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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.

e 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)

e 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.

e 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.




Base: 20 days
Target: Reduced by10 days

e 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

e 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:

o 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
i




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







IDA PROGRAM DOCUMENT FOR A
PROPOSED FIRST DEVELOPMENT POLICY OPERATION
TO THE KYRGYZ REPUBLIC

l. 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.



1. 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 (WTQ), 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.*

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.?

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

! 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
$1,025.0r 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.>

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). 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 20009.

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.” Both power and gold
contributed 0.7 percentage points to the total growth rate.

® As reported by the Kyrgyz Republic authorities.

* 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.
® 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) 2204  286.0 340.4 3481 3985
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 31.8 345 32.0 32.1
Of which: Tax revenues 22.3 23.1 26.0 254 25.7
Total expenditure (including net lending) 36.6 36.3 39.8 37.3 36.1
Of which: Current expenditures 31.0 30.9 324 30.8 29.3
Capital expenditures 5.4 55 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) 2526 3,388 3538 3996 4,450
Export growth (percent change) -1.1 34.1 -1.4 12.9 114
Import of goods and services (in millions of U.S. dollars) 3917 5074 6450 6446 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)

(Percentage of GDP growth)

Figure 2: Industry shrunk significantly in 2012
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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).

Figure 3: Consumption and investment 15.  After reaching double-digit levels in 2010,
continue to prop up demand inflation rates receded in the first half of 2012,
(Contribution to growth) but have been on the rise since. Year-on-year
inflation rose steadily throughout 2010, peaking at
close to 19 percent in December. Inflationary
20 ' = l: pressures came from across the board: food
°1 N B ' ' inflation was at 27 percent, fuel at 32 percent and
20 B core inflation at 17 percent (all figures December
40 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
Source: National Statistics Committee, Kyrgyz the first half of 2012 (-0.5 percent in June 2012).
Republic . . .
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).

40

percentage points
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m Consumption  ® Investment Net export

Figure 4: Declining food prices have been the main drivers  16.  Solid growth and higher
of headline inflation gold prices helped raise revenues
(In percent, 12 month rate) relative to GDP over the past few
years. Revenues increased from
27.1 percent of GDP in 2009 to
30 1 28.8 percent in 2011.° Tax
20 |- N administration reforms have been
10 e ————— .. an important factor in boosting tax
collection.  Despite plummeting
Ny NN ansyw o gold production, revenues
'§¥5398858 continued to grow to 31.9 percent of
- SOl Zz0 .
20 : GDP in 2012, supported by buoyant
imports and improved customs
administration.” 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.
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Source: National Bank of the Kyrgyz Republic.

® Excluding grants.
" A large part of the increase in imports is believed to be imported fuel aimed for re-export to Tajikistan.
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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 Figure 6: Wages and social spending are driving
faster than revenues expenditure growth
(Lines: in percent of GDP, LHS; bars: in millions of
2000 soms, RHS) (In percent of GDP)
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Figure 7: Pension spending will rise above 10 Figure 8: The fiscal deficit was over 6 percent in

percent of GDP 2012
(In percent of GDP) (In percent of GDP, RHS; and millions of soms, LHS)
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Sources: National Statistics Committee, Kyrgyz Republic and World Bank. All 2012 figures are preliminary.
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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.

Figure 9: Inflows of FDI financed the current  20. Inflows of Foreign Direct Investment
account deficit before 2012 (FDI) fully financed the current account
(In percent of GDP) deficit in 2010 and 2011, but only partially

covered the shortfall in 2012. Inflows rose by

20 almost 60 percent in 2011, as the economy

10 — .

—~——— o recovered from the political and security
0 :. ™ B W g | uncertainty. Owing to lower reinvested income
101 from the Centerra Gold Company, FDI inflows
-20 are preliminary estimated to have declined to
200009 o aon aoizprel $470 million in 2012 compared to nearly $700
s Current account balance  ====FDI million in 2011. Public and private borrowing
financed the rest of the external shortfall (Figure

Source: National Statistics Committee, Kyrgyz 9).

Republic.

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-a-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



administration, including AUB.® 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 bank®, and AUB is under liquidation.
Three other banks remain under conservatorship.'® 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 21.3 24.4 28.5
Total deposits, in percent of GDP 16.9 13.0 135 14.2
Total loans, in percent GDP 12.8 12.4 114 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,

® The NBKR also imposed direct supervision in ten banks, and issued instructions to senior officials of three
additional banks.

° 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.

19 The three banks are Manas Bank, KyrgyzCredit Bank, and Issyk-Kul Invest Bank.
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before increasing to 37 percent in 2011.* 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.*?

Figure 10: Poverty rates vary substantially Figure 11: Human development indicators in
across oblasts the Kyrgyz Republic are better than in other
(Percentage of the population below low income countries
the poverty line) (Percentage of the population)
60 100
50
50
40
30 - 0
20 - ImprO\_/ed Improved water  Secondary Life_expectancy
sanitation source school at birth (years)
10 1 enrollment,
0 o B ) " = Kyrgyz Re:jpublic | ( I(Inet) evels)
ko » & & & NS Nt S Europe and Central Asia (all income levels
o N = Low Income

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

1 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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Figure 12: Women in the Kyrgyz Republic 29. The overall macroeconomic
participate more in entrepreneurial activities slowdown of recent years owing to the

than women in the other ECA countries financial crisis and the recent political

%0 unrest led to a small increase in
60 unemployment during 2008-2010. The

60 43 45 46 Kyrgyz Republic appears to suffer from high
40 Sl structural unemployment. This may reflect
20 | the economy’s limited capacity to create
12 ; sufficient jobs internally due to factors such

° Secondary School  Labor force (Share  Participation of as high reservation wages due to migration
enroliment (gender female) women in firm opportunities and skills mismatch. Under-

u kyrgy#Rublic - Europe and Central Asid HERNRGE developed labor market infrastructure and
institutions exacerbate the problem of high

Source: WDI and BEEPs (2010 or latest available). unemployment, making it difficult for new
Note: a/ Male minus female secondary school net entrants to find jobs quickly or for the

enroliment rates. 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 21843 22164 22437
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 67.2 61.4 63.4 61.1

state employment service

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
10



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.’* 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.** 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

3 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.

1 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.

1. 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.” 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,

> 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.

(if) 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.

(it) 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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V. 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:
(1) 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.

business
investment
the

Improving the
environment and
climate, and ensuring
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.
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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:

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

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

e Deepen reforms that were initiated in previous operations; and

e 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.*® 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

19




Table 6: Links Between the DPO Program and Selected Prior Analytical Work

ANALYTICAL
REPORTS

RECOMMENDATIONS

LINKS TO DPO ACTIONS

Joint Economic

The report was prepared for the Donor

Theme 1 and 2. The DPO program supports

Assessment (JEA) Conference in July 2010 following the adoption and implementation of structural and
(2010) political and social crisis in 2010. In addition | institutional reforms that feature in the JEA as
to assessing the overall economic and social fundamental for the Kyrgyz Republic economic
cost of the impact of crisis, the report management and poverty reduction efforts going
highlighted weaknesses in various sectors of forward.
the economy, which provided the framework
for analytical and lending activities of
development partners engaged in the Kyrgyz
Republic.
Growth study (2012) In addition to maintaining macroeconomic Macroeconomic stability is a prerequisite for the

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.

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 154™ 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 137™ 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)
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Percent of responses

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.*’

7 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:

e 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.

e 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:

e 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.

e 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:

e 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.
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e Government, through Resolution No. 605 dated September 4, 2012, delegated
authority to approve UCOA to the MoF the Kyrgyz Republic, and through Order No.
177-11 dated September 4, 2012 the MoF approved a UCOA

e 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.

e 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:

e 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.

e 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:

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

e 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:
e 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.*® 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

'8 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:

e 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.

e 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:

e 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
(if) 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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e 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 DPOL has supported the following actions:

e 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:

e 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." 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.? 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.%" 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.

% 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.?

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 framework® 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 I, Basel 111, 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,

2 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.

28 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:

e 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.

e 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.
177-11, 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

(i) instructions that applicants will receive during the first
submission of all requests a statement on additional
information required.

Completed — Ministry of Justice issued order
No0.134, 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 Completed — Resolution No. 611, dated September
enhance transparency, accountability, and governance in the | 7, 2012 issued.

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.

V1. 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 | “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.?* Businesses are also affected by corruption and especially firms headed by

2+ 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.”

115. The business environment component of policy actions under Theme I
“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)?, 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;
(i) 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.?” 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).

% 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 Il 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).?® 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.

2 \www.worldbank.org/globalfindex, 2012.
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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
No0.396 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.? The

 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 Ne 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.

. 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:

e restoring macroeconomic stability and sustainable economic growth at the planned
level,

o the fulfillment of social obligations;

e continued integration within the Common Economic Space;
o 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:

e ensure economic growth of not less than 7.0 percent;
« curb inflation within the planned range — it should not exceed single digits;
o keep the budget deficit within 5.0 percent of GDP;

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

o 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 Ne 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:

e Elimination of corruption schemes;

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

e 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:

e Reduced number of inspecting bodies from 21 to 12;

e Introduced single register of state services;

e Abolished mandatory technical inspection of motor vehicles;

e Abolished power of attorney for driving motor vehicles;

e 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:

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

e 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.
2.
3.

An electronic procurement system (zakupki.okmot.kg);
An economic map (map.okmot.kg);
”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
(@) 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.

(iiiy 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

59



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:

e 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.

e 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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e 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:

e 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.*® 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 banks®*! remain under conservatorship and continue to face pending

%% 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.

*! 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 Ne 33/1 of 31.10.2005
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litigation, conservatorship was discontinued in the 4™ 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, EITR, ‘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:
e Improving the competitiveness of the national economy by conducting fundamental
reforms to improve the business environment;
e Implementation of a new fiscal policy, and optimization of public expenditure;

e 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:

e Social and political stability in the country;

e Implementation of coordinated monetary and fiscal policies;

e Strengthening the banking system and deepening financial markets;

e 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);

e Further promoting structural reforms in priority areas of economic development;
e Improving business environment by reducing state interference into the economy;

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

e Putting in operation new gold deposit mines;
e Improving livestock productivity and yield of agricultural crops;
e Growth in business activities of economic entities under an improved investment climate;

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

e Reducing the external debt burden;
e Fighting corruption and enhancing quality of public administration;
e Legalizing an informal economy;

e Expanding external economic cooperation.
External risks, which may affect GDP growth in 2014-2016, include:

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

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

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

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

e 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);

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

e 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 million® to
implement the first phase of the WB Program ‘Development Policy Operations’.

Sincerely,

Prime Minister

of the Kyrgyz Republic J. Satybaldiev

%2 Subsequent to receipt of the LDP, a decision was taken by the Bank to reduce the amount to $25 million.
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KbLIPI bI3 INPABHUTEJILCTBO
PECIT¥BJHKACBIHBIH KbIPI'BI3CKOH

OKMOTY PECNYBJIHUKH
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Ero [lperocxoanrensersy
r-ny [T Honr Knmy,, ,

IMpeznaenty Upynne Beemuproro Banka
Bawe [Ipepocxogurenscrieo,

llpasureneerse Kelpremsckoil Pecny@nukH xortenocs OBl 3aCBHIOCTENLCTROBATE CROC
BEICOKOE YBHAEHHE H NPHIHATENLHOCTE BeemHpHomy banky 3a OKaibBAEMYIO HA MOCTOHHHON

GCHOBC MOMOULE Ha COLHATBHO - SROHOMHYSCKDE Pa3BHTHE Kopresekoi PecnyGnuxkn.

PETPOCIHEKTHBA DYQKOHOMHWYECKOIO NOJOOMKEHHA CTPAHBI

3a 2011 roa lpaswrentcreo Kelpreickod PecnyGnukn npofienano onpeeneHHYIO
pafoTy no NPEONONEHHID KPHIMCHBIX NBIEHHI B IKOHOMHKE W BHIBOAY SKOHOMMKH HA
NOMOKHTENRHEIE Temoel pocta. [lo pauwueme Hanwowanssoro Crarweradeckoro KomuTera
Kriprencko# PecnyGnuin 3a 2011 roa peansisii npupoct BBIT criomunca Ha ypoene 6,0%, uro
Bplie yposus 2010 rofga Ha 6.5 OpONEHTHEIX NMYMKTH, & HOMHHAIEHEE obbem BRI cnomuncs
Ha ypoeHe 280,00 mapa, comog.

Peaneuniii npupoct SKOHOMHKH 0e3 yuera npennpuathil no paspaSorke MECTOPOM ICHHA
«Kymrops cocrasun 6,3 % B pesyisTare pPOCTa NPOH3IBOACTBA B NPOMBILIEHHOCTH (De3
Kyuropa) (na 18,8%), 8 cenpcronm xoanficree (va 2,0 %), n e cerrope yenyr (6,9 %),

Hunexe norpeburenscknx new B 2011 rogy no cpapnensio ¢ gexaGpem 2010 roaa
cocrasun 3,7 % (3a 2010 roa k nexabpro 2009 roga — 19.2 %), Muneke noTpefuUTensekiX el K
COOTBETCTRYIOUIEMY MEPHOAY MPOLIOro roja coctarnn 16,6 % (8 2010 rogy k 2009 rogy — 8,0
).

