion soms, with a 106.1 
percent rate of real growth.  The growth of services is attributed to trade, which grew 10.1 
percent, services of hotels and restaurants with a growth rate of 11.9 percent, and the provision 
of transport and communications services, which grew at 8.8 percent. The service sector is 
estimated have positively contributed to GDP by 2.79 percentage points - representing 46.6 
percent as a share of GDP, up 1.6 percentage points compared with 2011.  

Despite the negative trends in economic growth, certain results were achieved in 2012. 

Effective action taken by the Government and the National Bank of the Kyrgyz Republic, 
in accordance with the Joint Statement on Economic Policy for the year of 2012 (Resolution of 
the GKR and of the NDKR of January 26, 2012 № 61/68/2), made it possible to keep inflation 
within the planned range of 7-9 percent. The consumer price index amounted to 7.5 percent 
(December 2012 to December 2011). Annual average inflation (January-December 2012 
compared with January-December 2011) was 2.8 percent, while in January-December 2011 it 
amounted to 16.6 percent. 

Total budget revenues increased by 12.1 percent; reaching 28.5 percent as a share of 
GDP. The State social policy of the Kyrgyz Republic concentrated on the implementation of the 
State constitutional provisions on social guarantees for citizens. In accordance with the 
parameters set for the year 2012, full and timely funding of the state social guarantees was 
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accomplished. A two-stage increase in pensions resulted in a 14 percent increase compared to 
2011. Average nominal wages per employee in 2012 (excluding small businesses) amounted to 
10,891 soms, increasing by 16.5 percent compared to 2011; its real size, calculated based on the 
consumer price index grew by 13.3 percent. 

In 2012, most of the Government’s action focused on removing barriers and simplifying 
the business environment, the formation and adoption of new “rules” / laws for the smooth 
development of business and inflow of foreign capital into the country, which may occur in 
2013. 

Recognizing the importance of providing economic freedom to the business environment, 
more than 113 types of licenses and permits were canceled limiting excessive state intervention 
into business affairs. A “silence gives consent” norm was introduced, which regulates the actions 
of government agencies and licensors. Significant reforms have been made in the field of 
inspections: the number of controlling bodies was reduced from 21 to 12; the number of 
inspections decreased two fold (from 24,000 in 2011 to 13,500 inspections in 2012); the duration 
of scheduled inspections decreased two fold (from 30 to 15 days (for legal entities) and to 5 (for 
individuals)); in the regulation of public services the number of services decreased from 20 
thousand down to 389. 

In order to simplify visa procedures for foreign citizens and to increase the attractiveness 
of the tourism market, for the development of tourism and investments, the Law of the Kyrgyz 
Republic was adopted: “On the introduction of visa-free travel for citizens of some countries, up 
to 60 days”, where a visa-free regime for citizens of 44 nations have been introduced. 

In the reporting period, work was carried out on the implementation of the “State strategy 
of anti-corruption policy of the Kyrgyz Republic” - a mechanism for the coordination of anti-
corruption measures between public authorities and civil society institutions. 

In order to improve fiscal policy, the following measures were put in place: another 
three-year extension for VAT tax cuts for enterprises engaged in the processing of agricultural 
products; a general framework for the administration of insurance premiums and taxes was 
established; accounting for small and medium size businesses was simplified; favorable 
conditions were created for leasing companies and operations, which allows them to renew fixed 
assets; 59 companies were exempt from revenue tax, which has been considered to be a positive 
measure for business, etc. 

In view of the negotiations on the accession to the Customs Union (CU), analysis was 
undertaken on national legislation to meet the legal basis of the CU, including a comparison of 
the obligations of the Kyrgyz Republic and the Russian Federation on WTO customs tariffs, as 
well as on preparation of a package of regulations and international agreements. 

II. CURRENT SOCIAL AND ECONOMIC SITUATION IN THE KYRGYZ REPUBLIC 

According to the National Statistics Committee’s preliminary report for January-March 
2013, real GDP growth was 7.6 percent, which was 16 percentage points higher than in the same 
period of 2012. Nominal GDP amounted to 59.0 billion of soms. 
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Real growth excluding enterprises operating at Kumtor gold mine was 4.9 percent (it was 
3.7 percent in the same period of 2012) as a result of growth in industrial production (excluding 
Kumtor) by 5.7 percent, agriculture by 1.5 percent, services by 4.7 percent and construction by 
14.5 percent.  

Consumer price index increased 1.1 percent in March 2013 compared to December last 
year (it was 0.9 percent in March 2012 compared to December 2011). 

The period average consumer price index was 7.8 percent in January-March 2012 
compared to the same period of last year (it was 2.1 percent in January-March 2012 over 
January-March 2011). 

The som to US dollar exchange rate increased by 2.42 percent compared to end-March 
2012, and amounted to 47.9610 soms as of end-March 2013.  

Real growth in industrial production increased by 18.6 percent in January-March 2013 (it 
declined by 28 percent in January-March 2012). Growth in industry excluding Kumtor was 5.7 
percent (it was 16.1 percent in January-March 2012) as a result of 28.4 percent growth in 
processing industry. In mining and the energy sector declined by 2.3 percent and 1.5 percent, 
respectively.  

Real growth in the service sector was 4.7 percent in January-March 2013 (it was 4.2 
percent in January-March 2012). Growth in trade, and repair of vehicles and personal items was 
7.1 percent, and retail trade growth (excluding trade in automobiles and motor fuel) was 6.3 
percent.  

Hotel and restaurant services increased by 6.6 percent in January-March 2013 (it was 5.9 
percent in January-March 2012) as a result of rising consumer demand for these types of 
services.  

Postal and electric coupling services grew 1.3 percent in January-March 2013. Cargo 
volumes transported by all type of vehicles increased by 5.4 percent (it grew 1.8 percent in 
January-March 2012). 

Agricultural production including hunting and forestry amounted to 17,641.1 million 
soms, which represents 1.5 percent growth (it was 1.8 percent in January-March 2012).  

Investment into fixed capital financed by all sources of financing increased by 9.7 percent 
in January-March 2013 compared to the same period of last year (it declined by 5.7 percent in 
January-March 2012). The actual amount invested into fixed capital totaled 6,900.7 million soms 
during this period.  

Based on the invested amount, the gross output of construction amounted to 6,439.6 soms 
in January-March 2013, which represents 14.5 percent growth (it declined by 3.5 percent in 
January-March 2012). 

The number of officially registered unemployed was 61.4 thousand people as of end-
March 2013, which represent a 0.5 percent decline compared to the same period of 2012 (it 
declined by 5.4 percent in January-March 2012). 
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Real average monthly salary declined by 2 percent during January-February 2013, and in 
nominal terms it amounted to 10,315 soms.  

According to preliminary data external trade turnover totaled 925 million US dollars in 
January-February 2013, which represents 1.1 percent growth compared to January-February 
2012. This includes 178.7 million US dollars of exports (a 20.2 percent decline) and 746.3 
million US dollars of imports (an 8 percent increase). The export decline resulted from lower 
gold exports (by 2 times) as well as textile and related goods exports (by 1.5 times). 

Exports excluding gold amounted to 130.4 million US dollars (a 2.3 percent increase).  

Due to faster growth of imports relative to growth of exports, the trade deficit amounted 
to 567.6 million US dollars, which represents an increase by 1.2 times compared to the same 
period of last year. 

The main objectives of economic policy in 2013 are: 

• restoring macroeconomic stability and sustainable economic growth at the planned 
level; 

• the fulfillment of social obligations; 

• continued integration within the Common Economic Space; 

• further development of regional policy; and 

• modernization of public governance. 

To do this, the Government will carry out its primary regulatory function, which is to 
create an effective business environment in economy. On the one hand, this is by ensuring the 
macroeconomic environment is sustainable, through prudent fiscal and other economic policies. 
On the other hand, this is by establishing a common set of rules for businesses; ensuring a 
competitive environment; developing and monitoring compliance with regulations and standards; 
licensing; and the reorientation of domestic business in view of the potential joining of the 
Customs Union, and future integration to the Eurasian Economic Union. 

Work will be continued in the following areas of economic policy: encouraging economic 
growth through even distribution of the tax burden over the economy; attracting foreign and 
domestic investments into infrastructure; improving the business and investment climate; 
integration of the economy into a regional economic system; implementation of structural 
reforms in key sectors (energy, mining, agro-processing, transport, financial services, etc.); 
ensuring food security through increased domestic production and productivity in agriculture; 
creation of state reserves in sufficient quantities; effective management of the country’s assets; 
maintaining a liberal trade regime; development of a new and traditional bilateral and 
multilateral mutually beneficial economic ties; access to new markets for domestic / local 
products; and an increase in exports and gradual reduction of the trade deficit. 

Macroeconomic stability will be achieved by ensuring social and political stability in the 
country, efficient use of internal resources and developing capacity. 
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Macroeconomic stability will be assessed by the following key quantitative parameters: 

• ensure economic growth of not less than 7.0 percent; 

• curb inflation within the planned range – it should not exceed single digits; 

• keep the budget deficit within 5.0 percent of GDP; 

• hold the public debt to GDP ratio at a level not to exceed the threshold of economic 
security; 

• ensure full and timely implementation of all public guarantees. 

To achieve these objectives, the Action Plan for 2013 on the implementation of the 
Program of the Government of the Kyrgyz Republic (Decree of the Government of the Kyrgyz 
Republic of March 5, 2013 № 111) was prepared and adopted. It captures the priorities of 
stabilizing the situation in the economy, and solutions, as well as projects aimed at developing 
the country's economy in 2013 and in the medium term. The Plan addresses the most pressing 
current issues, creating a sustainable platform for economic reform and stabilization of 
individual sectors of the economy, which will help restore investor confidence in the country. 

Fighting Corruption 

The Decree of the President of the Kyrgyz Republic No 26 dated 2 February 2012 approved 
the National Strategy for Anti-corruption Policy of the Kyrgyz Republic, which includes analysis of 
the current situation and identifies the main principles, components and mechanism of its 
implementation.  

In this connection, in order to take drastic measures on combating corruption, to minimize its 
impact on the economy and strengthen improvements in the country’s investment attractiveness and 
image of the government institutions, the Anti-corruption Service of the State Committee on National 
Security (ACS) was created in December 2011; this Service was tasked with identification, 
prevention and suppression of corruption crimes in all areas of public administration. 

Initially, the attention was focused primarily on the implementation of a set of measures 
aimed at hampering growth in further corruption via criminal prosecution and ensuring public access 
to information. As a result, the ACS has managed to involve the public at large and civil society in 
the state anti-corruption program. Each criminal case is now a subject of wide public discussion, 
which has formed a zero-tolerance attitude towards corruption in the population and has built up 
public confidence in the authorities. There is an environment of civic control over the detected 
corruption crimes. 

The Government of the Kyrgyz Republic has been undertaking a systemic approach in the 
implementation of corruption control. In particular, the main efforts are focused on identification and 
elimination of conditions that facilitate corruption, excessive contacts between citizens and officials, 
and ineffective practices in public administration. 