OcnoesHbiM - pesynetatom 2012 roga cTano npeogonende yrpossl rySoxoro cmama
AROHROMHYECKOID pOCTA B YOOOBHAX HEONPEACIEHHOCTH HA MHPOBLIX PLIHKEX, HEYCTOHUHBOCTH
MHUPOBOH SKOHOMHEH, KOTOPas XapakTepHIoBALach IaMEUICHHEM S3KOHOMHYECKOTO pocTa M
JONTOBRIM KPHIHCOM B PeOe CTPAH, 9TO COLABAID PHCKH JLIH BCex YHACTHHEDER PEIHED, B TOM

HHCIEC H ATA OCHOBHEIX TOProBuix Oaproepos — Poccenn, Kaszaxcrama n Kutas, a Tacke
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HEMATUBHONO BAMAHHA BHYTPEHHHX (akropon Ha SKOHOMMKY CTDAHEL, TAKAX KAK CYPOBLE
HPHPOIHO-KIMMATHYCCKHE  (PaKTOPBl, MORMHAPIIIHE HA AIPRpHLI CEKTOp M IeoNOTHYECKHE
(QaKTOpEl, NpHBENIUKE 3HAYHTENRHOMY cOany o0BLEMOB MPOHIBOACTRA HA NPEINPHATHAX [0
pazpaboTre mecToposeHnHs «KyMTopy.

Mepsi nmo NpoTHROMEHCTRHIO KPHIHCHBIM OPOABNEHHAM M BIMSHWIO HeGIAronpHATHEIX
dakTopos OmaK  clokycHpOBAHEI HA PeANHIAUMH BaMHCHIIAX TIPHOPHTETOB COUHANEHO-
IKOHOMHYECKOID PE3BHTHA cTpadel Ha 2012 roa, onpegenendbix [Nporpanmmoit nearensHOCTH
Ipaswrenncrsa Keiprencxoit PecnyGmaxs 1 [Inasom seponprsTiii o peanmsani Tporpammes
Ilparurenserna Kuprasckoi PecnyGnuxn na 2012 roa. "

Omneparuero npusstie [paputenseteoM Keipremckoif Pecnylnmen koMnencarnmonusie
MEPBL 0 MOAIEPHKS SKOHOMHKH [IOIBONTHIH HE J0OYCTHTE JAnkHeRIIee CHIKEHHE 3ROHOMMKE
(B wasasic ropa Osm or™esen Temn pocta 88,0 % x 2011 rony) 1 yaepaars ero wa yponue 99,1 %
B KOHIE rofa.

Ilo wroram 2012 ropa ofwem sBanosoro BHyTpeHHero npoaykra (BBII), mo
npeasapuTensHo# onenke HCK, enowmmes B cymme 304,4 mipa, coMoB 1 pealbEOE COKPALIEHIE
UPOHIBOACTEA B 3KOHOMUEE coctasuno 0,9 %, npoTHs peansuoro npupocta 6,0 % 5 2011 romy.
Bea yuera npepupnaTuit no paspaGorke mecropomaenns «Kymrops, peansumii npapoct BBII
cocrasun 5,0 %, sa 2011 rog amanorHyHBE NOKasaTens coctamman 6,3 %. Jledmatop BBIL
Cnownncd Ha yponne 107,4 %,

3a 2012 rop npousBeIeHO BANOBOH NPOAYKIMH CETECKOTO XO3AHCTRA BeeMH KaTErOpHAMH
xo3aHeTe pecnyGnukn B jelcTylommx uwesax Ha 167,5 mapa. comon. Temn pocta
cooTRCTCTBYIOMEMY nepwoay 2011 ropa cocrapun 101,2 %, B ToM wHche mno DTPAcIH
wHpoTHOBOACTBA — 1018 % (80,1 mumpa. comos), a pacrenneponcrra 1006 % (84,5 mupa.
comoi). llonoxurencueii rrnan s dopueposanse BBIl co cTopomel cenkekoro xossfcrea
OUEHHBACTCA HA ypoene 0,2 mMponenTHBRIX nyuxTa, YOenbHbi Bec KOTOPOMO B CTPYETYpe
nponspoacTea BBII cocrasmn 17,5 %, ysenmwusmmes ma 0,9 NpoOlEHTHOrG NyHKTA MO
CPMBHEHHIO ¢ COOTRETCTRYIONIMM nepuogom 2011 roma.

3a 2012 roa NpoMBIITEHHEIME NPEANPHATHAME NPOUIBEIEH0 NPOIYKIHE Ha cyMMy 1338
MIPI. COMOB, HAH 0OBEM NPOMIBOLCTBE IIO cpaBHCHHIO ¢ 2011 rogom caManncs u coctasmn 79,8
%. bes yuera upennpusTHii no pazpaborTke Mectoposkaenua «KysmTopn — 83,2 MIIPJA,. COMOB, HIH
peansHnIi poct coctasui 106,1 %, Orpuuarensxeni sxnan 8 dopmuposanne BBIT co cropons
NPOMEILITEHHOT) MPOHIBOLCTEBA ABIACTCA 3IHAYHTENBHLIM M OlCHHBASTCA Ha Yposue (-)4,6
MPOLUEHTHOrO MyHKTa. YAenbHBlH BeC NPOMEILIEHHOCTH B CTPYKTYpe npom3sojcrea BRIT

cocrasmun 16,8 %, cauamsmmes pa 5,7 NPOLIEHTHOIO YHKTA M0 cpaBHeH o ¢ 2011 romom.
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B cTponTensnom xoMinekce oTMevaeTca yReIHUeHHe 00BEMOB KAllHTATBHEX BIOWKENHI,
3a 2012 rom obheM HWHBECTHHMIE B OCHOBHON KANHTAN 98 QUET BCEX HCTOUHHEGR
PHHAHCHPOBAHKA COCTARKN 62,6 MITPJL. COMOB H YBEMHIHICH HA 21,5 %. Obmwmit obbeM sanonoit
NPOAYKUAHR CTPOHIENLCTRA MO MpeABapuTenbHbIM JAHHLM 38 2012 rox coctasun 54,6 Mipa.
COMOR, [Ie YBCIHYHICH Ha 17,3 %, Bimsuune crporreasHOro CEKTOPA HA TEMITI AKOHOMHYECKOTO
pocta OblIC NONOKHTENEHBIM, B BETan B dopuupopaune BBIT coctasan 0.9 MPOUEHTHRX
NYHKTH, YOS/IBHEIH BEC KOTOPOTO B CTPYKTYPe NpoRssoacTea BBIT — 5.7 %.

Banosoli semyck cepst yenyr 3a 2012 ron ciomuics B ofbeme 258,4 MDA, COMOB, C
TeMnoM peantHore pocra 106,1 %. Poer cdeprr yenyr 'L‘:IE(EC]I«E'-IEH CO CTOPORE] TOPTORIN, COE
upHpoct cocraeun 10,1 %, a rakske yemyr rocTemmu M pecTopanos - ma 11,9 % n cihepe
MPCOCCTABNEHEA  YCILYr TpaHCnopTa W cBasm - Ha 8.8 %. [lonowwrensEeii exnan B
fopumpoparre  BBIT co  cropoHs chepsl  yenyr oLeHMBaeTCA Ha  ypopHe 2,79
HPOUCHTHOTOMYHKTA, YENbHBIH BEC KOTOPOH B CTPYETYpe nponseoncTea BBIT coctamun 46,6 %,
YBETHYHBIIHCE Ha 1,6 MPOLesTHOTO IyHKTa No cpasienuio ¢ 2011 rogom.

HecMoTpa Ha HanWYHE OTPHUATENLHOH TEHIEHNMH YKOHOMHYCCKOTO pocTa, JOCTHTHYTH
onpese/eHHble pesynsTaTh B 2012 rogy.

Sipdexrurnne  aelicrems  Ilpaswrensetea 1 Hauwomansmoro Bamka Knipreizcroi
PecuyGnuku, B COOTBETCTBHM HPHHATOMY CosMecTHOMY 3afBienmio o8  3xoHoMHYeckolh
nomnTike wa 2012 rop (nocranopnenne MKP n HEKP or 26 smsaps 2012 roga Ne61/68/2),
NOIROIHAH  YICPHKATE YPOBCHL WHQIANHH Ha 3aNNaHHPOBAHHOM Kopmaope 7-9 %. Mmperc
noTpeGuTensckux uen coctasun 7,5 % (nexafpe 2012 roma K nexabpio 2011 roga).
Cpenmeroforoe snauenne HAdanmnn (SHBaph-nexabps 2012 roga k ansapro-aexadpio 2011 roga)
cocTaruno 2,8 %, Torga Kax 3a aHbaps-nexabps 2011 roaa coctapnano 16,6 %,

OBwme noxone Giomxera pospocan wa 12,1 %, nons x BBIT cocranmna 28,5 %, OcHobHele
HANPAENCHHA  FOCYAAPCTBEHHON conuansHoR nomwmwrn  Keiprerickoi PecnyGnmes  Geom
CKOHLEHTPHPOBANK  HA BRINOJHEHHH UOCYJAPCTBOM  KOHCTHTYIMOHHERX OONOMEHHE o
COLMANBHBIX APDAHTHAX TPAMIAHAM CTPAHBL, B COOTEETCTBHH C YCTAHOBICHHEIMH IADAMETDAMH
Ha 2012 rop obecnedcHo MOTHOE M CROEBPEMEHHOE (HHAHCHpOBaHHE COLMANLHLX TAPAHTH
rocynaperea.  [lsyxsTansoc NOBRNIEHHE pasMEpa NEHCHH TOIBONMIO YREAHYHTB €ro [0
cpasHenuio ¢ 2011 roxom Ha 14 %. CpenneMecadsas HOMAHATEHAL 3apaboTHAA IITATA HA OAHOTO
paboremka B 2012 rogy (Ge: yuera Manbix NpeanpHATHE) cocrapana 10891 comor W 1o
cparneERio ¢ 2011 rogom ypenmumnack ua 16,5 %, a ee peanbHsil PAIMEP, MCUHCISHHBIL ¢
YHETOM HHIEKCa OTPeORTENLCKHX EH, Bo3poc na 13,3 %.

B 2012 rony nogasnsmouas wacts gedicremii lpaserenserra Gmna cdoKycHpoBans Ha

CHATHH OGaphepor W YNpOLIEHHE Cpefkl ana GHIHeca, DOPMHPOBAHHE H TIPUHSTHE HOBEIX
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«IIPARHIMIAKOHOB 1718 BecnpensicTBeHHOro passuTHA GHIHECA M NPHTOKA HHOCTPAHHOTO
KalHTaNa B CTpaKy, clocobHEX okasaTs yxe B 2013 TOY.

UrosHaBa®  B@KHOCTE  MPeNOCTABNEHHA  SKOMOMATECKOH  cBOGOEL Ouanec-cpeae,
COKpameHo cebllle 113 BHoOR nmueHsHi W paspemenni, KOTOPBIC MOIBOMHAH OTpAHHYHTE
HPEIMEPHOC BMEWIATEALCTED MOCYAapeTsa B fAena OusHeca. Beegena mopma aMmonuanme — 3HaK
COTIACHAY, PETIAMEHTHDYIOMAA ACHCTBHA TOCOPraHOB-IIMUEHIHAPOB. 3HAUNTENEHEE PedOPMEL
ORITH NPOBEIEHE] H B Cepe IPOBEPOK: KONHYECTBO KOHTPOMHPYIONHX OPraHob COKPAIEHD ©
21-ro mo 12-1H, B ABa pasa COKPATHAOCE KOJHYECTBO NPOBEIEHHEIX NpoRepok (¢ 24,4 ThIC. B
201 1r. a0 13,5 TeiC, nposepok B 2012r.), B aBa pasa COKpalleHB! CPOKH TPOBSACHHA ITAHOBEIX
mpoBepok (¢ 30-tn ao 15-tu (s op. nuu) w S-ta (wis Qus. THL)), B cthepe perynuporanua
rocYIapCTREHHBIX YOIy KOMHYECTBO YCayT yMenbeno ¢ 20-TH 1ricsy 1o 189,

B menix ynpoueHHs NpoLesyp BEUIAYM BH3 HHOCTPAHHEIM Ipascianay W MOBLILIEHHS
NPHBICKATENRHOCTH TYPHCTHYECKOID PRIHKA, PASBHTHA TYPHIMA M OPHBACYEHHT WHBECTHIHNH,
upuuAT 3akosd Kwiprenckod PecnyBnuke «0 BeeleHMH Ge1sM30BON0 PeXHMA SR Tpawiau
HEKOTOPLIX TOCYHAPCTE, cpokoM Jdo 60 guelis, rue epemen GeinHiosniii PeRHM s rpadgan 44
roCyARpCTB.

B 0TYETHOM nepHose npoBogmnack paboTa Mo BLIMOTHEHHIO «l oCcynapeTBEHHON CTPATErHH
AHTHKOPPYIUHOHHOH nonnTuel  Kelpromexofi  PecnyGawks» - cOauansl  MeXanuaMil o
KOOPAMHAIMH  @HTHKOPPYNIIHOHHEIX ~ MEp  TOCYASPCTHENHBIX OPraHoR M HHCTHTYTOB
rpasmanckoro obmecTea.

B uensx cosepmencTBOBaNMA (HCKANLHON NONMTHRA NPOLIEH eme Ha TP TOfa CpPoK
NeHCTBYIOIMX  HANOroBRIX  nocnabmewmniit o HJC NPEAMPHATHAM,  3AHMMAIOIHMCH
nepepaboTkod  cennckoxosslicTacHHOM  npoayxuMm,  coaaHa  obias ocHOBE  To
ATMHHHCTPHPOBANHIO CTPAXOBLIX BIHOCOB M HATOTOR, YIPOUICHO BEAEHHC YIETa Ul CYTHeKToR
MANOro M CpeHerc NpeanpRIAMATENbCTBA; CO3TAHEl GAaronpHATHEE YCROBMA A THIHHTORKIX
KOMIAHMH H  OnepanmWii, 9T0 NOIBOIHT OGHOBHTE OCHOBHLIE ponne; 39 mpeanpesTHii
OCBOOOMIEHE! OT HANOTa HA npuOBUIB, HTO OLCHHBACTCH KAk NONOMHTENEHAR MEPA JIH RETEHHN
Onineca | ap.

B Hensx npoBefenHs neperoBOpHONG NMpONECCA N0 NPHCOSNHHEHHIO K TamomennoMy
CORZY AKTHBHO OpOBOJANACE PaboTa MO aHAIMIY HAUHOHANEHOTO 3AKOMONATELCTRA Ha
COOTBETCTEHE joroBopHO-nparopoli Gasze TC, mrmouas cpasmenue obmatensers KP g PO no
TamOMeHHBIM TapuipaM nepen BTO, a Tarse nojroToska naxera HOPMATHBHELX IIPABOBLIX AKTOB

H MEXAYHAPOIHLIX AOrOBOPOR.
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TEKYIIEE COCTOSHHE COUMAJIBHO - S5KOHOMHYECKOH CHTYAUHH
KbIPTBI3CKOH PECIIYEJIHKH

llo mpepsspurenshemd pannem Haperatkommrera KP 3a AHepape-MaprT 2013 ropa
peaneHElil poct BBII cnomuncs va ypoesae 7,6%, 9To Brie YPOBHA COOTBETCTRYIOIETD [IEPHOIA
2012 roga Ha 16 NPoUEHTHEIX NYHETOR, 8 HOMHHANLHEL 06benM BBI] chO#MIca Ha yporde 59,0
ML COMOR.

Peansupiii poct akoHOMHKH Gei YueTa npefnpHATHE 1o paspaboTEe MecTopOXIeHHs
«Kymropreoctaman 4,9% (poet Ha 3,7% B ausape- mapre 2012 rofla) B peIynsTaTe pocTa
NPOHIBOACTRA B NpoMENIIeHH0CTH (G623 KymTop) (Ha 5,7%), B cenbckoM xosaficTee (HA 1,3%),
yeayr (Ha 4,7%), crpouTensctsa (Ha 14,5%).

Hunexc notpebrrensokux 1en 3a AHBAPE — maprt 2013 roga k pexafpio npomnoro rofa
coctasun 1,19 (3a aweaps — mapr 2012 roga k zexabpio 2011 roaa 0,9%).

Huperxe noTpeGuTensoknx nen k COOTBETCTBYHOINEMY NMEPHOMY MPOLIIOTO TOH8 COCTARIIT
7.8% (B anBape — mapre 2012 rona x AHBap — mapty 2011 roma 2,1%).

Vuetnsil kype moanapa yeemmunncs va 2,42% o 0THOMEHHIO K& KoLy Mapra 2012 rooa
H Ha KoHen Mapra 2013 roga cocrarmn 47,9610 com/nonnap CIITA.

Ho wroram aumeaps — sapra 2003 roga NPOHIBOECTES MPOMEILTEHHOR OPOIYVEIHH B
PEAIEHOM BRIPRKEHUN yBennuunock Ha 18,6% (cnan ua 28,0% b susape — mapre 2012 roga). B
NPOMBILICHROCTH Ge3 yuera KyMTopa pocT npouszomen ma 5,7% (poct Ha 16,1% B snBape —
Mmapre 2012 rona) 3a cyer pocta B ofpabaTniparomesi NpOMBILITEHHOCTH - ua 28,4%. B
FOPHOAOORBAIOMEH TPOMBIIUICHHOCTH H OHEPTETHUECKOM cexrope Habnwoaanca cnag va 2,3% u
1,5%, coOTBETCTREHH.

B edepe yenyr ransape — mapre 2013 roga peansmsi pocTt cocTasun 4, 7% (poct na 4,2%
B Ansape - mapre 2012 roma). Pocryenyr Toprosnm, peMorta apToMoDHIeH, OLITOBRY HIMehHi M
MPEAMETOR NHYHOI0 NONL30BAHKA cocTasnn 7,1%, nps stom pocr PO3HHUHOH TOPTOBANH (Kpome
TOProBnd asTOMOOHIIAMH H MOTOPHEM TONIHEBOM ) COCTABHIT 6, 3%,

YenyrurocTHHHI M pecToparose supape — Mapre 2013 roja VBEMHYHIHCE Ha 6,6% (poct
Ha 5,9% B AHBaApe — mapre 20120.) B CRAIH ¢ VBENHUEHHEM NOTPeOHTETRCKOTO CHPOCa HA JaHHEIe
BHBI YCITYT.

Yeayrm nowrosofi m anekTpHYeCcKoH CBAIH B anmape — mapre 2013 roma veenmudmncs Ha
11,7% Ao CpABHEHHIO ¢ COOTRETCTRYHOIIHM nepuonoM 2012 rona, TapudHbIe AOXOAE COCTABMIH
31438 man.com,

Yelyrd Mepenosok NACCAXHPOR B AHBAPE — MapTe 2013 roma BeIpoCcTH Ha 1,3%. Odnem
TPY30B, NISPEBCICHHEIN BCCMH BHIAME TPAHCIIOPTA, YBEIHYHIICH Ha 5,4% (pocT Ba 1,8% 5 HHBape
—mapte 2012r,).

71



3a auBaps — mapr 2013 roga oSnem MPOOYEUHH CENECKOND XoagilicTEa, OX0OTE H MeCHOTO
xo3uicTBa cocrasun 17641,1 sum. comos, poer na 1,5% (poct Ha 0.8% B AABape — mapTe 2012
r.h

3a anBapr — Mapr 2013 roga ypoBeHEs OCROSHHS HHBECTHUED B OCHORHOG KATIHTAN 38 C9eT
BCEX HCTOYHHKOR (MMHAHCHPORAHHA YBETHYHICK Ha 9.7%, O CPEBHCHHIO ¢ COOTHETCTBYIOLIMM
NEPHOIOM HpoOIore roga (cnan na 5,7% B sunape — mapre 2012 roma). 3a oraerHui TIEpHOL
hakruccku ocsocHo 6900,5 MuH. COMOB HHBECTHIMIE B OCHOBHON KANMTA,

Hexons w3 obero ofbeMa HCNONB20BAHAED KANHTATBHBD HHBSCTHIMHA, odmmmil obbem
BATOBO#H NPOLYKLIHK CTPOKTENLCTEA 38 SHBAPE — MapT 2013 ropa cocrasun 6439.6 MIH, COMOB C
pocTonM Ha 14,5% (coan wa 3,5% B ausape — mapre 2012 roaa).

UncneHHOCTE OHUMATEHO 3aperHcTPHPOBAHREL BeapafoTHEIX Ha KoHen Mapra 2013
roga coctaeuna 61,4 TRIC. HENOBEK H YMEHBINWIACE [0 CPABHEHHID © COOTBETCTEVIOIIHM
nepuomom 2012 rona va 0,5%(cnan ra 5,4% B aubape — mapre 2012 ropa).

CHUMEHHE PeAnLHONe POCTA CpeiHeMeCHTHOH sapaboTHOM nnate 3a suBaps-Gespans
2013 roma coctaruno 2,0%, B HOMHHANKHOM BEIPOHEHHH CpeIHEMECHYHAN 3apafoTHas mnara
cleduiack Ha yposse 103135 comon,

Ilo npenpapHTENEHEM MAHHBIM BHEITHETOPrOREI obopor 3a aHBape-despans 2013 rog
cocTapui 925 mmu. aomn. CHIA u yeenHYHICs N0 CpaBHeHHID © AHBApeM-henpanen 2012 roga Ha
1,1%, » Tom gmene, skenopr — 178,7 s, gomn, CLIA (ymenbmenue Ha 20,2%) m AaMoopr —
746,3 maH. ponn, CHIA  (ypenmuenne ma  8,0%). Cokpalieniue 3KCHOPTHBIX NOCTABOK
ODYCHOBACHO CHMEHMEM TOCTAROK 3070TA (B 2 pasa), a TaKme TeKCTHIE M TEeKCTHIRHEIX
namennii (B 1.5 paza).

bea yuera sonora ofnesM axcmopra coctasmn 1304 wrmomn CIILA (VBEnHYeHHe Ha
2,3%).

B cpssm © onepemaommuM poctoM oGnesmon HMIOOPTA HAL IKCHOPTOM OTPHOATENLEHOES
CATBAC TOProBore HanaHca coctasuno 567.6 mum. gonn. CIIA, yeennunpnmes mo CPABHCHHID C

AHMAMOrHYHBM NepHoaoM 2012 roga B 1,2 pasa.

OCHOBHEIMH 331a9aMH SKOHOMHYECKOH mommuTRm B 2013 roOaY ABEARTCH:

- BOCCTAHORIEHHE MAKPOIKOHOMHUECKOH cralunsHocTs M ofecneuenHe yeroldHBOrO
IKOHOMHYIECKOID POCTA HA JAINIEHHPOBAHHOM YPOBHE;

— BEIMTMIHEHHE COIHANRHBR 00M3aTENLCTR,

- MPOACMDKCHHEC HATETPALMOHHBIY [OPOLECCOR B paMiax EAMHOIO SKOHOMHYUECHOID
NpOCTPaRHCTEA;

- JankHeHIHee pasBHTHE perHoHANBHOH MonHTHEN:

- MOIEPHHIAIUHA CHETEMET TOCYTAPCTREHHOID YIPABICHHA,
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st sroro TlpasuTenscTho GYUET BEIMONHATE CROK OCHOBHYIY PErYIATHBHYIO hyHKLHIO,
ROTOPas 3AKIOMACTCH B co3mannH SdubexTHBHOR memoroll cpefpl B sroHOMHKE. 210, ¢ OTHOE
CTOPOHBL, NOANSPEAHHE 3M0POBOIR H yeTORUHBOH MaKkpOSKOHOMRYeCKO CHTYAUHH CpemcThaMy
pucKannHOl B ADYTHX BHAOB SKOHOMWYeCKOH momuTHEH. C HpYToii CTOpOHEl, YCTEAHORIEHHE
COHHEIY.  TIPABH]  XO3AHCTBCHHOW AesTensHOCTH  moa  Boex YIACTHHKOE, obecmeqeie
KOHKYPeHTHOR cpeibl, buipafoTka u KOHTPONE 38 CODMIOneHeM HOPMaTHBOB M CTAHIAPTOR,
JHUCHIMPOBAHKE, 4 TAKGKE MCPLOPHEHTAIHA YACTH OTEYECTBEHHOIO OHIHECA B CRAIH C
HEPCHCKTHRAMM BeTYINeHHA B Tamowennblfi colo3 W MHTerpandeld s Oynymuii Enpasuiickni
IKOHOMHYECKHH Comoa,

Bvaner NpoaoIEHeHa paﬁf.rra Mo TakHM HANPDABACHHAM SKOHOMHYECKOHR IOMHTHRKH, KaK
CTHMYJIHPOBAHHE DKOHOMHYECKOTO POCTa “epes paBHOMEPHOES pacnpeasnente HaToroBoro
GpeMenH HA SKOHOMHKY, NPHBISYEHHC BHEIIHNK H BHYTPEHHHX HWHBECTHUMH B HHOPacTpyKTYPY,
yAyqIneHse OHIHEC H HHBECTHITHOHHOIO KIHMaTa, HHTEIPHPOBAHNES JKOHOMHEH B PErHOHATRHYIO
FHOHOMMHHMECKYIO CHCTEMY, d TAKKe PCANHIAUHA CTPYKTYPHEX pedopM MUIE DAIRHTHA KIIOUEBEX
OTpacieH 3IKOHOMMEH (3HEpPreTHKa, ropHas nobriva, nepepaGoria CCNBXOINPOLVEITHH,
TPAHCTIOPT, uHancoBaifi ceKTop W apyroe)obecnegenne npoOoRCILCTEREHHON GejomacHooTH
HEpC3 nophIleHHe 00BEMA BHYTPEHHEI'D NPOHIBOICTEA M MPOMIBOARTENLHOCTH B CENLCKOM
XOIAACTRE, A TAKKE CO3NAHHE TOCYIANCTREHHEIX Pe3epeoB B A0CTATOYHOM ofheMe; sdibexTHRROE
yOpasicHHe coOCTEEHHBLIMH AKTHBAMH; NOA/EPHAHHE IHOEPANTLHOTO  TOProBOTO  pEiHMA,
YCTHHOBICHHE HOBBIX M PasBUTHE TPafHIHOHHEIX JABYCTOPOHHHKX M MHOTOCTOPOHHMY
BIHMOBBINOJHETY 3KOHOMUHECKHX CREISH, BRINOA HA HOBME DBIHKH COLITE OTCYECTBEHHON
NPOAYKLAH, YECIHYCHHE SKCHOPTA NPOAYKUWH W MOCTENEHHOE YMEeHBIIeHUe OTPHUATETEHOTD
CHNIEA0 TORProBOro Gananca,

OCHOBHEIM  YCNOBMEM  [JOCTHMECHHS MAKPOAKOHOMUSeCKOH CcTaDHIRHOCTH SRISCTCHE
obecnmesenne oOUICCTRENHO-NOMHTHYSCKOH CTalHIBHOCTH B CTpAaHE, advbexruanoe
HCMONERIORAHHE BHYTPCHHHAX Pecypcob M coDCTREHHOMO MOTeRIMATE,

Makposronomudeckas cTabHnsHocT: Gyaer BRIPEKATECH B OOCTHEHHH CIEAVIOIHY
KIHYEBRIX KONMHYeCTRCHHBIX MaEPAMCTPROR,

- obecrnedeHne JKOHOMHYECKOTO PocTa He HHxe 7,0 %:
- CASPIHMBAHHE YPOBHA HHUIAUMH B [UTAHHPYEMOM KODHIODE, He N pEBBILAKLEN

DIIHOZHAYHOTO TIOKATATENH;

- yacpanne netpunnTa SomKeTa B npeaenax 5,0 % x BRIL
- yAcp#anne pasMepa rocyfaperseHHoro gonra ¥ BBII va ypospe, me NPeREIITARILN
HOPOT ZKOHOMHYECKOH GeromacHocTH;

- MOIIHOE H CBOCBPEMEHHO0E BRITOTHEHHE BCEX COLMANLILIX FADAHTHI TOCY,1apCTaa.
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JUIs DoCTHKENHA NMOCTABNSHHBIX 3ala4 NoAroTosies W npHEAT [lnan meponpuatsli Ha
2013 ron mo  peamwiaumH  Ilporpamser  [lpaswrtenserea Kupremckoii  PeenyOiHEE
(moctanosnense ITpasurensersa Keipromcko# PecnyGmuxn ot 05 mapra 2013 ropga Nelll),
KOTOPEIH 0ToOpaRaeT MPHOPHTETHLIE 34Ja44 10 CTaDHNHIALNE CHTYAUHH B JKOHOMHKE CTPAHb] B
MYTH WX PElIeHHs, 8 TAKKE NPOSKTE, OPHEHTHPOBAHHELE HA PasBHTHE SKOHOMHKH oTpais! B 2013
rogy ¥ Ha cpenmecpodnwil nepron. [Inan Hanpasnen ma pemende HaHOOIEE OCTPBIX TEKYIIHX
npofieM, CO3NMAHHC YCTOHYHROH nmaTGopMel JUIA NPOBEICHHA SKOHOMMMECKHX pedops,

CTADHIHIAUMHT OT/IENBHETX C{l]ﬂp FEOHOMHEH, BOCCTAHOBISHHE IOBEDHA HHBECTOPOB K CTpaHe.