The Government of the Kyrgyz Republic has shown its determination and commitment to 
fight corruption by adopting Resolution No 596 on 30 August 2012, which stipulates the 
Government Anti-corruption Program and Action Plan for 2012-2014.   
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The Program is based on three broad priorities:   

• Elimination of corruption schemes;  

• Reform and modernization of public administration in order to increase transparency 
and accountability in public procurement; 

• Interaction of public bodies with the civil society. 

The Action Plan includes activities with due regard for their prioritization, as well as 
specific timelines, responsible public bodies and preliminary estimates for their implementation. 
The Resolution also stipulates monitoring and evaluation arrangements, according to which an 
implementation progress of the Program and Action Plan will be regularly discussed and 
progress monitored every six months at sessions of the Government of the Kyrgyz Republic. 

In order to ensure efficient control over the implementation of the country’s anti-corruption 
strategy, on the basis of international experience reviewed by the Government of the Kyrgyz 
Republic, an activity in progress is the discussion of arrangements to establish a permanent inter-
departmental anti-corruption working group. This measure will organize timely interaction between 
public bodies both on the implementation of the Anti-corruption Program and Action Plan and other 
issues related to this topic.  

Among the multiple initiatives of the Government of the Kyrgyz Republic within the anti-
corruption policy, one can note the following: 

• Reduced number of inspecting bodies from 21 to 12; 

• Introduced single register of state services; 

• Abolished mandatory technical inspection of motor vehicles; 

• Abolished power of attorney for driving motor vehicles; 

• Eliminated monopoly on production of national passports with the respective 
functions transferred to the state;   etc. 

Taking into account the need to stimulate and activate the civil initiative, a draft law ‘On 
Incentives for Citizens Informing on the Facts of Corruption’ was developed to stipulate a 
monetary remuneration in the amount of 20 percent of the amount of loss compensated to the 
state. 

In order to streamline and strengthen the legislative framework on corruption crimes, 
including the one which relates to the judicial system, the ACS has developed a package of 
legislative acts that entered into force in August 2012: 

• The Law of the Kyrgyz Republic ‘On Corruption Control’ No 153 dated 8 August 
2012; 

• The Law of the Kyrgyz Republic ‘On Amendments and Addenda to a Number of 
Legislative Acts of the Kyrgyz Republic’ No 164 dated 10 August 2012 (The 
Administrative Code of the Kyrgyz Republic, the Criminal Code, the Code of 
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Criminal Procedure, laws of the Kyrgyz Republic ‘On Prosecution Bodies’, ‘On 
Operational-Investigative Activities’, ‘On Public Procurement’, ‘On Declaration and 
Publication of Data on Income, Liabilities and Assets of Persons at Political and 
Other Special Public Posts and their Close Relatives’, ‘On the Civil Service’, ‘On the 
Local State Administration’, ‘On the Local Self-Governance’, ‘On the Municipal 
Service’); 

• The Constitutional law of the Kyrgyz Republic ‘On Amendments and Addenda to the 
Constitutional Law of the Kyrgyz Republic ‘On the Status of Judges of the Kyrgyz 
Republic’ No 167 dated 10 August. 

Moreover, based on the findings of anti-corruption expertise of the current legislation, 
which entailed analysis of corruption risks and instigated criminal cases within the process of 
introducing anti-corruption models in the mining sector management and customs service, the 
ACS submitted the following legislative initiatives: 

• Draft Resolution of the KR Government ‘On the Draft Resolution of the KR Jogorku 
Kenesh ‘On Established Rates of Customs Duties on Goods Exported from the 
Kyrgyz Republic’ that will help to streamline export of non-ferrous metals and 
eliminate corruption risks at the stage of legalization of external economic 
transactions; 

• In order to preclude conditions for unjustified provision and use of financial benefits 
by the entities of the free economic zone ‘Bishkek’, a set of activities is being 
implemented to develop a legislative act, which is expected to be approved before the 
end of this year. 

Along with the above, taking into account the fact that corruption constitutes a significant 
threat to the economic security of the State; the Government of the Kyrgyz Republic also focuses 
its attention on important elements of economic security such as food, energy, financial and 
environmental security.  

The work of various public bodies on these issues, timely identification, analysis and 
accurate assessment of potential risks and possible consequences as well as informed decision-
making, will prevent considerable losses in various branches of the economy in the future. 

Also, to fight corruption in public finance management, the State Enterprise ‘Info-
systema’ under the Ministry of Finance has developed and introduced a government information 
portal okmot.kg, where the following information systems and tools have been launched: 

1. An electronic procurement system (zakupki.okmot.kg); 

2. An economic map (map.okmot.kg); 

3. ”Open Budget” portal (budget.okmot.kg). 

Judicial Reform 

The Government is committed to improving the rule of law in the Kyrgyz Republic via 
improved judicial protection of interests of individuals and legal entities. Following the 
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constitutional changes, the Government has focused on strengthening the judiciary system as one 
of the main building blocks of the legal system. Good progress was achieved in the process of 
selection and appointment of judges. To date, Supreme Court judges are elected on a competitive 
basis and in a transparent manner; the competition involves all candidates that comply with the 
requirements of the law on professional and other characteristics of candidates. The process of 
selection of the Constitutional Chamber members at the Supreme Court continues and the 
competition of judges for local courts has started. In order to guarantee of impartial trials and 
access to well-functioning courts, the Judicial Reform Council under the KR President, which 
comprises of members of Jogorku Kenesh (Parliament), members of the Government, specialists 
from various branches of law and scholars of law, approved the Strategic Action Plan on Judicial 
Reform, which identifies necessary measures to address issues of justice.  

This plan was prepared in order to implement the provisions of the Presidential Decree 
On the Measures to Improve Justice in the Kyrgyz Republic’ No 147 dated 8 August 2012. The 
Decree identifies priorities for the judicial reform on the basis of recommendations developed in 
the multilateral dialogue. The decision that the Judicial Reform Council approves the Action 
Plan was signed by the President who is the Chairman of this Council. The judicial reform 
Action Plan, which was approved by the Council, identifies actionable steps towards the 
implementation of judicial reform priorities. The Plan includes specific measures, timeframes 
and budget allocations for their implementation. The Judicial Reform Council is committed to 
the implementation of priority reforms included in the Judicial Reform Strategic Action Plan and 
will ensure well-coordinated functioning and interaction of public bodies and judicial self-
government bodies, in the implementation of the main components of judicial system 
improvements in the Kyrgyz Republic as well as related institutes.  

Public Procurement Reform 

At present, a draft law ‘On Public Procurement’ is being finalized. It will prevent close 
relatives of civil servants from participating in tenders, and improve transparency, economy and 
efficiency in line with international best practices. 

Further, the Public Procurement Strategy has been finalized, which aims at rational use 
and saving of public funds, ensuring transparency and openness of public procurement 
procedures, encouraging and developing competition among suppliers (contractors), thus 
enhancing competitiveness of local suppliers. The Public Procurement Report for FY 11 on the 
use of funds was published on the website of the Ministry of Finance of the Kyrgyz Republic 
with the objective of increasing transparency. 

The objective of this Strategy is to identify promising areas for further development of 
the public procurement system and in the medium-term perspective to conduct a range of 
interrelated organizational, legal and institutional activities, aimed at further development of the 
public procurement system in the Kyrgyz Republic, including e-procurement in the light of a 
significant increase in the volumes of public procurement and its growing impact on the 
country's economy. 

The Government is committed to approve the revised law ‘On Public Procurement’ by 30 
June 2013, including appropriate secondary legislation (rules and regulations); establish an 
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Independent Public Procurement Regulatory body and an Independent Complaint Review Board; 
improve and continue to publish Public Procurement Reports in the coming years that will 
include information on the use of funds and compliance with the Procurement Law by the 
procuring entities that could be seen through sample compliance tests.  

Public Finance Management and Fiscal Policy 

Political events affected the 2010 budget, which was preconditioned by a significant 
increase in additional budget expenditures, mainly for rehabilitation activities after April and 
June events in the south of the country and social payments to victims. Nonetheless, as a result of 
constructive cooperation between the Government and the donor community on the issues of 
budget support, the government deficit in 2010 was 4.8 percent of GDP, which was less than 
expected. 

In 2011, budget expenditures increased significantly as a result of an increase in salaries 
for workers of the social sector and law-enforcement agencies, rehabilitation activities in the 
southern part of the country and increased financing for development projects. To reduce the 
budget deficit, the Government has developed a number of measures to attract additional sources of 
budget revenues alongside with collection of tax revenues, which had a positive impact in terms of 
restraining the budget deficit. As compared to initially projected budget deficit of 7.5 percent of 
GDP in 2011, the actual deficit was 4.8 percent. A significant budget deficit necessitates its 
optimization by improving traditional mechanisms, as well as searching for alternative revenue 
sources. 

In general, the country's budget remains to be socially-oriented. Growth in the socially 
vulnerable group of the population and increased poverty in 2010 led to an increase of social budget 
expenditures in 2011, up to 43-45 percent of total expenditures from the republican budget. 

The main goal of public expenditure policy for the next three years will be to provide full 
and timely financing of all social guarantees of the state and create favorable conditions for 
economic growth in the interest of poor segments of the population. 

The Government recognizes the importance of initiating budget consolidation. The 
consolidation strategy includes measures aimed at increasing revenues and constraining expenditure 
growth. 

Budget revenues will be increased in the mid-term through: (i) improving customs 
administration by transferring the majority of imported goods for customs clearance purposes 
from weight evaluation to price evaluation; (ii) abolishment of certain privileges for VAT; (iii) 
revision of the excise policy; (iv) reform of non-tax payments aimed at streamlining public paid 
services and effective management of state-owned property and natural resources. 

The Government set up the following tasks to reduce the fiscal deficit and streamline 
expenditures: (i) improve budget planning; (ii) tighten the process of monitoring public 
expenditure efficiency; and (iii) enhance budget legislation. 

The major priority will be a reform of the public finance management system, 
enhancement of budget discipline and transparency in the use of budget resources. 
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Public finance management reform measures include: (i) development of a system to assess 
economic efficiency; (ii) phased transition to program budgeting; (iii) comprehensive training of 
staff of pilot ministries on sectoral analysis and program budget development; (v) introduction of 
electronic tendering in public procurement; (vi) establishment of a single centralized system to 
manage financial resources allocated for capital construction (CCM). 

The reforms in the public finance management system (PFM) in the Kyrgyz Republic 
have been implemented within the Mid-term Action Plan on Public Finance Management Reform 
of the Kyrgyz Republic approved by the Decree of the President of the Kyrgyz Republic No 396 
dated 22 October 2009.  

This Action Plan is aimed at ensuring necessary improvements in the budget process and 
addressing specific problems, and represents the continuation of the public finance management 
system modernization based on the initial plan approved by the KR President's Decree No 337 
dated 26 June 2006. 

The implementation of the above-mentioned Action Plan targets resolving problems in 
the public finance management system and fixing deficiencies in the budgeting process as a 
whole. The plan serves as a platform for further significant modernization in the PFM system. 

However, in the light of recent changes and further improvements of the public finance 
management system, there is a need to revise and update the Mid-Term Action Plan on Public 
Finance Management Reform in the Kyrgyz Republic. 