Bopsba ¢ koppynuMei

¥rkazom [lpeampenta Keipremceoil PecnyOnexs or 2 despans 2012 roms M 26
yreep#aeHa locylaporBeHHAY  CTPATErHA AHTHEOPPYNUHOHHOH nomatdid  Kripresckof
PecnyOnuEH, B KOTOpOH NpHBEeNSH aHANWZ TeKyL(eH CHTYAUHMM H OTpefeneHEl OCHOBHELIE
MPHHIHIE], HANPABNSHHS M MEXAHHIM ¢f DeaTHIALHMN,

B 3roii caasmn, B Henax NPHHATHE KAPAHHAUTEHEIX Mep 00 MPOTHBOACHCTEHIO KOPPYIILIHH,
MaKCHMATEHOH MHHHMHIAHH DOCHegcTBHA e¢ sBo¥neHcTRHA HAa OSKOHOMMKY, YAYHINCHHA
HHEBECTHUHOHHOH MPHBIEKATENLHOCTH PecnyDIHEH, 3 TAKWS MOBHIIEHHA ABTOPHATETA OpraHon
rocyfapcTeeHHoll  BracTH  cpenm  wacememwdA, B gexabpe 2011 roma  ofpasosada
Aprexoppynunonnas  crywba TEHE (AKC), nepen woropoli nocrannens 3aiadd 1o
BREIARTCHHID, MPEAYTIPEKISHHID H NPECEHCHHID KOPPYITIHOHARIX MPECTYIIeHH Bo Beex cdepax
recyIapCcTBCHHODD YIPaBIEHHA,

Ha neppoHavyansHOM 3Tane 0CHOBHOC BHHMAHHE ObUID aKIEHTHPOBAHO Ha PEATHIAIHIO
KOMIIIEKCE MEp, HANpPaBIeHHBIN HA CUePKHBIHNHE [AankHEHIIETD pPOCTA KOPPYNIHOHHEDX
MPOABJEHHH [YTEM YIOMOBHOIO NpecneloBaHdd i ofecneyeHws o6INECTBEHHOTO A0CTYNA K
uudopmamn, B pesynerate, Ha CeroaMaIHAR AeHs AesTensHocts AKC nossonuma mpHbIeYs K
VUACTHIO B AHTHEOPPYIIIHOHHON NOporpaMMe rocyIaperss WHPORYHD OODIIECTBEHHOCTE H
rpaEaanckoe  coofmectso.  Kamagoe yronosmoe JIeno  CTANO OPEMETOM  IIHPOKOTO
obmeeTsennoro ofcysaenus, GOPMRPYS Y HACSNEHHA YYBCTEO HETEPIHMOCTH K KOPPYILHH H
MOBRINAA CTENSHE JOOBEPHA K OpraHamM rocynapereeHHod pnacte. TlpoapHnacs armochepa
l‘mﬂﬂﬁﬂﬂ]’ﬂ HOHTPOIA 11O BUEDBITREDM KOPRYIITHOHHRIN Hpm}'TIJICHHHM.

[lpanuTenscTeon Kmpreicroll Pecnybnmuks npuMmensercs cHereMHbii nomxom mpe
pealHIANME KOMILIEKCA MER 00 NPOTHROAeHCTBHIO HOPPpYNIMH. B wacTHOCTH, OCHOBHER
YCHIHAE  HalpaBiIeHE HA  BEUBIECHHE H YCTpaneHHe yonosrii, cnocobcTeyommx
KOPDPYLUUHOHHEIM — TIPOABNCHHAM,  HIMHIIHHX  EKOHTAKTOR  MEWOy  TPaKIaHaMe |
rOCY apCTBEHHBIMH CNYHAIMMH B HedQ ek THEHLIX MED IOCYIapCTREHHOID YVIIPARTEHH,

B noprsepacnenwe npusepmennocTd Gopebe ¢ KoppyniuMed, a TAKKEe CRHIETENLCTRYS O
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PCILHTENBHOCTH W ofasaTencers no Oopefie © KoppynHed, MOCTAROBICHHEM [IpasurenspcToa
Kuiprenckol Peciyfmkn or 30 asrycra 2012 roma No596 yrsepwamens: Ilporpamsa w [Lian
Meponpuathil [lpasurenserra Knprescroli PecnyGnuxn no mpotueogeicramio KOPPYNLHE Ha
2012-2014 rojet.

Yrazannas llporpamma 0CHOBEIBAETCH HA TPEX IIHPOXHX NPHOPHTETAX:

- YCTPaHEHHE KOPPYTIHHOTHELL CXEM;

- pe(lopMa ¥ MOJEPHHIANMA rOCYNAPCTBEHHONC YNPABIEHHS B TENAX NMOBBILCHHA
NPpo3pavHOCTH W NOAOTHETHOCTH FOCY/TAPCTBEHHEIX 3AKYTION;

- BIaHMOJEHCTEHE MOCYIAPCTREHHEIX OPTAHOB © I'DARIAHCKEM 00LICCTROM.

IInan neficTeui BEIKOYAET MEPOTIPHATHR H ¢ YUSTOM MX IPHOPHTETHOCTH YCTAHORIEH LT
KOHKPETHEIC CPOKH H ONPENENEHBl OTBETCTBEHHEIC 38 WX HCIO/IHEHHE NOCYaPCTREHHEIE OpPraHLL,
4 Tarme COCTABIEHB [PCABAPHTCIBHBIC CMETHRIE PAcuM&Tel N0 HX pealH3alHy. YEAIaHHEM
TOCTAHOBIISHHCM  Takie MpelyCMOTPERB MOHHTOPHHT W OIEHKa NPOUScca peanH3Ialug
Hporpamse: # ITnama Kamable mecTh MeCANEs ¢ oBCYRISHAEM HA ECEIAHHAX [MpaeurenscTea
Krupramckoi PecnyBnusn.

Hs obecnevenus fgeficTeenHOTD KOHTPONS HAJ peanmzalinedl  AHTHKOPDYNUHOHHOH
CTPATETHH TOCYAAPCTRA, HA OCHOBE MIYHEHHA MERUIYHApOJHOTO oneta [IpaBHTENLCTBOM
Kripremscroi PecniyGimku  mpopaGarelBaeTed  BOOPOC ©  COSMAHMH  MOCTORHHOM
MEREBENOMCTBEHHON pafouelf Tpynnel o nporHeeacicrano HOPPYIITHE. DTa Mepa DO3BOIMT
OPraHM3I0BATE ONCPATHBHOC BIAHMONEHCTBHE MEXIY rOCYHAPCTBCHHEIMH OpraHaMe Kak 1o
HENONHEHHI0 NpasuTeapcTeeHHol [porpasmer w1 TMnanameponpusTall no npotneomefcTaHo
KOPPYTILIHK, TAK H 0O APYIHM BOIPOCaM, OTHOCAIITHMCH K JaHHOH npoGneMaTtuxe,

Cpenu  muOTHX  HHHUuates  [lpasHTebCTEA Kupreackolt PecnyGnuke B pamkax
AHTHKODRYIIHOHHOH HNOIHTHKH MOXHO OTMETHTE!

- COKPAITiEHHE NPOBEPAIIINX Oprasos ¢ 21 ao 12;

= BBEACHHE €THAOID PEECTPa NOCYNaPCTBEHHBIX YOIy,

- OTMeHA O0RIATENEHOND  TEeXHHYeCKOrs OCMOTPa  ABTOMODHIBHOIO TPAHCTIOPTA,

- OTMEHE AOBEPEHHOCTH HA BOMOSHHE apToMODHIRHOTO TPAHCAOPTA;

- YCTPEHEHHE MOHOMOMHH Ha HIroTOBICHHS HAMOHATLHED NacmopToe ¢ nepenavyeii
COOTEBETCTEYOIHX (yYHKUMH roCyIapeTsy o ap.

VuHTEIBAH HeoOXOIEMOCTE CTHMYNMHPOBAHHA H AKTHEHIAIHMH ['PamIAHCKOH HEHIHATABEL
paspabotan mpoekT 3axona Kuepreisckoii Pecniybmukn «O noollpeHHEH Fpakiad, 3asBHBEIIMK O
thakTax KOPpYNUHHY, COINACHO KOTOPOMY IpawjIanmHy, coofINBIIEMY O KOppyYMIHOHHOH
cxeme, OYAET BRILTAYHBATBCH [JEHEKHOE BO3HArpawienHe B paimepe 20% ot cyMMEl ymepha,

BOAMCINEHHON MOCYIapcTRY,
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B mensx onmmeMHzaisi W VHECTOMCHHA  3AKOHOOATENBHOH 0a3e] Mo KoppyIHOHHEM
MPECTYIICHHAM, B TOM 9HCIC OTHOCAuIeHcAa k cymeGHolt cucreme, AKC paapaboTal naxet
3EKOHOJATENBHEIX BKTOB, BCIYNUBUIMX B CHIY B arrycre 2012 ropa:

- 3axon Kwpremexoil Pecnybmukn «O npotusojelicrsuy Koppynuuu» oT 8 aBrycra
2012 roma Ne 153;

- 3akon Keipreisckolt PeenyGamkn «0) Buecenmnn wameHenui#t u nononHenwit B
HEKOTOpRIE 3aROHOfaTeneuble akThl KP» ot 10 aerycra 2012 roga Ne 164 (Komexe KP ob
AIMHHHCTpaTHBHON oTercreennoctr, YK, YIIK, Tpyuoeoit komeke. 3akommr Kripraisceoi
PecnyOaukn  «O  npokyparypes, «OB Gﬂepa'IHBH(:ﬁl—pﬂ&bll:KHﬂit OefrensHocTHy,  «0)
TOCYAGPCIBCHHEIX  3akynkaxy, «0 DEKIAPHPOBAHMH o NyGIHKALMHA cBeaeHHi 0 foxonax,
OOH3ATENLCTRAX M HMYIISCTBE MU, 38MEIIAIOIIHX NONHTHYECKHE M HHEE CNeNHaTsH bl
rocyfapcIBCHHBIC JIOMDAHOCTH, @ TakKEe MY GnHireEx POACTEEHHHEOER, «(
roCy AapcTReHHOH cymoes, w0 MECTHOH MOCYMAPCTBEHHON — agMHHHCTpammy, «0)
MECTHOM CaMmoynpapieHHH» u  «0 MyHHUHNAILHOH cnymBen):

- Kowctutyumowwsii 3akon Keipremckofl PecmyGmukyr «0  srecenny maMeHeHul
H Jononnendit B koncTHTYUMonHE 3akon Kupremscroil PecnyGnukn «0) ocTaTyce cyaei
Keiprencroit PecriyGnukuy o1 10 asryera Ne 167.

KpoMme 7Toro, 1o pesynsTaTaM  aHTHKOPPYIUHOHHOH IKCOCPTHIN  aelicTryiomero
SAKOHOMATENRCTRA, NPOBCACHION HY OCHOBAHHH AHAIH3A OCHOBHBIX KOPPYTUMOHHEX PHCKOB M
BO3OYMICHHBIX YIONOBHEIX JI€NT, B paMEax BHEMPEHHA AHTHEODPYNIIHMOHHKIX Mopeined &
YHPAaBIEHUH roprojobusaomeil oTpacisio B TaMomenHoi chepe AKC BHecens: CIIeAYIoLHE
FUKOHOAATEIBHEIE HHHIHATABAL:

= NpoekT mocTanoBtennAa llpaswremeerea Kwipranckoii PecnyfGmaem  «O TpOEKTE
nocranosnenns  KoropkyKenema  Kripreizcxoi Pecnybmuxn  «O8 yeTRHOBIEHHH CTABOK
AKCTIOPTHEIX  TAMOMEHHBIX [OULTHH HA TOBAPH, BRIBOSHMBIE C TEPPHTODHH Kuiprerscroit
PecnyGimxu»,  9to  nossonut  ymopamodMis IKCMOPT LUBETHETX METAMIOE H HCKIOYHTH
KOPPYTINHOHHLIE PHCKH Ha 3Tane 0fopMIeHKA RHEIIHESKOHOMHTECKMY onepaii;

- B HemAX HMCKMOMMEHMA YonoBHH I HeoDOCHOBAWHOTO NpemoCTABNEHHE W
HCIIONIB3OBAHHS (MHANCOBLIX JILIOT cyOBexTamMn cBOGOLHOH IKOHOMHYCCKOH 3OHEL wBHIDKEK S,
APOBOAHTCH  KOMIUIEKC MEPONPHATHA 1o padpaloTke 3AKOHOAATENBHOTO AKTA, NPHHATHE
EOTOPOre OMHIASTCA 10 KOHLA TeKYLIEro roja.

Hapsay ¢ ykazanuend, YYHTEIBAg, 4To KOPPYTILHA ABNACTCA 3HAYMTENbHOH yrposod
SKOHOMHMYECKOH  DezomacHOCTH  roCyjapeTea, NPHOPHTETHOE BHHMAaHHE [IpapdHTenscrea
Kbipromscroit  PecnyBnmkn  ofpaieo Ha TakHe  BamHBIC JMCMEHTE]  SKOHOMHYECEOH

OCIONECHOCTH KAk NPOJOBONECTEEHHAN, SHEPreTHYECKAS. PUNAHCOBAL M  SKONOIMUECKA
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DeronacHocTs.

Pabora  pasymmusex POCYNAPCTREHHEIX  OPFAHOR 10 JAHHEIM  HATIPABICHHAM
CBOCBPCMEHHOE BEIABNCHHE, AaHATAT H NPpaBANBEHAA OUHEHKA NOTCHUHATEHETY YIpo3 H BOIMOEHELD
MOCHEACTBHH, 8 Takwe RepaboTka OBOCHOBANHLD PEITEHHE  NO3BOJNT NpPETOTBPATHTE
KONOCCanbHEIE TOTEPH B SyAyiNeM B PAsIHYHEIX OTPACTAX SKOHOMHKH.

Taxwe, ana Gopeiis c KOppynoue# B cdepe yopasnenna FOCYAAPCTREHHEIME (DHHAHCAME
'l «HMudocnereman  npu Munuctepetee  Guuancon KP pazpaloTane ®H  BHeAPHAO
rocynapcTrReHHsi  mHpopManuonaei  mopran okmot.kg, wa ochome Kotoporo BATIVINEHET
CASAYIOMES HHQOPMAHOHARME CHCTEMBL H HHCTPYMEHTRI;

1. DaerTponHag cHETEMa 3aKyNOK (zakupki.okmot.kg);

2. DuoHOoMHYeCcKas rapra(map.okmot.kg);

3. Topran «Orkpereii Giomrets{budget.okmot k 2

Pedopma cyneluoit cueremnr

IlpaRuTenLcTRO 0BA3yETCS YNYHIIHTE NpaBoBbie Hopuel B Keiprenckoit Pecnyfnuxe B
HACTH COBSPINEHCTROBAHKMA CYACOHOH 3AMTH HHTEPECOB dHamYeckux W HOPHIHYECKHX THLL.
Cneiys KOHMCTHTYIHOHNABRIM HIMEHEHHAM, TpaBHTebCTRO COCPENOTOYMNIOCE Ha YCHIEHHH
cynefnoH BIACTH, Kak OJHOTO M3 OCHOBHBIX (hopuupyromEx Gnoxor FOpHTHYECcKOl CHETEMEL
JocTHrHY T sHAYRTENEHEI nporpecc B 0DCCTeYeHNH npolecca HIOPaHHA W Ha3HAYEHHHA Cymet.
Ha ceropnaumuii mese cynpn BepxosHoro cyha mabHparoTes Ma ocHORE KOHEYPCA B VCIIOBHAX
NPO3PAYHOCTH 110 BCEM KAHIMWARTaM ¢ ydeToM TpehopaHuil sakoHa 1o npodeccHOHANEHLIM H
HHLIM KadecTeam NpereHaeHTon. [IponomkaeTes nponece nabpanns 4ienos Koneruryunonsoi
nanaTkl BepxoBHOro cyma W HauaT mpouece KOHKypcHOTO orfopa cyneft B Mecrwnie cyns. B
veasx  obecnedenws  rapanTHit | ofnexTHBHOTO HpapoCcyYnHs,  MOCTYIA K XOpouo
yHKUIHOHUDYIOUMM cyaasM, Coser no cynebHoH pedopme mpu Tpesugente Keiproncxof
FPecnyGnurn, B coctas kotoporo BxomsT nenyrare HoroprkyKenewa (TlapnasenTa), amesms
IMpapurenseTsa, cOenWanMeTsl PaiTHIHEIX OTpacned Dpapa M JOPHCTE-YYEHBE, YTBEDITHN
CrpaTernvecknii nmnan meiicTari mo pedropMHEpOBAHMIO CYAEBHON CHOTeMET I8 ONpeaeIeHHA
MEp, KOTOPBIE HCOOXOTHMO UPSNPHHATE ANA  PaspelliciHs OpofreMHEIX BOTIPOCOE [0
obecneYeHHIO NPaROT Y IHAL

Hanneii [lias mogroToBnen B PEANH3ALMEO NOTOKEHRH Yiala IpeanmenTa «0O Mepax no
COBEPHIEHCTROBAHMIO MpasocyAus B Keiprescxodl PecnyGnuxes or & asrycra 2012 ropa Nel47.
Mannwif Yxa: TakweycTaHaBIHEAeT TPHOPHTETE  maa  cyneduoli pedopMel Ha  ocHOBE
PEKOMEHAALHH, BEIPA0OTAHHEIX B X0Ae MHOIOCTOPOHHCrO fAHanora Pemlenpe of VTBCPHAEHHH
Corerom no cyneBuoii pedopue Tnananefictenii moanmmcaso IMpesunenTOM, ARIAOUHMCS

npeacefareneM JanroroCorera. Yreepagienanll Copeton [nan aefictanii no pedlopMHpORAHKED
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cyaeOHOMCHCTEME! QIPSIENHT ATy, KOTOPEIE JOMKHEL OBbITh MPHMEHEHEL! Ha NMPaKTHKE BpaMKa
RLIMOMTHERHA NPHOPHTETOR cyAcOHOH pedopMer. ITnan BRMOYGETKONKPETHBIE MCPLI, RPEMEHHED
CPOKH M yCTaHOBACHHe DIOHETHEIX TpefoBaHMHANS MX BRIOOAHEHHS., (oBer nocy gefHo]
pedopMe NpUBEpKeH K BEIIONHeRu CTpaTerngeckoro nnana meficreMii oo pedopMEpOBAHME
cyaebnod  cHoTeMEl W Gyner ofecneunBaTe  COTJIACOBAHHOE  QYHKIHOHHPOBAHE
HB3AHMONEHCTENE TOCYJAPCTEEHHBIX OPTraHOB, OPraNOl CYACHCKOTrDCAMOYIIPpARTEHHS T
prannsanuy  OCHOBHEIX  HANpaBleHHH CcOBCpIIeHCTROBANHACYNeOHOM cncremel Keiprasckol

PecnyOnuks, cMeubx ¢ Helt MHCTHTYTOR,

PedopMHpoBanie eHeTEMEI FOCYAAPCTBEHHLIX IAKYTIOK

B Hacrosulee BpeMS HAXO[MTCH HA CTAJMH IBBEPIIEHHA MPOSKT IAKOHA Krpremcxoi
PecnyGnurkn  «0 rocylapcTBeHHBIX  jakynkaxs;, B pamMEax KoTopore GvieT  HCKIKAMeH:
BOIMOMKHOCTE  YyHacTHA B TeHAepax OIMIKAX pPOACTBCHHHKOR, VIYYIIEHA NOPO3PAYHOCTE
IKOHOMHKA H MPHEKTHBHOCTE B COOTBETCTERN C MERAYHAPOAHEIM IEPEIOBEM OMBITOM.

Kpome Toro, oxonvarensso gopabGorana CTPATErHi BRITIOTHEHHS rOCYIdPCTREHHED
FAKYNOK, HAlEIeHHAd Ha palHOHANRHOE WCMNONB3ORAHHE TIOCYAAPCTEEHHEIX CPEICTE, W3
IROHOMHIO, TapaHTHPYA [OPO3PAYHOCTE M OTKPRITOCTE MPOUEAYP M0 FOCYNapcTREHHBIN
JAKYTIKAM, TOOLUPAA ¥ PASBHBA KOHKYPEHTOCIOCOGHOCTE cpeay NMOCTABIUHKOR (MOAPAIYHKOR)
YBENHYHBAA TeM CaMBIM = KOHEYPEHTOCIOCODHOCTE MECTHBIX NOCTABIIMKOB. (OTYeT
[OCYIAPCTBEHHETL 3akynkax 3a 2011 duuancomrtii rof Mo HCMONBIOBAHHIO CPEACTS Dbl
onyGnuroBaH Ha cafite  Mummnerepctea ¢uuancos Krpremckoit PecnyGnukn B uenm
YBEMHUEHHH TTPO3PaTHOCTH,

[lene panwoi Crpartervs - onpemeneHde NepCHeKTHRHEIX, HanpapmeHHil mansHeiireng
PAIBHTHE CHCTEMEl [OCYAAPCTBEHHEIX JAKYMOK H NPOBE/IEHHE B CPEMHECPOUHON NEpPCneKTHRE
KOMITIEKCA HIAHMOCES13HH I OPraHH3auHOoHEBX, NABOBLIX H HHECTHTYLIHOHATBHEIX
MEPONPHATHH A8 pealH3aluy JaTkHeHmmMs myTei PasBHTHA  CHCTEMEI OCYMAPCTBEHHLIX
3akynok B Kpipremcroit PecnyGnuke, B ToM YHCIe WICKTPOHHBIM CrOcOBOM B CRETE
JHAYHTENLHOTO YBEIHYCHHA ODLEMOR TOCY/AAPCTREHHETX 3AKYIIOK H VCHIEGHHH MX RITHAHHS HE
IKOHOMHKY CTPaHE,

K 30 mona 2013 Ilpaskrenscrso obasyercs omoGpure NERECMOTREHHER 3akon )
FOCYNAPCTBEHHBIN 3AKYIKaxy, BKIOYAR [DOAIAKOHHEIE akTs! (IpaBMIa MOCTAHOBIEHHA),
chopMHEPOBATE HE3ARHCHMEIT OpPrad peryIMpyrolsil rocyIapcTReHHBIE JAKYIIKH H He38BHCHMBIH
KOMHTET M0 paccMOTPeHHIO JKaNnol; YeoBCPIIEHCTBOBATE H MPONONKATs MyGIHKOBaTE OTYeTH 0
FMOCYQApCTECHHEIX 3AKYTIKAX B NOCASIYINHE IOABL, KOTOPRE OYAYT BKMIOYATE CBENCHHA of
HENOALIOBAHHH CPE/ICTE M COOTBETCTEHH 3aAKOHY © JaKYIKAX SAKYNalolHX Opra{os wepes

06pallEl TECTOR HAa COOTRETCTRHE.
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¥Ynpasnenwe rocyaaperseHAnIMe dunancaMe B GH/KETHAN IOTHTHIES

Liponsomrenmue & cTpave oBMICCTREAHO-NONHTHYECKHE COOLITHA OK&3aMH BIHAHWE HA
Gromxer 2010 ropa, 4To HLUI0 OBYCNOBAEHO IHAYHTENLHEIM POCTOM OTIOUTHETEEH bIX PACKOO0E
Oromtera, B OCHOBHOM, Ha BOCCTAHOBMTENLHEIE MEPOTIPHATHA TOC/E ANpENbCEHY H HIOHBCKHX
COOBITHE Ha HOre CTPAHBL H CONHANBHBIC BRITUIATH MOCTPalapiiny. TeM He Memnee, & peavaLTaTe
HOHCTPYKTHBHOTO cOTpyanMYecTsa [Ipapnrentsersa ¢ AOHOPCKHMH CooOLICCTRAMME 10 BOIIPOCAM
nopncpacky Giomxera, AedmuuT rocynapersennoro Siwoxera B 2010 rofy cnoKHIcs B pasMepe
4,8 %% g BBIL, uro oxazanoch HH#E 09HIREMOTO YPOBHS,

B 2011 roay pacxoas Gio/DkeTa CYLIECTBEHHO YBEIHYHIHCH B CBS3H C TIOBRIIGHHEM
3apaCoTHOR MNATel  paloTHHEAM conmaneHofi cepsl H  MpaBOOXpaHHTENLHEX OpraHos,
BOCCTAHOBICHHEM IOMHOIO DPErnoHa CTPAHBI M yBelHuYeHHeM (QHHANCHPOBAHHA NPOSKTOR
pacewris. [l cHwenns  nedwimma Giomsera MpasprensersoM Geul  pazpaGoTtan pax MEep s
MPHBACHEHHE  JONOIHHTEALHLIX HCTOWHHKOE NOXOJNOB B OIOMEET, Y10 HapAAY €  POCTOM
NOCTYTIICHHA HAIGIOBERIX JIOXONOB Janc NONOWHTENLHES PeiyIBTaTH [0 CACPWHBAHWI pPOCTa
SrommeTHoro JedHuMTa. [IpH NIAHHPYEMOM NEPBOHATANEHOM NOKAIETENe nedrnmra & 2011 romy #a
ypoeHe 7,5% x BBIT, darkTadecks nanueni MoKasaTens cuowmiacd Ha ypoede 4 8%, IHauHTeILHEL
DHUKCTHEIR  JedWimMT aueryer HeoOXOAMMOCTE ©ro ONTHMHEZAITHE  EaK OyTEM  VITYHITIEHHS
TPATHITHOHHEIX MENAHHIMOE, TAK H [IOHCKE ATETEPHATHEHEL HCTOUHHKOR JI0XO A,

B uenom, SIOIDKET CTpamnl NpOJIOICKaeT OCTABATHCS COIHATBHO-OPHERTHpOBAHHEM. Poct
COUHANRHO VAIBHMOMH TPYIOE HaceleHus u HapacTaHHe Oeamoctd B 2010 roay nmoenmam Ha
YBeNMYeHHe CONHANBHLIX pacxomes Gwomxera s 2011 romy mo 43- 45% or ofmmx pacxonce
pecnyBIHEAHCKON GroTHeTA.