On the basis of achieved progress, evaluation of further perspectives, and due to the 
introduction of a reliable system of monitoring and evaluation for the implemented reforms, ‘the 
Mid-term Action Plan on Pubic Finance Management Reform in the Kyrgyz Republic’ was 
revised and updated in the Kyrgyz Republic (the KR Government Resolution No 675 dated 3 
October 2012 approved the Mid-term Action Plan on Public Finance Management Reform for 
2012-2015). 

The reform process is aimed at achieving three comprehensive outcomes: (i) a reliable 
budget with predictable resources; (ii) improvements in controls and establishment of a 
management reporting system; (iii) improved linkages between policy priorities and annual as well 
as mid-term planning. 

In light of recent changes, the draft Budget Code of the Kyrgyz Republic was prepared to 
ensure an effective and transparent public finance management system, establish adequate legal 
norms for budget formulation, which are consistent with the national interests, and introduce best 
international budget system practices. The draft Budget Code was submitted to Parliament on 15 
October 2012 and is expected to be adopted in 2013.  In order to protect the interests of the state 
and citizens of the Kyrgyz Republic, as well as to increase transparency of sovereign guarantees, 
a resolution regulating the issuance of sovereign guarantees, which makes them subject to the 
same principles defined for public borrowing in the Budget Code, will be approved by May 
2013. Accordingly, each sovereign guarantee will be issued and approved by the government 
with a prior approval by the Parliament.   
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As reflected in the Budget Code, the internal audit will be strengthened by establishing 
(a) an independent Council, which will monitor the independence of internal audit, prepare 
proposals on strategy and internal audit methodology; (b) a system of public internal control and 
financial management and control; and (c) establish internal audit units in public bodies and 
agencies based on international professional standards. 

A transfer to a two-tier budget has been implemented to improve the inter-budget relations, 
where the concept of ‘local budgets’ in the system of inter-budgetary relations includes budgets of 
local communities of an aiyl (village), a settlement, a town, the formulation, approval and execution 
of which are performed by local self-governments. The deduction rates from general government 
taxes have been revised (income tax, patent-based taxes), as the receipts may be affected by local 
self-governments when they create jobs and conditions for small business development. This will 
enable the strengthening of local budgets at the expense of their own funds; stimulate an interest 
in local self-governments, in increasing their revenue potential and improving expenditure 
efficiency. Implementation of financial decentralization reform assumes formulation and 
execution of local budgets directly by local self-governments. 

To stimulate enhancement of the economic capacity in local communities and increase the 
role and responsibility of local self-governments in the intergovernmental fiscal relations the work 
will be continued in the following areas: (i) improvement of legal acts which regulate the system of 
inter-budgetary relations; and (ii) improvement of the system of inter-budget transfers based on 
mid-term planning of local budgets. 

Continued efforts are being undertaken to ensure public finance transparency, cooperation 
with a number of non-governmental organizations on issues of budget transparency and access for 
citizens to budget information. In this area, the focus will be on the formulation of annual civil 
budgets. 

It is expected that in the medium-term the current expenditures will be covered only by 
current revenues. 

Reform of Social Protection 

The Social Protection Development Strategy for the 2012-2014 and the Medium-term 
Development Plan identify the following key issues in the area of Social Protection: (i) weak 
targeting of social assistance (all programs combined), resulting in inadequate support to the 
truly needy population, and (ii) the high level of institutionalization in the social protection 
system. A set of priority measures to tackle these issues has been identified as follows:  

(i) Improve coverage and adequacy of poverty-targeted social assistance. This will be 
achieved by budgeting necessary funds to finance monthly benefits for poor families, 
including children’s benefits, increasing the Guaranteed Minimum Income (GMI) in 
2013 and 2014 by at least 10 percent a year in addition to the amount of GMI 
established on 1 November 2012.      

(ii) Gradually reduce the share of social assistance expenditures spent on categorical 
programs.  This will be achieved via nonproliferation of the number of beneficiary 
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categories and maintain amounts of monetary compensations instead of benefits at 
the 2010 level.  

(iii) Prioritize and focus limited resources on the most critical areas in social protection. 
A gradual reform of a child protection system with the focus on de-institutionalization is an 
immediate priority.  

Reform the system of social services financing to shift from the current budget planning 
focused on residential institutions to a result-based financing. Measures will include costing of 
services, which is an important element in this reform. 

Energy Sector 

The power sector of the Kyrgyz Republic has significant growth prospects. The country 
has abundant and relatively inexpensive hydropower potential that could result in profitable 
exports of power. However, this potential remains largely unrealized. The sector faces serious 
challenges, including lack of financial viability, undermined power supply reliability, weak 
governance and lack of transparency.  

The power sector overall and its entities are not financially viable. The major cause for 
this is the low levels of tariff, which is significantly below the level of cost recovery. The 
operational performance of the sector is also poor. Particularly, commercial and technical losses 
continue to be high (at around 21 percent), despite their reduction in recent years.   

Due to aged power sector infrastructure and years of under-maintenance, the sector has 
sizable investment needs to prevent fatal failures and extended outages. The number of accidents 
and failures of power equipment significantly exceeds the established norms, especially during 
winter peak demand. The increasing prices for hydrocarbons and low tariffs for electricity lead to 
larger reliance of residential customers on electric heating, which further increases demand 
during winter peak and undermines power supply reliability. 

The power sector suffers from weak governance and lack of transparency. Financial 
flows and electricity consumption are not recorded or reported in a comprehensive manner, 
undermining the credibility of reforms. Additionally, managers in the sector entities are not 
selected through a well-defined competitive process, and their contracts are not performance-
based.  

To address the challenges of transparency and governance in the sector and its regulatory 
environment, the Government adopted the Medium-term Power Sector Development Strategy on 
28 May 2012. In accordance with this Strategy, Government policy will be focused on three 
main areas: (i) improvement of governance, regulation and transparency of the power sector; (ii) 
improvement of power sector financial viability; (iii) increase in volumes of power generation 
and export, improvement in reliability of power supply, and implementation of investment 
projects. 

The Government has already undertaken a number of steps towards these areas. The 
Government made some urgent investments. These include construction of 500kV Datka 
substation and 220kV lines to extend the power supply to the southern regions at a cost of 208 
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million US dollars; introduction of modern metering and automatic data acquisition system and 
reconstruction of system-level substation for 44.8 million US dollars; 500kV Datka-Kemin line 
and 500kV Kemin substation with associated works at a cost of about 390 million US dollars to 
sustain the power supply to the northern part of the country without dependency upon 
neighboring countries' power grids, which was a cause of several black-outs in the winter of 
2011; rehabilitation of Toktogul HPP for 55 million US dollars and the reconstruction of 
substations in Bishkek and Osh cities for 23.08 million US dollars. 

Another implemented measure is the introduction of the Fuel and Energy Sector 
Transparency Initiative (FESTI) aiming to improve transparency and governance within the 
sector and ensure greater public participation and transparency. Under FESTI, a Supervisory 
Council with the involvement of the civil society has been established and is currently 
operational.  

The Government has also adopted a time-bound Action Plan to enhance the transparency 
and accountability of power sector entities and strengthen their governance.  The Action Plan 
envisages: annual financial audits of power sector entities in accordance with international 
financial reporting standards and publication of the audit reports; establishment and maintenance 
of interactive websites for the Ministry of Energy and Industry, the Regulatory Department for 
fuel and energy sector under the Ministry of Energy and Industry and the sector entities in order 
to publish key power sector statistics to ensure that procurement of fuel resources is conducted 
through  transparent and competitive bidding; maintenance of escrow accounts for power export 
revenues; and ensuring that selection of the top management of public power sector entities is 
done through transparent and  competitive procedures. Decisions have been adopted to revoke 
licenses from intermediary distribution companies. 

Going forward, the Government is committed to implement the Power Sector 
Development Strategy, focusing on its three main pillars, and the related Action Plans. Under the 
first pillar – improving governance, regulation and transparency of the power sector – the 
Government commits to:  

• Make efforts in the clear delineation of functions on policy setting and clear 
identification of independent regulatory bodies, governance structure and 
accountability in the energy sector. The law ‘On Electricity Sector’ is under 
preparation.  The new Law will clearly delineate the roles and responsibilities of 
various ministries and agencies, including the Ministry of Energy and Industry, the 
State department on regulation of the energy complex, the State Property Fund, etc. It 
will allow for the setting up of an independent settlement center that will provide 
independent accounting of the power flows at the wholesale market. 

• Implement the recently adopted transparency Action Plan which targets improving 
the corporate governance in the energy companies, including (a) selection and 
appointment of senior managers in the state-owned energy companies through a 
transparent and competitive process, (b) implementation of management contracts 
(pilot it with a selected company) with proper incentives tools. 

Under the second pillar – improving power sector financial viability – the Government 
commits to: 
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• Ensure that the power sector is financially sustainable by reducing sector losses and 
ensuring adequate revenues for sector companies to adequately maintain the existing 
infrastructure and to service the debts.  

Under the third pillar – ensuring a reliable power supply – the Government commits to: 

• Implement critically important investments in the power sector as reflected in the 
GOK's strategy. Given the large investment needs of the sector, the GOK will seek 
donors' support in prioritizing and financing these investments. A specific focus will 
be placed on the technical maintenance of the existing assets as well as on 
investments in construction of high voltage transmission lines to facilitate power 
trade and ensure access to export markets for the Kyrgyz summer power surplus. 

Mining Sector 

The mining sector has been an important source of both export and fiscal revenues for the 
Kyrgyz Republic for the last two decades.  However, over 90 percent of these revenues have 
consistently come from one gold mine, Kumtor, hence policy and institutional reforms are 
needed to improve the investment climate for mining sector and to increase exploration and mine 
development. A specific challenge is the distribution of rights for the available mineral resources 
to make it a transparent and an acceptable process to the communities in the areas of potential 
mining sites as well as to the general population of the country Accordingly, a new law ‘On 
Subsoil Use’ is planned to be adopted and implemented.30 This new law provides a better 
internationally competitive framework for mining companies that are considering investing in 
the Kyrgyz Republic.  It also contains the methodology by which different land areas — 
including areas where the existence of mineral resources are not known —  are allocated to 
mining investors.  

It will still be necessary to accommodate the demands and requests of local communities 
and local governments in the areas of known deposits as well as new areas under exploration. 
New regulations ought to be developed in 2013 that include the concept of consultation 
processes that must be undertaken by mining companies and the Government of the Kyrgyz 
Republic with potentially impacted mining communities and lower level governments before 
mining activities can begin.  With the new law ‘On Subsoil Use’ and regulations in place, it will 
be possible to start a process of tendering or auctioning of known mineral resources. 

Financial Sector 

After difficulties in the financial sector that took place in 2010, the Kyrgyz Republic 
banking system regained stability in 2011, and the renewed growth has continued into 2012.  
While three commercial banks31 remain under conservatorship and continue to face pending 

                                                 
30 Subsequent to receipt of the signed LDP, the Government has informed us (Letter No. 16-2-2/5549 dated June 4, 
2013) that the law “On Subsoil Use” was adopted in 2012, and requested that this information be reflected. 
 
31 This figure does not include OJSC "Ak-Bank", which is also in conservation, but its license to conduct banking 
operations was revoked in accordance with the NBKR Board Resolution № 33/1 of 31.10.2005 
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litigation, conservatorship was discontinued in the 4th bank following the settlement with an 
owner who injected additional capital and appointed new management team in the bank. 

The challenges faced by the banking system during 2010-2011 highlighted several 
immediate priority actions in order to strengthen and enhance the financial sector’s stability, 
especially to: (a) reinforce supervisory function of the National Bank by enhancing NBKR's 
capacity to supervise and regulate the banking sector,  improve the effectiveness of timely 
responses to the deteriorating situation and settlement of situations with problem banks, improve 
the regulatory and supervisory framework in line with Basel international standards; (b) 
strengthen the Deposit Protection System (DPS) legal framework which improves Deposit 
Protection Law by submitting amendments to the law in line with the best international practices; 
(c) complete the privatization of Zalkar Bank in line with international best practices, or take 
appropriate measures in accordance with legislation; (d) resolve problems of banks currently 
under external management; and (e)  undertake measures on strengthening corporate governance 
requirements and risk-based management in the banking sector. 

Policy priorities also include measures that enhance access to finance given the limited 
financial intermediation in the Kyrgyz Republic. Stronger consumer protection and improved 
financial literacy will also improve the quality of financial services. 

Private Sector Development 

The private sector in the Kyrgyz Republic is facing important constraints in the business 
environment.  Despite recent legal and regulatory reforms regarding business registration, some 
weaknesses in the regulatory and institutional frameworks still remain.  In addition, there are 
gaps between laws and implementation in many areas. These gaps could be due to (a) a lack of 
transparency; (b) a lack of dissemination of reforms; and (c) a lack of private sector’s knowledge 
on how to use the system, etc. 

In order to overcome these key obstacles in private sector development, the government 
has simplified laws, regulations and procedures which led to an improvement in the ranking of 
the Kyrgyz Republic in international indicators. For example, in the area of starting a business, 
the Kyrgyz Republic is currently ranked 17 by the 2012 Doing Business report. 

Nonetheless, the Government is still working on enhancing implementation, 
strengthening the institutional framework and promoting proper dissemination of all regulatory 
reforms.  In order to introduce further clarity to businesses in the area of starting a business, the 
Government has reduced discretion on the part of government officials that provide services to 
entrepreneurs and has improved transparency and is currently working on the preparation, 
issuance and adoption of an Order of the Minister of Justice that mandates the registry offices in 
the process of a registration to use a receipt and checklist to clarify on what basis a registration 
application can be rejected. Simultaneously, this receipt and checklist serve as a set of uniform 
registry instructions for the applicant on how to proceed in the event if there are any missing 
documents. 

The implementation of a Risk-Based Inspections Module (Proverka.kg) under the 
Ministry of Economy is underway.  This is an important area of a reform which addresses one of 
the most significant burdens that businesses face – frequent and arbitrary inspections.  A 
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resolution was adopted in February 2012 which mandated all inspectorates to develop risk-based 
criteria which will upgrade a system of inspections. The Proverka.kg website which is designed 
to facilitate risk-based inspections was launched on 25 August 2012.  It is being piloted in two 
inspectorates and in the Ministry of Economy. Trainings will be provided to controlling 
agencies, and the system will be further refined and expanded following the pilot testing. 

Moving forward, the Government will focus on other areas with remaining weaknesses in 
the existing legal and regulatory framework, or where there are gaps between laws and their 
implementation. Some of the reforms relate to areas of insolvency and creditor rights, 
strengthening the protection of the rights of investors and the responsibilities of company 
directors, and improving enforcement mechanisms through strengthening alternative dispute 
resolution mechanisms (arbitration and mediation).  

Public Assets Management 

Today, public attention is focused on the issues of privatization. One of the priorities in 
the Ministry of Economy’s policy is to ensure transparency and openness of the privatization of 
public assets.  

The Government Resolution No 601-p dated 25 December 2012 stipulates that 
information on the process and results of the public assets privatization bidding are to be placed 
in government publications and also broadcasted by OTRK, ElTR, ‘Channel 5’ and ‘Pyramyd’. 

In addition, the Ministry of Economy prepared and initiated the approval procedure for 
the KR Government Resolution ‘On Approved Regulation on the Procedure of Electronic 
Auctions in the Kyrgyz Republic’. The draft resolution stipulates automation of the auction 
procedure on the sale of state facilities via the introduction of information and communication 
technology and by launching an electronic trade platform. Implementation of e-auctions will 
minimize any interference in bidding processes and ensuring fairness and impartiality in the 
buyer’s selection process. 

Moreover, 30 November 2012 saw the establishment of the Inter-departmental 
Committee (No 804 dated 30 November 2012) on the streamlining of state-owned enterprises’ 
activities. The Committee includes representatives of the civil society and is supposed to give 
independent and impartial opinions about the deficiencies and bottlenecks of the SOEs’ work, as 
well as develop specific proposals on improving their economic effectiveness.  

An objective has also been set up to enhance the management of SOEs’ expenditures. In 
particular, this year will see the work on restructuring of non-profile assets of state-owned 
companies. 

The Ministry of Economy has been working jointly with the State Property Fund, to 
elaborate on the development of a single database of public assets.  

At present, the Ministry of Economy has started work that targets development of 
regulatory and methodological documents on the recording and inventory-taking of public assets.  
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Within the work on the institutional framework for public assets recording and inventory-
taking, there is a need to develop a classifier of the main assets, methodology of inventory-taking 
and recording of certain types of public assets (real estate, road and transportation facilities, fuel 
and energy assets, energy and natural resources, water works and infrastructure, agricultural 
facilities, etc.). 

At the same time, the State Property Fund has reached an agreement with the World Bank 
that had expressed its readiness to provide a grant for automation of the public assets inventory-
taking process within the Improved Public Assets Management project (the project will finance 
procurement of a relevant equipment to the amount of USD 60,000). 

PROJECTED COUNTRY DEVELOPMENT TARGETS 

In the medium term (2014-2016) sustainable economic growth will be achieved through: 

• Improving the competitiveness of the national economy by conducting fundamental 
reforms to improve the business environment; 

• Implementation of a new fiscal policy, and optimization of public expenditure; 

• Building a transparent and effective system of executive power, free from the influence 
of corruption. 

The medium-term macroeconomic objectives will be achieved through the implementation 
of investment projects, efficient management of public assets of the country, and reform of state 
regulation to encourage all sectors of the economy. 

Economic growth will be supported by all sectors of the real economy, forming the country's 
GDP. The maximum contribution is expected to be from the service industry facilities and entities. 

The Government of the Kyrgyz Republic will develop a system of measures aimed at 
mitigating possible shocks on the economy as a result of deterioration in the global economic 
situation. 

The most important internal preconditions for successful implementation of macroeconomic 
policy are: 

• Social and political stability in the country; 

• Implementation of coordinated monetary and fiscal policies; 

• Strengthening the banking system and deepening financial markets; 

• Achieving real GDP growth as a result of growth in services (6.6 percent), agriculture 
(2.5 percent), industry (7.7 percent) and construction (17.1 percent); 

• Further promoting structural reforms in priority areas of economic development; 

• Improving business environment by reducing state interference into the economy; 

• Establishing a favorable investment climate for inflows of domestic private and foreign 
investment into the country's economy; 
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• Attracting and promoting foreign direct investments in large national projects (mining, 
metallurgy, electric power, transport and communications); 

• Putting in operation new gold deposit mines; 

• Improving livestock productivity and yield of agricultural crops; 

• Growth in business activities of economic entities under an improved investment climate; 

• Promoting tourism products of Kyrgyzstan in global markets for further development of 
tourism; 

• Reducing the external debt burden; 

• Fighting corruption and enhancing quality of public administration; 

• Legalizing an informal economy; 

• Expanding external economic cooperation. 

External risks, which may affect GDP growth in 2014-2016, include: 

• Worsening global economic situation (dependence on world prices for gold, energy and 
other primary materials); 

• Dependence on the growth of the economies of neighboring countries (Russia, 
Kazakhstan, China); 

• The openness of the economy, which is highly exposed to external shocks; 

• Dependence of the domestic market on imports of food products (flour, oil, sugar, 
cereals, etc.), fuel; 

• Growth of world food prices (according to the United Nations Food and Agriculture 
Organization, the prices of food staples in the medium and long term will remain 
relatively high for the next decade. According to the 2011 Agricultural forecast of OECD 
and FAO, world prices of rice, wheat, corn and oilseeds in the five years period of 
2015/16-2019/20 in real terms will be higher 40 percent, 27 percent, 48 percent and 36 
percent compared to the previous five-year period);  

• Introduction of the conditions of the Customs Union (higher prices for imported goods 
from other countries, reducing re-exports from China and others); 

• Reduction of jobs in Russia and Kazakhstan due to a tightening of immigration laws. 

In the mid-term, it is assumed that the implementation of coordinated monetary and fiscal 
policies aimed at enhancing macroeconomic stability trends and a moderate tariff policy will 
hold overall inflation at the level of single digits in the absence of shocks. Meanwhile, there are 
certain risks related to the increased impact of external and internal factors, which may make it 
difficult to achieve target indicators, as well as the risk of a price spiral for food commodities as 
a result of an increase in demand for these goods under a relatively slow growth of agricultural 
goods production. 

We are convinced that the priorities of our economic program for 2012 and development 
of the Mid-term Country Development Strategy are the most important objectives in order to 
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ensure a sustainable and successful future of this country. We hope that the World Bank will find 
it possible to provide assistance to the Kyrgyz Republic in the amount of US$30 million32 to 
implement the first phase of the WB Program ‘Development Policy Operations’. 

Sincerely, 

Prime Minister 

of the Kyrgyz Republic        J. Satybaldiev 
  

                                                 
32 Subsequent to receipt of the LDP, a decision was taken by the Bank to reduce the amount to $25 million. 
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ANNEX 2: MATRIX OF POLICY AND INSTITUTIONAL ACTIONS AND EXPECTED OUTCOMES AND 
MONITORING INDICATORS  

 
Objectives DPO 1 

(Actions Taken) 
DPO 2 

(Triggers) 
Expected Outcomes 

(Monitoring Indicators) 
 

Pillar I: Strengthening Governance and Anti-Corruption Reforms 

Governance/anti-
corruption reforms 
 
 

 

Government, through Resolution No. 596 
dated August 30, 2012, adopted the Anti-
corruption Program and Action Plan for 2012 
– 2014 and has established a framework for 
monitoring its implementation that includes 
independent experts and non-governmental 
organizations. 
 
The Presidential Decree No. 147 dated 
August 8, 2012, “On the Measures to 
Improve Justice in the Kyrgyz Republic,” has 
established the Judicial Reform Council and 
identified priorities for judicial reform. The 
Judicial Reform Council under the President 
approved a Strategic Action Plan on 
reforming the judicial system (Resolution No. 
2, dated October 12, 2012). 