[naBnas Uedb MONHTHKA FOCYIAPCTHEHHLIX PARCXOOOB Ha Grrmkabimme TpM rona OyuaeT
MKIIOHETECA B IOMHOM H CBOSBPCMEHHOM (QHHAHCHPOBSHHH BCEX COLMANEHEIX TapanTHil
TOCYAapeTBA M CORNAHHU OUIArONPHATHETX YCIOBHE nis JKOHOMHYECKOIO POCTa B HHTEPECAX
BerHEX CH0ER HaceNeHH.

llpaBHTenteran NPHIHAST BAMCHOCTL HAYATA GHOKETHOH  KOHCO/IHIALHH. Crparerms
KOHCO/IHIALHE BIOIOYAST MEPh] 10 YBEJIHYEHHED A0X000B H CHEPHHMBAHHIO POCTE PACXOJOR,

YeenuicHHe GROJGETHBIN JOXO0A0B B CpelHecpouHo# mepcriekTire Gyaer ofeciteycHo 3a
cueT: (i} YIYYIMEHHS TaMOMEHHOID ANMHHHMCTPHDOBAHHA Uepes nepesos  GoIbIIHHCTES
HMIOPTHPYEMBIX TOBAPOB ¢ CHCTEMB! TAMOXEHHOIO O(GOPMIEHHA H& OCHORE BECA HA LICHOBYIO
OCHOBY, (ii) oTMenB oTaensnex mbroT o HIC; (iii) nepecMoTpa axmmsmoi nonurHiH; (iv) 3a cuet
pethopMEl HEHATONOBEIN MNATENKeH, HAMPABIEHHON HA OINTHMHIAHIO roCyYTapCTBEHHBIX TUIATHRIX
Yeuyr B S(MPEKTHEHOC YTTPARISHAE [OCY EAPCTREHHON COBCTBCHROCTEIO B IPHPO/THLIMA PeCcypCaMu,

B  uwenax cokpamenns medmnoMTa OGUpEETR M OITHMHIAHH pacxkoaoB  mepen
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TIparHTEALCTEOM CTOAT CIEAYIOUIHE 3818490 (i) COBEpPLICHCTROBANNE ILIAHHPOBANHS MotxeTs; (1i)
yerIeAne KoHTpond >dderTHBHOCTH rocy JapeTBEHHLIN pacxonos; M (iii) coBepiieHCTBOBAHRE

OIOJHCTHOIO SAKOHOOATCNBCTRA.

OcHOBHLIM ODpROpHTETOM GyaeT pedopMHPOBAHRE CHCTEMET YTIDABMCHHA

MOCY1apcTBCHHBIMK {PH}IﬂIIEﬂMH, MOBRIUIEHHE OITHETHOH AHCHANIHHEl B NRO3PAYHOCTH

HCIOMBZOBAHNA DIOJUKETHRIX PECYPCOR,

Mept1 pedopMUPOBAHHA  VIIPARNEHHS TOCYIAPCTREHHBIMH  (uHaHCaMM  Brmowaor: (i)
paspaboTEy CHoTeMEl OleHOK sxoHOMHYecko# adwbexrtHasocTH; (ii) nooranue#l nepexoa Ha
nporpaMmMice  GomweTHposaHie; (iii) koMmIUlekcHoe ofydenMe COTPYAHHMKOB ITHJIOTHEIX
MHHHCTEPCTE N0 NPORSIEHHI0 CEKTOPATBHOM AHANKIA H pripaboTKe mporpammuoro GlojuReTa;
{{v) BHENpEeHHe MWEKTPOHHEIX TOPIOE M4 NPOBEISHHA TOCYAAPCTBCHHEIX 3AKYNOK; (Vi) coiJanmne
grMHOM  [EHTPANHIOBAHHON CHCTEMB!  YHPABICHHA (PHHAHCOBLIMM - PECYPCAMH  Ha  TE/IH

KanHTANBHOr cTpoHTenseTea (Y EKC).

PedopMApoBaHHe CHCTEME] YNPEBJASHHA TOCYASpCTBeHHBIMH duHancamu (YI'®) B
Kripremekoil PecnyOnure ocyIMecTRIsNOCE B pAMKax yTnepwiaenHoro Yxasom Ilpesunenta
Kpipremcxoii PecnyGunky o1 22 oxtabpa 2009 roga Ne 396 Cpenmecpoynoro miasa gefctemil

no peiopMHPOBAHMIO CHMOTEME! VIPABJISHHA TOCYNapeTseHHbMH  duHaHcamu Keipramcxoi

Pecnyoamxn.

TMannedi as peficranil Gen wanpasnes Ha ofecnedeHse HeoOXOMMMEIX YiIyqilieHHE B
TOMHETHOM NPOLECCE H PEIISHHH CrNeUH(HIecKHy npotues, B ABLUICH NPOIMULKCHHEM 3Tana
MOJIEPHASAITNH CHCTEME] YIPARIEHHA NOCYAapeTBeHHBIME (HEAHCAMH HA OCHORE HEPBOHAYATLHOTO

rnasa, koTopsll Gen yreepavien  Ykasom [Mpespnenra Kupreisekoll Pecrybmukm oT 26 HioHA
2006 roga Me 337,

Peanusanus BHIeYEasaHHoro CpenHecpodHoro naana nedcresil Omna HanpasieHa Ha
naneHefimee yorpanense npofies CHCTEMBI YNPABICHHA FOCYJAPCTECHHBIMY (dHHaHcamMu H
HEOOCTATHOB GIOJMETHOTO Mponecca B LETOM W nochysmuna nnardopMol ma pannHedmeR
CYLISCTREHHOH MOASPHHIALMHA CHCTEMBI YIIPABICHHA INOCY1APCTEEHHEBIME (PHHAHCAMHE.

Opnako B cBeTe nocnegrHx npeolpazsoBaHHi, a Takke B paMiax jgansHefimero
COBEPIICHCTBOBAHHA  CHCTEMBl  YIPABICHHA TOCYNAPCTBEHHEMH  (DHHAHCAMH  BOIHMEIA

HeoOXOAMMOCTE mepecmorpa W ofHosneHus  CpeiHecpOodHOTO  NAHA  NeficTBHA 1O
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peOPMHPOBAHUIO  CHCTEMLI  YNPABJIESHHS TOCYRAPCTECHHEIMH  (DHHAHCAME Knipreiackoh
Pecnybnuim,

[fa ocHOBE MOCTHIHYTEIX pPE3VILTATOR, OIEHKH mATBHeHIIHX NEePCrIeKTHE, ¢ BHEQPCHHEM
HANEHHOH CHCTEMBI MOHMTOPHHIA H OUEHKH peannsamuu pedopM TepecMoTpell H oDHOBICH
wCpenmecpounnii e gelcreui nmo  pedopmepoRarmo CHCTEMBI  ¥TIPABICHMA
rocyaapeTseHiemME uHancamu Koproackofi Pecnyfnuxms (nocranonmennen [lpasmrenscrsa
Kuvipraackoit PecniyGamxn Me675 or 3 oxrabpa 2012 rona yTeepneH «CpenqnecpoMHEil nuas
AeHCTEHH 1o pedOPMHPOBAHHI0 GHCTEMB  YIPABICHHA [OCYJAPCTREHHEIME (pHHAHCAMM
Kuiprerckol PecnyGumxn na 2012 — 201 Sroger).

[Iponece peOpPMHDORAHWA HANparTeH HA AOCTMIEHME TpeX OGMMPHLIX pedyibTaros: (i)
JOCTOBEPHBIH GIO/BKET, MPEIOCTARNMIONTNG NPECKATYEMEIE PECYPCEE; (ii) YIYYITEHHE KOHTPONE |
(PopMHpoRgEnHe CHOTEMbB! OTYSTHOCTH YIPABIEHYECKOTO 3BCHA (ili) yAyqIIEHHE CBATH MEMAY
MPHOPHTETAMH MOMNTHER H TOJ0BEIM, & TAKKE CPETHECPOUHEM ILIAHHPOBAHHEN.

B ceere mocmegnux npeoOpazoBaHuii Hamme paspaSotan npoext Bwomsersoro Kopexca
Keiprenscroit  PecnyGmiku, Hanpamnewwsif ®a ofecnevenwe oprammsammn  sbdextasroif
NPO3PaTHOH CHCTEME! YNPABICHHH TOCY/IEDCTBEHHBIMH  (JHMHEBHCAMH, COIJAHHE HAIIESHATIHY
MPABOBEIX HOPM [UTA dopMHposanns GHOLKeTa, OTBEYAIONMEND HAUMONATLHEIM HHTCPECAM, W
BHEADCHHE MMPOBEIX MEpefoBRix HOPM Olomsernoll cuctemsl [IpoextT Bromketnoro Koperca
npeacrapien B [apnament 15 oxtaGps 2012 roga u omunacres GEITs ogoSpenne B 2013
rogy. B nensx sanmrer HHTEPECOR rocyIapeTea i rpascnan Keipreiackoit Pecnybnuey, a ranme
ATt YBENHYEHAA NPO3PAYHOCTH NPH NPENCCTABMCHIHE TOCYIAPCTBCHHEY rapaHTHit, k maio 2013
rofa BYIET NPHHATO NOCTAHOBJIEHHE, B COOTRETCTEHH KOTOPEIM NOPpH  MPefocTaBIeHMH
FOCYAPCTREHHLIX FAPaHTH OYAYT MPHMEHATECA T JKe TPHHLMNE, KOTOPLIE ONpefelnennl s
TOCYAapCTBEHHLIX  3auMcTBOBaHMR B Bromwernom  Kopekce. CooTBeTCTBEHHO, Kawoas
roCcynapcTBeHias rapanTHi  AMKHA npefoctasnaTses  [paenTensetsoM ¢ opofpenus
IMapnaMenTa.

Kax orpaxeno s Bromxernom Komexce, suyTpennmil aymur Gyner YCRUICH © TIOMOIIBHY
cosmanus :a) CoBCTA N0 BHYTPEHHEMY, KOTOpeH OyLeT ocymecrsiasTh MOHHTOPHHI N0
O0ECIIEMEHHI0 HEIABHCHMOCTH BHYTPEHHErD ayiHTL, IOTOBHTE NPeTomeHHd MO obecnede
10 OTPSACACHHID CTPATETHH, METOJONOIHH BHYTPEHHErD 8y ima, 6) CHCTEeME TOCYapCTBEHHOD
BHYTPEHHEID KOHTPON H (PHHAHCOBOrO YNOPABACHHS W EOHTPONA, B) OTAEna BHYTPEHHETD
AYANTA B TOCYNAPCTREHHBIX YyUYPCHIEHHAK Ha OCHOBE MCOHIYHAPOJHBIX TpodeccHonaibHbBI
CTAHAAPTOR. . B Henax cosepmieHCTROBaHHS MexORODRETHERX OTHOMEHNH OCyIecTRIen nepexom

Ha 2-ypobHesedi GIO/DKET, IN€ B CHCTEME MemGIODKETHBIN OTHOMEHHE NOHYTHE (MECTHER
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CIOKETRI) BRIIOMAET GIOMKETH MECTHOM coofimectsa anna, mocenka, ropoaa, GopMHpOBaHNE,
YTBEPHAEHHE W HCHONHEHHE KOTOPOID OCYUIECTRIIOT OPrafdbl  MECTHONO  CaMOyIpPaBIcHHA.
TlepecMoTpers HOpMATHEL OTTHCIEHHS OT OBIIErOCY NAPCTBEHNEIX HATOMOB (MOOX0IHE HETOL,
HAIOTH Ha MaTeHTHOH OCHOBE), Ha POCT MOCTYIIEHHA KOTOPLIX MECTHBIC OPTanbl CAMOYTIPABICHNR
MOTYT OKO3LIBATL BAHAHWE HYepes cosmanpe paGoumx Mecr CO3JIaHHE YCIIOBMIT A patpeTis
MAToro Guakeca. D10 MOSBONIMT YCHIHTE MECTHEIE GIOMKETL 3a cHeT cobCTBEHHBIX cpefcrs,
MOBBICHTE IAHHTEDSCOBAHHOCTE OPTEHOR MECTHOTO CAMOYTIPABICHHS B YRENM ICHHM IO} 00T
MoTCHUHALA W ynyqumis  oddertHBHOCTE  packogon.  Peammsaums predopMn  Gunancosoil
ACUCHIPATHIANNE — npemanonaraeT  dopMHpoBaHEe | l{?llﬂm-lal-mﬁ MECTHRIX  GHieToR
HENOCPEICTREHHO OPraHaMH MECTHOTO CAMOYTIDARICHHA.

JI CTHMYIMpOBAHKA OBBILEAE IHOHOMHUYSCKOTO NOTEMUHANE MeCTHLIX COODUICCTR,
MOBENUCHHA POM H OTBETCTBEHHOCTH OPIEHOB MECTHOTO CHMOYIPABNEHHS 33 3(OdiexTHEHOCTE
YNpARIEHHS MECTHRIMH GHODKCTAMH B OOIACTH MeKGKIUKETHEIX OTHOLIEHHi Gyner nponomxena
pafioTa no cHeOYIOMHM HANPARISHHIM: (i) cosepurencTROBANKE TIpaBOBEIY AKTOR, PETYAHDYIOIMHX
CHCTOMY  MemOIOUKETHRIX  OTHOIEHHEH, (i} coBEpIIEHCTBOBAHME CHCTeM MEHONHRETHRIX
TpaHCEPTOR © YUETOM CPETHECPOMHOTD OIAHHPOBAHHA MEeCTHRIX SI0NMeTron.