Implementation of the anti-corruption Action 
Plan and the establishment of the monitoring 
and evaluation arrangements for its 
implementation. Establishment of an 
institutional mechanism for coordination of the 
anti-corruption policy among all branches of the 
state. 

Implementation of priority reforms included in 
the Judicial Reform Strategic Action Plan.  

• Semi-annual report on implementation of 
the anti-corruption action plan.  
Base: No report 
Target: Implementation report published 
semi-annually.  
 

• Global Competitiveness Index 
(Institutions Pillar Rank) by World 
Economic Forum  Overall 
Base: rank 137 out of 144  
Target: rank 120 out of 144  
 

• Judicial appointment process finalized 
Base: All judges (35) of the Supreme Court 
and all judges (11) of the Constitutional 
Chamber in place  
Target: Appointment of all local court 
judges (401) completed. 

Public Finance 
Management (PFM)  
 
Improve budget 
discipline and 
transparency in use of 
budget resources  

 
 

 
 
 
A Protocol of cooperation dated October 23, 
2012 signed between Ministry of Finance and 
the National Bank of the Kyrgyz Republic 
(NBKR), specifying the roles and 
responsibilities of the treasury, banking and 
accounting functions, and the oversight of 

 
 
 
 
 
 
 
 
 

 
 
 
Increased budget transparency in budget 
planning and execution. 
 
• PEFA PI-234.  Composition of 

expenditure out-turns compared to 
original approved budget. 
Base: C  

                                                 
34 Public Expenditure and Financial Accountability Assessment. 
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Objectives DPO 1 
(Actions Taken) 

DPO 2 
(Triggers) 

Expected Outcomes 
(Monitoring Indicators) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

payments/settlements, including the financial 
and information security controls for 
operation of the Single Treasury Account at 
the NBKR. 

Government, through Resolution No. 605 
dated September 4, 2012, delegated authority 
to approve a Unified Chart of Accounts to the 
Ministry of Finance of the Kyrgyz Republic, 
and through Order No. 177-П dated 
September 4, 2012 the Ministry of Finance of 
the Kyrgyz Republic approved a Unified 
Chart of Accounts.  

Government through Resolution No. 718 
dated October 15, 2012, “On Enactment of 
the Budget Code of the Kyrgyz Republic” 
submitted to Parliament a revised draft 
Budget Code that strengthens controls over 
non-allocated funds in the treasury, eliminates 
non-transparent reserve funds, advances the 
introduction of internal audit and medium 
term budgeting, and provides greater clarity 
to the overall budget cycle. 

The Prime Minister through letter No. 1-4118 
to the Speaker of Parliament dated November 
30, 2012, has requested an amendment to the 
proposed Budget Code that would require 
prior Parliamentary approval of the issuance 
of sovereign guarantees. 

 

 
 
Issue and approve a resolution regulating the 
issuance of sovereign guarantees that make them 
subject to the same principles defined for public 
borrowing in the Budget Code. 
  
Establish a Council33 on Internal Audit.  
The Ministry of Finance develops a 
methodology for internal audit, a regulatory act 
on the State System of Internal Financial 
Control, Code of Conduct for Internal Auditors. 
The Government will take a decision to establish 
internal audit units within public agencies and 
bodies that will work in accordance with 
international professional standards. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Target: B 
 

Efficiency of utilization of budget resources is 
increased 
 
 
 
 
• PEFA PI-21.  Effectiveness of internal 

audit. 
Base: D.  
Target: C.   

A stronger public internal financial control 
environment that ensures efficiency and 
effectiveness in the management of public 
resources. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
33 According to the current Law on Internal Audit passed in 2009 the Council has to be established to safeguard the independence of the internal audit services. 
The Council will have the following functions: a) develop a strategy and methodology on internal audit; and b) prepare an annual report on internal audit 
activities. 
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Objectives DPO 1 
(Actions Taken) 

DPO 2 
(Triggers) 

Expected Outcomes 
(Monitoring Indicators) 

 
 
Transparency in public 
procurement 

 
 
 
 
 

 

 
The Ministry of Finance published a Public 
Procurement Report on the use of the 2011 
allocated budget.  
 
Government, through Resolution No. 661 of 
September 27, 2012, adopted the Public 
Procurement Development Strategy for 2012-
2014 in line with international best practice. 

 
To bring procurement in line with international 
best practice: (i) approve a revised Public 
Procurement Law including the secondary 
legislation (rules and regulations) that meets the 
international standards; and (ii) establish an 
independent public procurement regulatory body 
and an independent complaint review Board. 
 
 

 

• Quality of the Public Procurement Law 
(PPL) and implementation capacity.   
Base: Public procurement reports are not 
published. 
Target: Public procurement process 
improved as evidenced by the  publication 
of annual public procurement reports by the 
MoF that include a section on compliance 
with the PPL through conducting sample 
compliance tests to document number of 
bidders and timeliness of public notification 
of procurement. 

Enhance transparency through proper reporting 
on use of public money; clarify roles and 
responsibilities of control bodies, reduced 
corruption in public procurement as evidenced 
by sample compliance tests. 

Pillar II: Sharpening competitiveness and enhancing the attractiveness for private investment 
Business environment 
 
Business startup and 
operations  
 
 
 
 
 
 
 
Access to finance   

 
 
Government through the Ministry of Justice 
issued Order No. 134 dated October 11, 2012, 
containing: (i) a checklist for registry offices 
to clarify on what basis a registration 
application for the establishment of a 
business can be rejected; and (ii) instructions 
that applicants will receive upon the first 
submission of all requests identifying what 
additional information is required. 

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
Improve potential access to capital and credit 
by: (i) Amending Article 77 of the Joint Stock 
Company Law to strengthen the responsibilities 
of company directors; and 
(ii) Submitting to Parliament amendments to the 
legal framework for secured transactions, and 
amendments to the insolvency law, consistent 

  
• Reduction in the number of days to 

register a business. 
Base: 20 days    
Target: Reduced by 10 days.  

 
 
 
 
 
 
• Extent of director liability (sub-indicator 

of the protecting investors indicator of 
DB) 
Base: score 7  
Target: score 8 

Improvement in the score of director liability 
will contribute to protecting minority 
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Objectives DPO 1 
(Actions Taken) 

DPO 2 
(Triggers) 

Expected Outcomes 
(Monitoring Indicators) 

 
with the 2011 Insolvency and Creditor Rights 
ROSC recommendations35.  

shareholder against directors’ misuse of 
corporate assets for personal gain.  
 
• Amended legal framework for debt 

resolution regimes 
Base: poor legal framework  
Target: legal framework amended 

Business inspections  Government, through Resolution No. 108 
dated February 18, 2012, introduced 
transparent, risk-based criteria for planning 
and conducting business inspections and has 
developed a risk-based inspections 
coordination module (Kontr Pro 3) within the 
MoE, including a database of businesses 
subject to inspection. 
 

Expand the risk based inspections coordination 
module (Kontr Pro 3) and business inspections 
databases within MoE and ensure they are used 
by a number of central apparatuses of 
controlling bodies located in the city of Bishkek.  

• Implementation of a risk-based approach 
to inspection that will lead to 
30%reduction by re-directing of focus on 
high risk businesses. 
Base:  No risk based approach to business 
inspections.      
Target: Risk based inspection used by MoE 
and pilots: 1. Vet., Sanitary and Phito-
Sanitary Safety and 2. Environmental and 
Technical Safety to manage risk based 
inspections, and further expanded to all of 
controlling agencies, and the info on 60% of 
businesses which are subject to inspections 
is in the database. 

Energy Sector 

 

 
 
 

 
 
 

 
 
. 

Increasing energy 
sector transparency, 
governance and 

Government, through Resolution No. 611 
dated September 7, 2012,  adopted an action 
plan to enhance transparency, accountability 

Adopt a comprehensive electricity law 
delineating functions of policy setting and 
independent regulation, and clarifying 

• Increased transparency – regular 
disclosure of the sector’s financial and 
operational performance indicators. 

                                                 
35These include: submitting amendments to the Insolvency Law, as well as the  Law on Arbitration that allow the use of arbitration in insolvency proceedings; 
enforce a stay on proceedings over secured creditors (with possibility of seeking an exemption from that stay under specific circumstances) for a limited time 
upon the filing of an insolvency case to give a viable debtor breathing space to rehabilitate itself; enact the UNCITRAL Model Law on Cross-Border Insolvency; 
establish legal provisions enabling to void a rehabilitation plan where its approval was procured by fraud; address the current lack of legal provisions requiring 
for the independent assessment of the rehabilitation plan; grant post-petition creditors an administrative priority over pre-petition creditors; amend the sanction 
proceedings to allow for the continuation of a business as a going concern instead of it only serving the satisfaction of the creditors’ claims; review the 
remuneration mechanism of insolvency administrators to encourage them to consider rehabilitation cases.  
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Objectives DPO 1 
(Actions Taken) 

DPO 2 
(Triggers) 

Expected Outcomes 
(Monitoring Indicators) 

 
accountability  and governance in the energy sector, 

including through: (i) carrying out annual 
audits of financial statements of  energy 
companies following international accounting 
practices and making the audit reports public; 
(ii) setting up and maintaining web-sites for 
the Ministry of Energy, the Energy 
Regulatory Department, and the energy 
companies; (iii) ensuring transparent and 
competitive procurement of fuel resources; 
(iv) maintaining escrow accounts for power 
export revenues for the National Electrical 
Grid of Kyrgyzstan Joint Stock Company and 
the Power Plants Joint Stock Company; and 
(v) selecting the general directors and 
executive bodies of the energy companies 
based on transparent and competitive 
procedures. 

governance structure and accountability 
arrangements. 
 

Base: No indicators are disclosed 
Target: Key operational and financial 
performance indicators of the sector and 
key decisions are regularly disclosed. 

Legislation approved clearly defining sector 
management and regulation framework. 
 

 

Financial Sector 
 
Reinforcement of the 
NBKR supervisory 
function and enhancing 
financial sector stability 

 

 
 
 

 
 
Revise regulations on PRAF to: (a) improve its 
effectiveness in terms of timely, adequate and 
consistent response to developments in banks, 
including supervisory actions to promptly 
address material deficiencies in corporate 
governance policies and practices; (b) establish 
clear thresholds for considering: issue of 
recommendations to banks for making 
improvements in their operations; take 

 
 
• Adoption of modern supervision methods 

(areas where supervision methods are 
improved)36  
Base: Supervisory framework lacking 
modern supervision methods. 
Target: The supervisory framework is 
appropriately based on the Basel norms and 
standards, and the NBKR’s capacity to 
supervise and regulate the banking sector, 

                                                 
36 In line with the Financial Sector Development Project, this will, at the minimum, include: (i) implementation of risk based supervision and key aspects of 
Basel II and Basel III; (ii) review and revision of supervisory processes, bank supervision manual, and quality control framework for on-site bank examinations; 
(iii) strengthening the package of off-site returns and early warning systems; and (iv) introduction of formal contingency planning and crisis management 
frameworks. 
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Objectives DPO 1 
(Actions Taken) 

DPO 2 
(Triggers) 

Expected Outcomes 
(Monitoring Indicators) 

 
corrective actions requiring banks to make 
improvements; and (c) take enforcement actions. 

address vulnerabilities in a timely manner, 
and resolve problem banks efficiently is 
enhanced. 