Ha nocrosano#f ocHome npomomsaercs pabora B chepe ofecnevenns npospauHocTH
FOCYAAPCTBEHUEY (JMHAHCOR, COTPYIHHYECTBA C pPEIOM HENPABHTRIECTREHHE OGIIECTREHAR
OpraHEzanMi no Bonpocam GioyketHol npospaumocT M OOCTYNE TpawaaH K GHNDHETHOH
undopmaman. B sToif cdepe, youmas OyayT HanpaBieHs Ha GOPMHPOBARME TONORLI IPEUEIAHCKITY
DIomwmeTOR,

B cpenmecpounoii mepenextupe ORHAACTCH, YTO TEKYIIHE Pacxoisl GyAyT MOKPHBATLCS

TONBKD 28 CHET TCEYIIHX nOoX0a08,

PedopmMupopanne cHCTEMBI COMARILHOI IAMHThI
Crparerus passuTHa  COLHATEHOM 3AMAETEL  HaceneHHs wHa 2012-2014 rogm u
Cpenmecpounsiii nuad paserTs OQUOPSACHAIOT CAEAYIOHE KIOYERBE BOMPOCH B OOMACTH
COMHANBHOR 3awuTen (i) He ofecneyena AAPECHOCTE COUHAbHON moMomm { obmmit Gromser
BCCX MpOTPaMM B COBOKYMHOCTH ) M, B PE3)y/IbTate, rocyIapcToeHuag LOIOeprKka Tex, KT0 B Aol
PLATTEHO HYRIACTCH, OKA3LIBASTCH HOIOCTATOYHOR (i) BRIcOKHiT YpOBeHL HHCTHTYIIHOHATHIALIHIH
B CHCTEME COUManbHOH 3amnTel. Brin onpenenes clieayiommil kommiexe NPHOPHTETHEIX Mep g8
PEIICHHS ITHX Npodaen:
1) VYayumenne oxpara M ANCKBATHOCTH COLHAILHOMN MOMOINH, HaleneHHOH Ha cokpalucHue
Kpalinefi BeppocTi, Dro OVIeT JOCTHrHYTO nytes GrpceTEOro NIAHHPOBAHHA CpPE/ICTH,
YTOBET EMEMECHTHO OCYIIECTEIATE (QHHaNCHPOBAHKE ToOCOOMI IR MATOAMYINHE ceMei,

BRIIOH4aR nocofna na getedf, nogpasyvepas YBennyenHe I"apanTHpOBaHHOTO MEHAMATEHOTO
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(ii)

Aoxoga (I'MJT) ne menee vem va 10 % roa s 2013 u 2014 TOax 1Mo CPARHEHHIO ¢ PASMEDPOM
I'M]I, yeranornesnoro ¢ 1 Hozbps 2012 roaa.

[Mocrenennoe cokpamenwme Nonn pacxomon ma COMHATBHYIO MOMOLUL B PAMKAX TPOrpamMM
KATETOPHANLHOH conuanbHOl noMomm, Jto Gyner AOCTHTHYTO MYTeM HEAOMYTIEHHA POCTE
MHCIA KATEropHil nonyyatenell W coxpaHenus Pa3MEpoR MEHSMHEIY KOMTISHCAITHE Baaven

neroT Ha ypoedae 2010 roga.

(iii)  Ilpwopuresuposats w CHOHLCHTPHPOBATE  OIPAHHYEHHRIE  pecypehl Ha  nanGonee

KPHTHYECKHX O0MacTsx  colMankHoH  sammTel  [locreneHmas pehopMa B cHoTeMme
obDecrevenns  3AUMTEE et ¢ (okycom Ha ACHHCTHTYNHOHAIMIAINID  HRIAETCH
TTPHOPHTETOM,

Peopmuposanne cueremsr (PHHAHCHPOBAHHA COUMATRHBIX YCIYT © LIENTBIO nepexona  or
CYMECTRYIOMETO OHOKETHOIO [IAHHPOBAHMN, OPHEHTHPOBAHHOTC HA (HHAHCHpOBaHIH
COACPHAHMA HHTCPHATHLIX  VUpesUIeHuil, & HHHAHCHPORAHHEO, CCHOBAWHOMY  Ha
pesyneTaTax. Meprl OvOyT BRIIOUATE DUPEAETIEHHE CTOHMOCTH YCIYT, BAKHOTO WIEMEHTA B

aanuHoil pedopme.

JHEPreTHRKA

IHepreTHuecknii  cextop  KeIpramckodi Peenybnukn  ofnamaer  smauntensnnmm
NEPClickTHRAMK  pocta. B crpame  ecrs  Gorateif H  OTHOCHTENLEO HEIoporo
THAPOSHEPICTHYECKHIT  NOTEHIHAT, 9r0  MOXECT NPHBECTH K BEITOIHOMY  SKCIIOPTY
MEKTPOIHEPTHH.  ONHAKO  3TOT  [OTEHUMAN OCTASTCA B IHAMMTEILHOH CTENEHH
HEPEANH30BAHHEIM. CexTop CTANKMBAETCH ¢ CepEeIHLIMH NpofiueMaMy, TAKHMH K4K OTCYTCTEHE
hHHAHCOBOR HHIHECTOCOOHOCTH, oCralieHHan HagewHOCTE anexTpocHabmenna, cnaboe
YHPanaeHHe B OTCYTCTEHE MPOIPAYHOCTIH.

B uenom, snepretaaeckmii cexrop 1 ero NPEAMPHATHR AE ABIHIOTCH MHIHECTIOCOOHLIMH B
thunancorom orHomenwn. Ocropnoii OpUUHHOH 5Toro Aemerca HH3xUH ypoBeHs Tapidos,
KOTOPRIT 3HAMHTENBHO HEMKE YDOBHS BOIMELUCHWS 3ATPAT. IRCIUIYATAIHOHHEIE TIOKA3ATENH
CeRTOpa Tawwe HH3KHE. B 9acTHOCTH, KOMMEpHYECKHE H TeXHHYCCKHE OOTEPH TIPOIONKARDT
OCTABATECH BRICOKHMH (OK0IO 2] TIPOleHTa), HECMOTPA Ha CHHKEHHE MOTEPE B MOCAETHHE T'0kL

Ha-3a ycrapepuiedi BHQpPacTpYKTYph! DHEpreTHUCCKOTO COKTOPA H HEeIOCTATOYHOrO
YPOBHA TEXHHYECKOID OOCAYMHBAHHA H PEMOHTA, CEKTOP TpelyeT IHAYATENBHEIX HHBECTHIHE
Ad MPEACTEPAUIEHHA DaTanbHeIX cHOeB H IIMTEIBHLEIX 0TSSR, Umeno apapuil 1 choen
FHEPIETHHECKOTD ODOPYIOBAIHA SHAYHTEILHO NPEREINIAET YCTAHOBTSHHEIE HOPMEL, OCOGEHRD B
IHMHHH nepHom mMxoeoll Harpvskm. Poer umen wa YTIEBOAOPOAB W HHIKHE TapHdel Ha

HICKTPOHEPIHIO NPHBOJST K POCTY 3aBHCHMOCTH GRITOBEIX NMOTpeGuTeNell OT MMEKTPHYECKOID
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OTOIIEHHA, YTO cme Oombre yBenHuHBacT HarpyiKy B apavmmil nepeon o ocaafnser
HANLHHOOTE WISKTPOCHaDMeH I,

DHEPreTHURCKHI CeKTOP cTpagaeT or cnaboro YTPaBieHuA B OTCYTCTRHA NPO3PayHOCTH.
DPunancoBEIE MOTOKM W noTpelneHHe AIEKTPOSHEPTHH HC YYHTEIBAIOTCH MAH MONAOTeR B
cAokHON thopMe, monprisas OoBepHe K peopmanm. Kpome toro, MEHSDHEPEl OTPACTEBEIN
noapasaencHui He BRIGHPAIOTCH HA OCHORE YeTHO OMPEACTCHHOTO KOHKYPCHTHOMD TIpoLeced, a
KOHTPAKTH ¢ HIMH HE OCHOBBIBAKITCH HA PEIYIBTATAX JEATeNEHOCTH.

Jlns pewrenua Takux npofinem kak MPO3PATHOCTE M YTIPABIEHHE B CEKTOPE, A TAKKE
PEryMETHBHOR Cpefkl nanuoro cexropa, [IpasnTenterro npuHsano cpenHecpoyHYIe CTparernio
Pasnprea  Dwneprernsn or 28 mas 2012 roma. B coorseTcTEBHM ¢ avoil  crpaTersei,
FOCYARPCTBEHHAA IIONMTHKZ OYyAeT COCpPedOTOYEHA HA TpeX OCHOBHEIX manpasnenmay; (i)
COBCPIICHCTRORAHHE YIPABNEHUA, PEIYIHPOBAHHA H NPOIPATHOCTH B SHEPTETHICCKOM CeRTOpE;
(ii} mopnimenne puHAHCOBOH HHIHecHOCOGHOCTH JHCPreTHHECKOro cexropa; (iif) ysenngenne
O0EEMOB  MPOHIBOACTBA M 3KCHOPTA WICKTPOSHEPIWH,  IOBRITICHHEC  HAJCKHOCTH

NCKTPOCHAGHMEHHA H PEATHIAIHE HHBECTHIHOBHBIX NPOeKTOR.

[paBHTENbCTRO yike TPEANPHHAND PR WNATOR B 5THX HanparneHns. TIpaBHTENECTED
PCAHIOBANG  PAA CPOYHBIX HHBECTHUME. DTH HMHBeCTHUNH BEIOYAIOT CTROHTEABCTED
momeranmiy 300 kBlarka w0 nuaHe anekTponiepenayd 220 kB ¢ Tem, yrof yBenHunTE 06BEMBI
UOSEHH ICKTPOOHEPIHH B IOMHBIC PErHOHEI pa cymmy 208 snm. jomn. CIIA; sueapenne
COBpCMEeHHOH CcHCTeMBI y4eTa H cOopa AAHHGIX B TICPERANIIMX CEeTHX M DPEEOHCTPYRIHA
CHCTEMHBIX mogcTaHUmi wa cymmy 44,8 man. monn. CHIA: namsio wlexTponcpemay 500
kBllarka — Kemun w nogcranmmio 500 xBKemun, a Taxme CBASAHHEIE C© 5THM paboTw
MpHOIIHTENEHO Ha cyMMy 390 s, nonn. CIIA e TeM, H9TO0E O0ecneyHTh snexTpocHEAbeHHe
CEREPHOR “ACTH pecnyfnHKH, BHC 3aBHCHMOCTH OT cereii COCCOHMY CTPAH, KOTODAY ABHITACH
MPHYHHOR pALa OTKMOYeHIl 3IeKTPOIHEPTHH  3mumoii 2011 I "poeRT peaGHINTAITHH
ToxTorynwexoi I'3C wa cymmy 55 mnn. monn. CILA, PEROHCTPYRUMA IoacTaHnHH r, Buioxex u
r. O va cymmy 23,08 mnn. gosn. CLITA:

HApyro#i  peanmiowanmoili Mepoil sBnmeTcs  BRemenme HumnmatHee  npospavnocTs
TONAHBHO-3HEpreTAYecKoro koMmnexca (MIITIK amm FESTI), HampasileHHDH HA yIvdmeHHe
MPOSPAYMHOCTH M YNPaBIeHHA OTpacin o obecnedenns  Gonee OIHPOKOTD  YYacTHSR
ODIIECTREHHOCTR H TpospadHocTd. COrlacHo Toi Hunomatase (MIT3K ann FESTI), Gnin
CO3MAH M B HACTOAUIEe BPEMH nedcTeyer HalmojaTentHEI cOBeT ¢ y9acTHeM IrPAKEAHCKOTD
oDIecTpa.

IpaBuTensCrBo TAKKE MPHHARO CPOMHBIA Muan nelicraui o MOBEIHIEHHIO NIPO3PaYHOCTH

H OTHETHOCTH CYOLEKTOR SHEPreTHYECKOTO CEKTOpa M VEPCIUIEHMS WX yhpasnenus, [Dman
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meHcTRmi NPEIyCMATPHBAST: EHETOIHRI ayaHTOpCKHEE IIPOBEPKH CYDBRERTOR
AUEKTPOIHCPIETHEH B COOTBETCTBHH ¢ MERIYHAPOMHBIMK  CTAHAAPTAMY  (HHARCOBOM
OTHETHOCTH H NYSHHKAIMIO SYAHTOPCKHX OTYETOR, COIAHHE H MOMCDKAHHE HHTEPAKTHEHEDL
BeD-cafitor  anA  MusscTepcTBa SHEPreTHEKH H npoMemeHHocTd, JenapramMenTa nmo
PETYIHPOBAHHIO TOMNHBHO-3HEPTETHHECKOI0 KOMIIIEKCa M cYOReKTOR OTpacny Ana nySasKalHH
BUKHOH OTpaciesoll cTaTHCTHKH, 4To0B O0ECHCUMTL OCYIIECTRIGHHE JEKYIIOR TONAHBHO-
FHEPICTHHECKHX PECYPCOB YePes Npo3pavHbie M KOHKYPCHTHRIE TOPTH; 00CIy HBAHHE LEIEBBIX
ACMOZHTHEIX  CHETOR A OOXOA0B 0T IKCIIOPTE IEETPOSHEPTHH, a Takke oDecnevdHTh
OCYMECTRIIEHHA HAIHAMCHHA HCIOJHHTENEHOTO PYKOBOJCTEA TOCYAAPCTBEHHLIX OPraHu3anHi
ITOTO CEKTOPA HA OCHOBE NTPO3PAYHEIX H KOHKYPEHTHLLX HPOUeayp. BEITH NpHHATE! PemieH s Mo
OTIEIRY MHUEHINA ¥ Pacipele/HTCIbHEX KOMITAHHI-IIOCPETHHKOB.