Strengthening of the 
Deposit Protection 
System (DPS) legal 
framework 

 Submit amendments to the Deposit Protection 
Law to Parliament 

• The Deposit Protection Law is in line with 
the best international practices without 
gaps and mismatches with other 
legislation and provides effective 
framework for DPS. 
Base: Deposit Protection Law not in line 
with international best practice. 
Target: Enhanced financial sector stability 
and effective framework for DPS, increased 
public confidence in banks as evidenced by 
increasing deposit/GDP indicator. 
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ANNEX 3: DEBT SUSTAINABILITY ANALYSIS UPDATE 

 
 

INTERNATIONAL DEVELOPMENT ASSOCIATION AND 
INTERNATIONAL MONETARY FUND 

 
Kyrgyz Republic - Debt Sustainability Analysis—Update 

 
Prepared by the Staffs of the International Monetary Fund  

and the World Bank 
 

Approved by Juha Kahkonen and Peter Allum (IMF) and  
Yvonne Tsikata and Jeffrey Lewis (World Bank)  

 
November 6, 2012 

 
Based on the Debt Sustainability Analysis update, the Kyrgyz Republic remains at a 
moderate risk of debt distress. The debt outlook has improved slightly, but stress tests suggest 
that country is still vulnerable to large exogenous shocks. Fiscal consolidation and prudent 
use of concessional loans, in particular in the energy sector, are key for keeping the debt 
outlook sustainable and improving debt ratios in the medium term.  
 
This joint Bank-Fund DSA update by Fund and Bank staffs reconfirms the moderate 
risk rating found in the last DSA (EBS/11/83, Supplement 2). The updated assessment 
incorporates: (i) the revised data on private sector debt since 2007; (ii) the higher borrowing 
for energy infrastructure (US$620 million compared to US$450 million expected previously) 
but on concessional terms as opposed to slightly nonconcessional terms in the last DSA; and 
(iii) a new loan from Turkey (US$100 million). Furthermore, the update factors in the 
completion of debt relief from Turkey (US$49.2 million) and Russia (US$188.9 million) in 
2012 instead of 2011, and a write off of a US$300 million debt from Russia over 10 years 
starting from 2016). The macroeconomic assumptions underlying the assessment have been 
revised to reflect temporarily lower growth in 2012, due to the deferral of a third of this 
year’s gold production to 2013-14, and consequently higher growth in 2013-14. Despite the 
changes introduced in this update, with the long term assumptions remaining largely the 
same, there would not be any significant impact on the debt indicators.   



 
 

100 
 

 

The projected debt ratios under the baseline and alternative scenarios generally point 
to better outcomes than projected last year. All external debt burden indicators in the 
baseline and alternative scenarios, except the ones related to the PV of debt to GDP in the 
most extreme shock (a combination of growth, export value, US dollar GDP deflator, and net 
non-debt creating flows as well as one time depreciation of KGZ Som of 30 percent in 2013), 
are well below the thresholds. Stress tests indicate that the Kyrgyz Republic still remains 
vulnerable to large external shocks and substantially less favorable assumptions. With regard 
to public debt, all debt indicators suggest a manageable debt outlook. The PV of debt to GDP 
ratio is gradually declining from 37 percent in 2012 to 32 percent in 2032. As in the previous 
DSA, alternative scenarios and stress test indicate that public debt is highly sensitive to 
shocks that reduce real GDP growth. 

Table 1. Underlying long term DSA Assumptions
2011 DSA Proj. 2012 DSA Update Proj.

Real GDP growth (in percent) 5.1 5.0
Growth of exports of G&S (U.S. dollar terms, in percent) 6.3 6.4
Growth of imports of G&S (U.S. dollar terms, in percent) 6.7 6.5
Primary Deficit (percent of GDP) 2.2 1.7
Inflation rate 4.1 4.0
Sources: Country authorities and staff projections.
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Sources: Country authorities; and staff estimates and projections.

Figure 1. Kyrgyz Republic: Indicators of Public and Publicly Guaranteed External 
Debt under Alternatives Scenarios, 2012-2032 1/

1/ The most extreme stress test is the test that yields the highest ratio in 2022. In figure b. it corresponds to a Combination shock; in 
c. to a Combination shock; in d. to a Combination shock; in e. to a Combination shock and  in figure f. to a Combination shock
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Sources: Country authorities; and staff estimates and projections.

Figure 2. Kyrgyz Republic: Indicators of Public and Publicly Guaranteed 
External Debt under Alternatives Scenarios Including Remittances, 2012-2032 

1/ The most extreme stress test is the test that yields the highest ratio in 2022. In figure b. it  corresponds to 
a Non-debt flows shock; in c. to a Non-debt flows shock; in d. to a Combination shock; in e. to a Non-debt 
flows shock and  in figure f. to a Combination shock
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Figure 3.Kyrgyz Republic: Indicators of Public Debt Under Alternative Scenarios, 2012-2032 1/

Sources: Country authorities; and staff estimates and projections.
1/ The most extreme stress test is the test that yields the highest ratio in 2022. 
2/ Revenues are defined inclusive of grants.
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Estimate

2009 2010 2011
Average

6/ Standard 
Deviation

6/

2012 2013 2014 2015 2016 2017
2012-17 
Average 2022 2032

2018-32 
Average

Public sector debt 1/ 58.0 60.3 52.4 52.0 51.3 49.3 49.5 49.1 47.1 44.8 40.7
o/w foreign-currency denominated 55.1 57.4 49.2 48.1 47.4 45.7 46.6 45.9 44.1 38.7 33.7

Change in public sector debt 9.5 2.3 -7.9 -0.4 -0.7 -2.0 0.2 -0.4 -2.0 -0.4 -0.3
Identified debt-creating flows 5.7 4.5 -7.7 4.0 -1.2 -1.9 -0.7 -1.4 -2.1 -0.6 -0.3

Primary deficit 3.0 5.2 3.8 2.3 1.9 5.0 4.3 3.1 1.8 1.5 0.7 2.7 1.7 1.6 1.7

Revenue and grants 32.1 30.5 33.3 34.4 33.0 31.5 32.1 32.2 32.0 32.7 36.4
of which: grants 5.1 2.8 3.2 1.5 1.6 0.8 1.1 1.0 1.0 0.8 0.6

Primary (noninterest) expenditure 35.1 35.7 37.2 39.5 37.3 34.6 33.8 33.7 32.7 34.4 38.0
Automatic debt dynamics 2.6 -0.6 -11.4 -1.0 -5.1 -4.5 -2.2 -2.7 -2.8 -2.3 -1.9

Contribution from interest rate/growth differential -1.0 0.7 -3.1 -0.4 -4.2 -3.7 -1.8 -2.6 -2.6 -2.3 -1.9
of which: contribution from average real interest rate 0.4 0.4 0.2 0.1 -0.1 -0.2 -0.2 -0.2 -0.2 -0.2 0.1
of which: contribution from real GDP growth -1.4 0.3 -3.2 -0.5 -4.1 -3.6 -1.6 -2.4 -2.3 -2.1 -2.0

Contribution from real exchange rate depreciation 3.6 -1.3 -8.4 -0.6 -1.0 -0.7 -0.4 -0.1 -0.2 ... ...
Other identified debt-creating flows 0.1 -0.1 -0.1 -0.1 -0.3 -0.6 -0.2 -0.2 0.0 0.0 0.0

Privatization receipts (negative) 0.1 -0.1 -0.1 -0.1 -0.3 -0.6 -0.2 -0.2 0.0 0.0 0.0
Recognition of implicit or contingent liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other (specify, e.g. bank recapitalization) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Residual, including asset changes /2 3.8 -2.1 -0.2 -4.4 0.5 0.0 0.9 1.0 0.0 0.2 0.0

Other Sustainability Indicators

PV of public sector debt ... ... 34.8 37.3 36.8 35.6 35.8 35.8 34.5 34.2 32.1

o/w foreign-currency denominated ... ... 31.6 33.4 33.0 32.0 32.8 32.6 31.6 28.1 25.0

o/w external ... ... 30.8 32.7 32.4 31.5 32.4 32.2 31.2 27.9 24.9

PV of contingent liabilities (not included in public sector debt) ... ... ... ... ... ... ... ... ... ... ...

Gross financing need 3/ 6.6 8.7 7.4 9.0 8.2 7.3 5.0 5.0 4.1 6.8 5.6
PV of public sector debt-to-revenue and grants ratio (in percent) … … 104.5 108.2 111.6 113.1 111.8 111.3 108.1 104.6 88.1
PV of public sector debt-to-revenue ratio (in percent) … … 115.5 113.0 117.2 116.1 115.7 115.0 111.5 107.3 89.5

o/w external 4/ … … 102.2 99.2 103.1 102.7 104.6 103.4 100.7 87.5 69.5
Debt service-to-revenue and grants ratio (in percent) 5/ 7.1 7.5 7.0 6.6 6.2 7.1 5.1 6.7 6.1 8.6 9.6

Debt service-to-revenue ratio (in percent) 5/ 8.5 8.2 7.8 6.9 6.5 7.3 5.3 6.9 6.2 8.8 9.8
Primary deficit that stabilizes the debt-to-GDP ratio -6.5 2.8 11.7 5.5 5.0 5.1 1.6 2.0 2.8 2.1 1.9

Key macroeconomic and fiscal assumptions

Real GDP growth (in percent) 2.9 -0.5 5.7 4.1 3.6 1.0 8.5 7.5 3.3 5.0 5.0 5.1 5.0 5.0 5.0

Average nominal interest rate on forex debt (in percent) 1.2 1.1 1.2 1.3 0.3 1.2 1.2 1.1 1.2 1.2 1.2 1.2 1.5 2.1 1.6

Average real interest rate on domestic debt (in percent) 10.0 2.5 -3.2 -0.3 5.2 7.8 7.5 4.9 3.6 3.7 2.8 5.0 0.2 0.1 0.2

Real exchange rate depreciation (in percent, + indicates depreciation) 8.1 -2.3 -15.3 -6.8 7.4 -1.2 ... ... ... ... ... ... ... ... ...
Inflation rate (GDP deflator, in percent) 4.0 10.0 17.3 9.7 6.8 5.8 7.4 6.8 6.0 5.4 5.5 6.1 4.0 4.0 4.0

Growth of real primary spending (deflated by GDP deflator, in percent) 0.3 0.0 0.1 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.2 0.1

Grant element of new external borrowing (in percent) ... ... ... … … 31.8 35.5 34.3 33.3 33.8 31.6 33.4 29.5 16.6 ...

Sources: Country authorities; and staff estimates and projections.
1/  Covers general government and gross debt is used.
2/ Includes debt relief.

3/ Gross financing need is defined as the primary deficit plus debt service plus the stock of short-term debt at the end of the last period. 

4/ Revenues excluding grants.

5/ Debt service is defined as the sum of interest and amortization of medium and long-term debt.

6/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability.

Table 1.Kyrgyz Republic: Public Sector Debt Sustainability Framework, Baseline Scenario, 2009-2032
(In percent of GDP, unless otherwise indicated)

Actual Projections
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Table 2.Kyrgyz Republic: Sensitivity Analysis for Key Indicators of Public Debt 2012-2032

2012 2013 2014 2015 2016 2017 2022 2032

Baseline 37 37 36 36 36 35 34 32

A. Alternative scenarios

A1. Real GDP growth and primary balance are at historical averages 37 37 36 36 37 37 40 43
A2. Primary balance is unchanged from 2012 37 37 38 41 43 45 55 69
A3. Permanently lower GDP growth 1/ 37 37 37 38 39 39 47 72

B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2013-2014 37 42 47 51 54 56 72 92
B2. Primary balance is at historical average minus one standard deviations in 2013-2014 37 37 36 37 37 35 35 32
B3. Combination of B1-B2 using one half standard deviation shocks 37 38 39 42 44 46 58 74
B4. One-time 30 percent real depreciation in 2013 37 50 47 46 46 44 42 38
B5. 10 percent of GDP increase in other debt-creating flows in 2013 37 45 43 43 43 41 40 35

Baseline 108 112 113 112 111 108 105 88

A. Alternative scenarios

A1. Real GDP growth and primary balance are at historical averages 108 111 114 113 115 116 121 117
A2. Primary balance is unchanged from 2012 108 113 120 126 134 141 169 189
A3. Permanently lower GDP growth 1/ 108 113 116 118 120 120 142 198

B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2013-2014 108 126 149 158 169 176 219 252
B2. Primary balance is at historical average minus one standard deviations in 2013-2014 108 111 116 114 114 110 106 89
B3. Combination of B1-B2 using one half standard deviation shocks 108 115 122 129 138 143 177 203
B4. One-time 30 percent real depreciation in 2013 108 151 149 145 142 138 127 105
B5. 10 percent of GDP increase in other debt-creating flows in 2013 108 136 137 134 133 129 121 97

Baseline 7 6 7 5 7 6 9 10

A. Alternative scenarios

A1. Real GDP growth and primary balance are at historical averages 7 6 8 5 7 6 10 12
A2. Primary balance is unchanged from 2012 7 6 7 5 7 7 11 16
A3. Permanently lower GDP growth 1/ 7 6 7 5 7 6 10 16

B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2013-2014 7 7 8 6 8 8 14 21
B2. Primary balance is at historical average minus one standard deviations in 2013-2014 7 6 7 5 7 6 9 10
B3. Combination of B1-B2 using one half standard deviation shocks 7 7 8 6 8 7 12 17
B4. One-time 30 percent real depreciation in 2013 7 7 9 7 9 9 12 14
B5. 10 percent of GDP increase in other debt-creating flows in 2013 7 6 8 6 7 7 10 11

Sources: Country authorities; and staff estimates and projections.
1/ Assumes that real GDP growth is at baseline minus one standard deviation divided by the square root of the length of the projection period.
2/ Revenues are defined inclusive of grants.

PV of Debt-to-GDP Ratio

Projections

PV of Debt-to-Revenue Ratio 2/

Debt Service-to-Revenue Ratio 2/
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Historical 6/ Standard 6/

Average Deviation  2012-2017  2018-2032

2009 2010 2011 2012 2013 2014 2015 2016 2017 Average 2022 2032 Average

External debt (nominal) 1/ 89.3 92.8 81.2 80.0 75.5 71.3 71.1 69.6 68.0 63.8 73.5
o/w public and publicly guaranteed (PPG) 54.1 56.5 48.4 47.5 46.8 45.2 46.1 45.5 43.7 38.5 33.6

Change in external debt 16.0 3.5 -11.6 -1.2 -4.5 -4.1 -0.2 -1.5 -1.6 -1.3 1.2
Identified net debt-creating flows 5.5 -4.8 -23.1 1.3 -6.0 -6.6 -5.0 -6.0 -6.2 -3.3 2.7

Non-interest current account deficit 1.6 5.6 5.8 2.4 6.2 7.1 4.6 2.7 0.8 0.7 0.2 1.3 5.3 1.4
Deficit in balance of goods and services 24.4 29.0 28.3 35.9 31.0 27.1 27.7 27.7 27.0 25.1 26.3

Exports 54.5 52.7 58.8 59.8 60.4 63.6 65.2 67.4 70.1 74.1 63.8
Imports 78.9 81.7 87.2 95.7 91.5 90.7 92.9 95.1 97.1 99.2 90.2

Net current transfers (negative = inflow) -25.8 -29.0 -31.0 -21.6 8.9 -32.4 -31.5 -31.1 -32.2 -32.4 -31.9 -25.4 -22.4 -25.3
o/w official -4.2 -1.6 -1.4 0.0 0.0 0.0 0.0 0.0 0.0 -0.4 -0.2

Other current account flows (negative = net inflow) 2.9 5.6 8.4 3.6 5.1 6.7 5.3 5.4 5.1 1.6 1.3
Net FDI (negative = inflow) -4.0 -9.1 -11.7 -5.5 3.5 -7.0 -6.4 -6.1 -5.5 -5.3 -5.2 -4.3 -4.4 -4.4
Endogenous debt dynamics 2/ 8.0 -1.3 -17.1 1.1 -4.2 -3.2 -0.3 -1.3 -1.2 -0.3 1.8

Contribution from nominal interest rate 1.0 0.8 0.5 1.9 1.8 1.8 1.9 2.0 2.1 2.8 5.2
Contribution from real GDP growth -2.3 0.4 -4.3 -0.8 -6.0 -5.1 -2.2 -3.3 -3.2 -3.0 -3.4
Contribution from price and exchange rate changes 9.3 -2.5 -13.4 … … … … … … … …

Residual (3-4) 3/ 10.5 8.3 11.5 -2.4 1.5 2.5 4.7 4.5 4.5 2.0 -1.4
o/w exceptional financing 0.0 0.0 0.0 -0.8 -2.7 0.0 0.0 0.0 0.0 0.0 0.0

PV of external debt 4/ ... ... 63.6 65.2 61.0 57.7 57.4 56.3 55.4 53.1 64.9
In percent of exports ... ... 108.1 109.1 101.0 90.6 88.1 83.5 79.1 71.7 101.7

PV of PPG external debt ... ... 30.8 32.7 32.4 31.5 32.4 32.2 31.2 27.9 24.9
In percent of exports ... ... 52.4 54.7 53.6 49.5 49.7 47.7 44.5 37.6 39.0
In percent of government revenues ... ... 102.2 99.2 103.1 102.7 104.6 103.4 100.7 87.5 69.5

Debt service-to-exports ratio (in percent) 28.2 19.1 8.9 13.0 14.5 12.7 13.0 13.1 11.8 17.4 36.0
PPG debt service-to-exports ratio (in percent) 3.3 3.6 2.8 2.6 2.3 2.2 2.3 2.4 2.3 2.8 3.7
PPG debt service-to-revenue ratio (in percent) 6.7 6.9 5.5 4.8 4.4 4.5 4.7 5.3 5.3 6.4 6.5
Total gross financing need (Billions of U.S. dollars) 0.6 0.3 0.0 0.5 0.5 0.4 0.3 0.4 0.3 1.3 6.4
Non-interest current account deficit that stabilizes debt ratio -14.4 2.2 17.4 8.3 9.2 6.8 1.0 2.2 1.8 2.6 4.0

Key macroeconomic assumptions

Real GDP growth (in percent) 2.9 -0.5 5.7 4.1 3.6 1.0 8.5 7.5 3.3 5.0 5.0 5.1 5.0 5.0 5.0
GDP deflator in US dollar terms (change in percent) -11.3 2.8 16.9 10.5 10.5 3.5 4.2 3.7 2.9 2.3 2.4 3.2 2.0 2.0 2.0
Effective interest rate (percent) 5/ 1.2 0.9 0.7 1.3 0.4 2.5 2.6 2.7 2.8 3.0 3.2 2.8 4.5 7.7 5.5
Growth of exports of G&S (US dollar terms, in percent) -7.8 -1.1 37.9 21.3 18.0 6.3 14.3 17.3 8.9 11.0 11.9 11.6 6.4 4.8 6.4
Growth of imports of G&S (US dollar terms, in percent) -22.3 6.0 31.7 26.4 23.2 14.7 8.1 10.6 8.8 9.9 9.9 10.3 7.3 3.7 6.5
Grant element of new public sector borrowing  (in percent) ... ... ... ... ... 31.8 35.5 34.3 33.3 33.8 31.6 33.4 29.5 16.6 26.3
Government revenues (excluding grants, in percent of GDP) 27.1 27.7 30.2 33.0 31.4 30.7 31.0 31.1 31.0 31.9 35.8 31.8
Aid flows (in Billions of US dollars) 7/ 0.6 0.3 0.3 0.2 0.3 0.2 0.3 0.2 0.2 0.3 0.4

o/w Grants 0.2 0.1 0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.2
o/w Concessional loans 0.4 0.1 0.1 0.1 0.2 0.2 0.2 0.2 0.1 0.2 0.3

Grant-equivalent financing (in percent of GDP) 8/ ... ... ... 3.0 3.6 2.2 2.6 2.3 1.8 1.8 1.2 1.6
Grant-equivalent financing (in percent of external financing) 8/ ... ... ... 47.6 49.6 45.4 46.4 48.4 50.7 43.6 28.2 39.6

Memorandum items:
Nominal GDP (Billions of US dollars)  4.7 4.8 5.9 6.2 7.0 7.8 8.3 8.9 9.6 13.5 26.6
Nominal dollar GDP growth  -8.7 2.4 23.5 4.5 13.1 11.4 6.3 7.4 7.6 8.4 7.1 7.1 7.1
PV of PPG external debt (in Billions of US dollars) 1.8 2.0 2.2 2.4 2.6 2.8 2.9 3.7 6.6
(PVt-PVt-1)/GDPt-1 (in percent) 3.1 3.9 2.7 2.9 2.1 1.4 2.7 1.4 1.7 1.5
Gross workers' remittances (Billions of US dollars)  1.0 1.3 1.8 2.0 2.2 2.4 2.7 2.9 3.1 3.4 5.9
PV of PPG external debt (in percent of GDP + remittances) ... ... 23.8 24.7 24.6 24.0 24.5 24.3 23.6 22.3 20.4
PV of PPG external debt (in percent of exports + remittances) ... ... 34.9 35.4 35.2 33.3 33.2 32.2 30.6 28.1 28.9
Debt service of PPG external debt (in percent of exports + remittances) ... ... 1.9 1.7 1.5 1.5 1.5 1.7 1.6 2.1 2.7

Sources: Country authorities; and staff estimates and projections. 0
1/ Includes both public and private sector external debt.
2/ Derived as [r - g - ρ(1+g)]/(1+g+ρ+gρ) times previous period debt ratio, with r = nominal interest rate; g = real GDP growth rate, and ρ = growth rate of GDP deflator in U.S. dollar terms. 

4/ Assumes that PV of private sector debt is equivalent to its face value.
5/ Current-year interest payments divided by previous period debt stock.  
6/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability. 
7/ Defined as grants, concessional loans, and debt relief.
8/ Grant-equivalent financing includes grants provided directly to the government and through new borrowing (difference between the face value and the PV of new debt).

Actual 

Table 3a.: External Debt Sustainability Framework, Baseline Scenario, 2009-2032 1/
(In percent of GDP, unless otherwise indicated)

Projections

3/ Includes exceptional financing (i.e., changes in arrears and debt relief); changes in gross foreign assets; and valuation adjustments. For projections also includes contribution from price and exchange rate changes and accounts for the financing gap, 
which creates debt but is not included in the current or financial account.
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2012 2013 2014 2015 2016 2017 2022 2032

Baseline 33 32 32 32 32 31 28 25

A. Alternative Scenarios

A1. Key variables at their historical averages in 2012-2032 1/ 33 30 29 29 28 27 28 2
A2. New public sector loans on less favorable terms in 2012-2032 2 33 34 34 36 36 36 36 41

B. Bound Tests

B1. Real GDP growth at historical average minus one standard deviation in 2013-2014 33 34 36 37 37 35 32 28
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 33 37 46 46 45 44 38 28
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 33 33 34 34 34 33 30 26
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 33 50 66 66 64 62 52 33
B5. Combination of B1-B4 using one-half standard deviation shocks 33 49 68 68 66 64 54 35
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 33 45 44 45 44 43 39 34

Baseline 55 54 50 50 48 44 38 39

A. Alternative Scenarios

A1. Key variables at their historical averages in 2012-2032 1/ 55 50 45 44 42 39 38 3
A2. New public sector loans on less favorable terms in 2012-2032 2 55 56 53 55 54 51 49 65

B. Bound Tests

B1. Real GDP growth at historical average minus one standard deviation in 2013-2014 55 53 49 49 47 44 37 38
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 55 67 90 89 85 79 64 55
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 55 53 49 49 47 44 37 38
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 55 83 104 101 96 89 70 52
B5. Combination of B1-B4 using one-half standard deviation shocks 55 79 104 102 96 89 71 54
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 55 53 49 49 47 44 37 38

Baseline 99 103 103 105 103 101 88 69

A. Alternative Scenarios

A1. Key variables at their historical averages in 2012-2032 1/ 99 97 94 93 91 88 87 5
A2. New public sector loans on less favorable terms in 2012-2032 2 99 107 110 115 116 115 114 116

B. Bound Tests

B1. Real GDP growth at historical average minus one standard deviation in 2013-2014 99 110 117 119 118 114 100 79
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 99 116 149 149 146 142 119 78
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 99 106 109 111 110 107 93 74
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 99 160 215 213 207 201 163 92
B5. Combination of B1-B4 using one-half standard deviation shocks 99 157 221 219 213 207 169 98
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 99 143 142 144 143 139 121 96

Table 3b.Kyrgyz Republic: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed External Debt, 2012-2032
(In percent)

PV of debt-to GDP ratio

Projections

PV of debt-to-exports ratio

PV of debt-to-revenue ratio



 
 

108 
 

 
 

Baseline 3 2 2 2 2 2 3 4

A. Alternative Scenarios

A1. Key variables at their historical averages in 2012-2032 1/ 3 2 2 2 2 2 2 1
A2. New public sector loans on less favorable terms in 2012-2032 2 3 2 2 2 3 3 3 4

B. Bound Tests

B1. Real GDP growth at historical average minus one standard deviation in 2013-2014 3 2 2 2 2 2 3 4
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 3 3 3 4 4 4 5 5
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 3 2 2 2 2 2 3 4
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 3 2 3 4 4 4 5 5
B5. Combination of B1-B4 using one-half standard deviation shocks 3 2 3 4 4 4 6 5
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 3 2 2 2 2 2 3 4

Baseline 5 4 5 5 5 5 6 7

A. Alternative Scenarios

A1. Key variables at their historical averages in 2012-2032 1/ 5 4 4 4 4 4 5 2
A2. New public sector loans on less favorable terms in 2012-2032 2 5 4 5 5 6 6 7 8

B. Bound Tests

B1. Real GDP growth at historical average minus one standard deviation in 2013-2014 5 5 5 5 6 6 7 7
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 5 4 5 6 6 6 9 8
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 5 5 5 5 6 6 7 7
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 5 4 6 8 8 8 13 9
B5. Combination of B1-B4 using one-half standard deviation shocks 5 5 6 8 9 8 13 10
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 5 6 6 7 7 7 9 9

Memorandum item:
Grant element assumed on residual financing (i.e., financing required above baseline) 6/ 21 21 21 21 21 21 21 21

Sources: Country authorities; and staff estimates and projections.

1/ Variables include real GDP growth, growth of GDP deflator (in U.S. dollar terms), non-interest current account in percent of GDP, and non-debt creating flows. 
2/ Assumes that the interest rate on new borrowing is by 2 percentage points higher than in the baseline., while grace and maturity periods are the same as in the baseline.
3/ Exports values are assumed to remain permanently at the lower level, but the current account as a share of GDP is assumed to return to its baseline level after the shock (implicitly 
an offsetting adjustment in import levels). 
4/ Includes official and private transfers and FDI.
5/ Depreciation is defined as percentage decline in dollar/local currency rate, such that it never exceeds 100 percent.
6/ Applies to all stress scenarios except for A2 (less favorable financing) in which the terms on all new financing are as specified in footnote 2.

Debt service-to-revenue ratio

Debt service-to-exports ratio

Table 3b.Kyrgyz Republic: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed External Debt, 2012-2032 (continued)
(In percent)



 
 

109 
 

ANNEX 4: FUND RELATIONS NOTE 

 

 

Press Release No. 13/207 
June 10, 2013  
 
IMF Completes Fourth Review Under an ECF Arrangement with the Kyrgyz Republic, Approves 
US$14.4 Million Disbursement, and Completes Article IV Consultation 

 
The Executive Board of the International Monetary Fund (IMF) today completed the fourth review of 
Kyrgyz Republic’s economic performance under the program supported by a three-year, SDR 66.6 
million (about US$100.8 million) Extended Credit Facility arrangement that was approved by the IMF’s 
Executive Board on June 20, 2011 (see Press Release No. 11/245). The Executive Board’s decision 
enables the immediate disbursement of an amount equivalent to SDR 9.5 million (about US$14.4 
million) to the Kyrgyz Republic. This would bring total disbursements under the arrangement to SDR 
47.57 million (about US$72 million). 

In completing the review, the Board approved the authorities’ request for a waiver of nonobservance of 
the continuous quantitative performance criteria on contracting or guaranteeing of new nonconcessional 
external debt by the public sector. The request for the waiver was approved based on the corrective 
actions taken by the authorities. 

The Executive Board also concluded the 2013 Article IV Consultation with the Republic of Kyrgyzstan. 
Under the Article IV of its Articles of Agreement, the IMF has a mandate to exercise surveillance over 
the economic, financial, and exchange rate policies of its members in order to ensure the effective 
operation of the international monetary system. A Public Information Notice on the Board’s assessment 
of the Consultation will be released separately. 

Following the Executive Board's discussion, Mr. Min Zhu, Deputy Managing Director and Acting 
Chair, stated: 

“The Kyrgyz authorities have made good progress under their ECF-supported program. The fiscal 
targets were met despite a temporary slowdown in growth. The economy is recovering, and the 
medium-term outlook is favorable. Steadfast implementation of the program will be important to 
consolidate the gains and guard against downside risks. 

“Fiscal consolidation is a priority in the medium term to reduce vulnerabilities, rebuild policy buffers, 
and ensure sustainability. The authorities’ consolidation plans appropriately focus on restraining current 
spending while preserving social and capital outlays. Reforms in tax policy and administration and 
public financial management should continue. 

“Maintaining a tight monetary policy stance is necessary to mitigate underlying inflationary pressures. 
Stronger de facto independence will help the central bank to maintain low inflation. 

“Creating a well-functioning financial sector is key to supporting private sector-led growth. The new 
banking code, once approved, will help restore confidence in the banking system. The resolution of 
Zalkar Bank was an important step, and its operations will need to be closely supervised to ensure 
compliance with prudential standards. 

http://www.imf.org/external/np/sec/pr/2011/pr11245.htm
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“Diversification of the economy will help reduce volatility in growth stemming from disruptions in gold 
production. Good governance and sound institutions remain critical to create a level playing field, 
improve investor confidence, and lay the foundation for strong private sector-led growth.” 

 
 
 

IMF COMMUNICATIONS DEPARTMENT 
Public Affairs 

 

Media Relations 

E-mail: publicaffairs@imf.org E-mail: media@imf.org 

Fax: 202-623-6220 Phone: 202-623-7100 
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ANNEX 5: LINK WITH DONORS  

 
DPO POLICY AREAS  DONORS’ ACTIVITIES 
Macroeconomic and fiscal policy 
framework supports sustained growth 
with low inflation.  Fiscal and external 
debt indicators improve with the risk of 
debt distress falling to minimal 

IMF  Extended Credit Facility (ECF) 
ADB: Crisis Support program, Economic Policy TA 
EC: Budget Support, SPSP in Social Policy and PFM 
Swiss: Government Securities Market Development Project 
Eurasian Development Bank (Anti-Crisis Fund)  

Enhance governance and transparency EC: PFM, TA in Ministry of Finance, CB in PFM MDTF, judicial sector 
reforms 
Swiss:  PEFA, CB in PFM MDTF 
OECD: Anti-Corruption Network for ECA 
DfID: CB in PFM MDTF 
DfID : EITI MDTF 
ADB: Procurement Assessment (jointly with WB) 
EBRD: Procurement support 
USAID: Anti-Corruption, judicial sector reforms 

Strengthened public finance 
management 

EC: SPSP in SP and PFM, SPSP TA in Ministry of finance, CB in PFM 
MDTF 
Swiss:  PEFA, CB in PFM MDTF 
DfID: CB in PFM MDTF 

Establish proper accounting in energy 
sector operations 

KfW: Advanced measures Severelectro Loan and TA, Loss reduction in 
energy sector Loan and TA 
Swiss: Naryn electricity losses reduction project, At-Bashy hydro power 
plant rehabilitation project 
EC: Technical audit of oil and gas pipelines project, regional projects in 
gas and water management sectors 
USAID: Kyrgyz Energy Advisory Services  
USAID: Regional Energy Markets Assistance Program (REMAP-II) 
9/2009 — 9/2012 

Maintaining financial sector stability. ADB: Banking Sector and Capital Market Development Program and TA, 
Rural Livelihood Development Project 
KfW: KICB, Mortgage Financing, SME Credit line 
Swiss: SME Financing Facility, Anti-Money Laundering and Counter 
Terrorism Financing project (impl. IMF) 
GTZ: Promotion of Microfinance in CA Project 
IMF TA 

Private sector development, improving 
the business environment 

ADB: PSD Project, PPP 
USAID: Improving technical regulation 
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ANNEX 6: COUNTRY AT A GLANCE 
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MAP 

 
Map No:  KYR3340 
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