B mepeoexTHBRE NPABHTENBCTBO HAMEDEHO peanwioBath  CTPATErHio pa’BHTHIA
SHEPrETHYHECKOTD  CEKTOpa, COCPelOTOYMHE BAHMAHHE HA TpPex OCHOBHBIX CTONTAx, H
COOTBETCTBYIOUIHK MAaHAX AcHCTBHH. B paMeax nepsoro sTana - coBepOIeHCTBOBAHHS
YOPARNeHAA, PETYIHPOBAHHA H NPO3PAYHOCTH HEPTETHYCCKONC CcexTopa - [IpaBuTenheTBO
ofFIVeTea:

- llpHnosHTE YCHNHA B 4OTKOM pPasTPaHHYCHNAR DYHEIHR onpeneneHHA NOMHTHEH H
HETKOTO  ONPEMRCICHMA HEIABHCHMBIX PeryIHPYIOMIHX Opradon, CTPYKTYPLI YIPaBIeHHA H
NOAOTYSTHOCTH B obnacTi sHepreTHin. 3akoH «O0 30eXTpooHEepreTHKe) HANOIMTCH B CTLTHH
pazpaboTkn. B nosom 3akone GyayT «eTwo onpelcicHb POAH H ODATAHHOCTH pasnuEvHER
MHHHCTEPCTR W BEAOMCTE, BEmIOYad MHHECTCPCTBO JHEPIETHEHM M IPOMEBILICHHOCTH,
[OCYyAaPCTEEHHONO AeMAPTAMEHTA IO PeryIHpPOBAHHIO TOIHEHO-3HEPTCTHYSOKOTD KOMILTCKCH,
Ponga rocymapcTBEHHOIC HMYUIECTBE H T.J. ITO NOIBOIHT COZLATE HEIARMCHMETR PACYUETHEIH
UEeHTP, KOTOPBIH 00eCHeYnT He3aRHCHMEIH YHIeT MOTOKOB JNMEKTPOIHEPTHA Ha ONTOBOM PEIHEE,

- PeanuiosarTr. HepaBHO OpPHHATEIR nnaw aeticTemil, HOTOPBIH HALenen #wa yIy4lleHHe
KOPIIOPATHBHONO  ¥TIPABIACHHA B JIHEPreTHYECKMX KOMIAWHAX, B ToMm wHele (a) ortdop ®
HAIHAYCHNE PYKOBOJMTENSH BHICIIEND IBEHA B FOCYIAPCTBCHHEIX IJHEPreTHUCCKHX KOMIAHMIX
4Epe3 NPo3pavHeil M KOHKYPeHTHRE npouece, (G) BHEOPEHHE YNpaBIeHYECKHX KOHTPaKTOR
(anpoGupoBaTt wa  BHOpaHROA  KOMOSHHH) C  COOTBETCTBVEOIIMMM  MEXAHHIMAMH

CTHMYIIHPORAHHEA,

B pamxax sroporo 3Tama - noReMneHBe  duHaHCcOoBOH  EHaIHecToCcOBGHOCTH

IHEPTETHYCCKOTO CekTOpa - [IpasnTenscTro ofasyerca:

- ObecnesnTs (PHAAHCORYIO YCTOHYMBOCTE JHEPIrETHHECKOTO CEKTOpa 34
CHCT  COKPAlEHMA NOTEPsE OTPacid ®  o0ecmeveHHs COOTBEICTBYIOUINX JOXOJI0B

OTPACMEBEX KOMOaHmH cexropa, 9ToOH AMEKBATHO OLIEPHKHBATE CYNIECTBYIOIYIO
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HHOPACTPYETYPY H 0GCAYHHBAHME NOATOB.

B pamkax Tpeteero srama - ofecneuende HANEMHOIO  SIEKTPOCHADMEHHA -

llpasnTenseTeO obasyeTCA:

- Peannsonate KPHTHYECKH BaWHEIE HHBECTMUHH T IHSPreTHYCCKHI CeKTOD, Kak 370
oOTpaMmenoe B crparersmn  llpaswrenkerTea, YunTmipas Bonbmy nmorpedHOCTE OTPAciH B
uibectHunax, llpasutenscetno Gymer wHekaTs nommepwxy ¥ AOHOPOE B ONpefensHHy
NPAOPHTETOE M (MHANCHPOBAMWH STHX HupecTHUHH. Ocofioe BHHMaHMe OyleT YHCISThCH
TEXHHUCCKOMY  OOCHYMHBAHMIO CYMIECTBYIOLUMX AKTHEOB, & TaKke HHBECTHIHSM B
CTPOMTEALCTBO  BRICOKOBOALTHE  JIOT1 mns ofnersenns Toprosam anextposHepruell
ofecnedenns A0CTYNa WAGHITOYHON JIIeRTPOSHEPTHH Kupreiscrana B neTHuil nmeproj Ha

IECMOPTHLIC PDRIHKH.

CexTop ropuonobeisalomeil npomMeIIICHHOCTH

l'opHoa0ORIBAIOINMI CEXTOp ABNAETCA BAMHBIM HCTOYHHKOM KAK WKCTIOPTHEIX, TAK M
(HHAHCOBRIX AOXON0B JUIA CTPAHE 34 MOCHEIHHE OBa MecATHNeTHA. OmHako Gomee 90% X
MOXOA0E PABHBM O0PA3OM TOCTYTIANH M3 MECTOPOMUEHHS 30J0Ta wKymTopr, nostoMmy Mb
MianupyeM NpCUNpHHATE MONHTHYCCKHE H HHCTHTYIHOHANBHEE PeOpMEl [ yTyunieHHs
HHBECTHIHOHHOIO  KIHMATA rOPHOZOORIBAIOSH OTPACAH M NPHBEIEHHA K YBEIHUSHWIO
Pa3BEBIBATCIBHOH NEATENBHOCTH H pazpaboTKH MecTopoxaenwnii. Ocobok npobnesoli apnseTCH
HPOUETYPA pPachpenenieHiH Npas Hi KOMHYSCTEO HIBCCTHRIN MHHEDANLHEIX PECYPCOE, YTOOR! 5TO
Omir w  mpoapaveemi, 1 npwemnemsli npouece a8 cooBmEcTE Ha TEPPHTOPHAX, TiE
PACTONaraxOTCd MOTEHIHANEHLIC TOPHOQOOBIBAIOMME OOLEKTEL, & TAKWE, B LEIOM, JUIR
HaceneHus. B coorsercTRME © STHM, MIEHHPYETCA NPHAHATE 0 PEATHIOBATE HOBRIE Sakow «0
HENpOTONb3osaHamMn, JlawHel wHoBoli zakoH  ofecmewdnT Gonee KOHEYPEHTOCTIOCODHYI0 B
MERAYHAPOINOM  IUIAHC  CTPYKTYPY  Ais  ropHeIODLIBIONIHY  KOMTAHMN, KOTOpPEIE
PACCMATPHBAIOT BAMKEHHE HHBCCTHUMH B Koipremcikyio Pecny@maky., Ol tacoxe Oyoer
COMEPWATE METONOMOTHID, COrMTACHO KOTOPOH palnHuRbe 3eMeNbHBC IUIOWEAIH, BEIIOMAN Te,
FAC HATHYHE MHHCPANEHER. PECYPLOR ENe He HWIBenano, OVIYVT BRUTENSTRCH HHBSCTOPAM
TOPHOIOORIBAIOITEND CEKTODE.

Bee eme Gyner neofxonuMo yperynnpoBats TpeSoRaNHA HAILMX MECTHRIX COOBIIECTR W
MECTHEIX OPI'AHOB NPABIEHHA Ha TCPPHTOPHAX HIBCCTHRIX MECTOPOISHHH, & TEKMKE HA HOBBIX
ILIOIAIAY, Haxondmuxcs B paspaborie. B 2013 rogy Mel mnasMpyem paipaGOTaTh HOBEIE
MOAMHCHHY, BRIOYa0NHE NPpoBeAesHHES KOHCYIETAIHORARI NMPOUSCCoB, KOTOPRIE HOIKHE OBITH
HPEANPHHATEL  [IpaBHTeNBCTEOM H TOPHOMODEIBAIOIIMME EOMISHHIMHE © CoODIMecTRAMH H

OprafaMy YIPapmeHWs Sonee HHIKOIO YPOBHH, KOTOPHIS OVIyT mogBemKeHk HOTEHITHATEHOMY
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BOAISHCTEHIO B PE3YIbTATE FOpPHOAODEIBAIHOIMEe NERTENRHOCTH, A0 TOTO, KAk ByayT Ha4aTEl
MEPOUPHATHA N0 paipaboTke MecTopomeHHl. C HOBM 3akomom #() HeApononE3OBAHNMY H
MOCTAHOBICHHAMH Ha MecTaX MO®HO Gymer Hauars HpONECe N0 NMPOBEMEHHED TCHAEPOB HIIH
AYKUHOHOB 10 H3BEC THEM MCCIﬂPﬁHﬂEHHHM MHHEPDANRHBIX PeCYpCoB.

DHHAHCOBLIH cexTOp

[Mocne TpyasocTell = buuancosoM cextope B 2010 rogy, GaHEOBCKAS CHCTEMA
Krpreizckoi Pecnybuuku suosn obpena crabunsHocTs B 2011 rojy, BosoBHOBAeHNEH pocT
npogomxuiaca B 2012 rogy. B o spems kax TPH KoMMEpUecknX Ganka 'OCTAIOTCH Mo BHEWHAM
YUPARTCHHEM H OPOAOTKAIOT CTOATE NHepen npobnemoli HagaHraimeidcs cymefuod TaxGe,
buuto  nmpexpamenc  gefcrame PeaHMY  KOHCEpRAUMH @ amAa  d-ro Dankgs B pesynsTars
YPCTYIHPOBAHHA C BAGLCALIEM, KOTOPBIR BB JOMOIHHTENLHEL KAmHTaT, H HA3HAYEHEA HOBOTO
COCTARA PYKOBOICTEA OaMKa,

TpyoHocTH, ¢ KOTOPEIMK CTONIKHYNACE DAaHKOBCKAN CHOTEMA BO Bpems 2010-2011 roaon,
BEUIBHEY/IH HA NMEPBEIH IUTAH HECKONBKO HEMOCPEICTBEHHAIX NPHOPHTETOR JUTH YCHICHHA H
paciiHpesHs  cradunsHOCTH  diHHEaHCOROTD CeRTOpa, ocobeHHO: (B) VCHIIEHMA HAX3OpHOI
fynrunn Hawmonansnoro Banka Keipremckoi Pecnyfauxn, pacumpsomeli ciocofnocts HEKP
B OCYLECTRIEHHH HATIOPH PeryiHPORAHHA GaNKOBCKOID CEETOpPA, MOBEIIEHHS pdherTrRHOCTH
CROCBPEMCHHOIO PEATHPOBAHHA HA yXYOIICHHE CHTYAlUHA H YPETHIAHPOBAHMA CHTYALME ©
MpobieMHEIME  DaHKAMH, & TaKKe VIY4incHHe PETYTHPYIOMIER H HATIOPHOR CIpYKTYPE
CIPYETYPY B COOTBETCTRHH ¢ MERAYHAPOIHBIMHE CTEHAAPTAMM Daseihckroll koHBeHLHNE; (b)
YCHUCHHA TIPABOBOH CTPYKTYPH CHCTEMBI 38ILMTE EN03HTOR, COBEPUICHCTEBYTOWEH 3akon «0)
SANHTE NEMOIMTOR: YEPE3 BHCCEHRE [IONPABOK B AAHHEI 38KOH B COOTBETCTEHU HAHILY JIIHMH
MEKAYHADOIAHEIME METOAAMH; (C) TaBepUIcHne NPHBATHIAHA 3ankap ba#ka B cooTEETCTBHM ¢
HAMHITYSIIHMH MEHJ'[}'}IHPD.H,HE-FMI{ METOTAMH HIH NPHHATHES MED B COOTBETCTEHH C
sakoHomaTenseTroM ; (d) paspewrcHus mpobiemsr GaHKAMH, HAXOUANMMHCA TIOH RHETIHHM
YNpaelIeHHeM; M (€) OPHHATHE Mep YCHNeHHS Tpeboranmil K EOPIOpATHRHOMY YOPEBICHHIO H
YOpasneHHa PUCKAMH B OaHKOBCKOM CCKTOPE.

[pHOpHTETE! MOAHTHEH Takse BKIIOYAIOT MEPHI, KOTOPHIE YBCIWUMBAIOT HAOCTYII
(HHAHCHPOBAHUA IAHHOTO OrpaHHUeHHOIO (GHHAHCOROTOD nocpensnyecTra B KRprosckof
PeciyOmaxe. Bosee cHnsHan sammra IHeHTa W YYHUICHHAR (JHHAHCOBAA I'PAMOTHOCTE TAKKG

YUYUIIAT Ka4ecTe0 (PHHAHCORETX YOmyT.

Paspurae yacrroro cexropa

HactHmii cextop B Kmprenscroi PecnyGiMKke CTANKMBAETCA BEKHBIMH OTPaHHYCHHAMHE

1'..anHan LHEEa Wi anaosaer OAD ofn-BaHis, HOTOpEIR Takse HINDOHTTR B PEHHME HOHOE DEALHE, 100 Y KOTOPON OTOIEIHS AHUSHIHE B3
MEEED MPSSEARHME Bannosoex onepayuh NocrawosneHmess Npaesenre HEHP N233/1 0T 31102005 T,
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Guanec - cpeam. Hecmorps Ha Hemammme HOPMATHRHO-NIPABOBRE pedOpMBl OTHOCHTEIEHD
perncTpanMy OHIHCCA, BCC €LE OCTAIOTCH HEKOTOPLIe chabble MecTa B perynmpyiowedi o
HHCTHTYIHOHATLHOH CTpyKTYpe. B nomonnenme, Bo Muorux ofgacrsx HMERTCH  Ipodeiki
MEWIY 3JAKOHEMH W BLIMOMHCHHEM, 3auacTyio Tako#i npofien Momer HPORCXOANTE H3-34 (a)
OTCYTCTBHA NpospatsocTy; (b) HegocTaTka B pacnpocTpaHeHHs pedopm; (¢) oTeYTeTEHS IHanHi
¥ HACTHOTO CEKTOPE, KaK NPHMEHRTE 3TY CHOTEMY H T.J,

it npeojonenHs  ITHX  OCHORHEIX Operpal B PasBHTHH  4YacTHOTO  cexTopa,
[TpasHTenECTROM GRUTH YUOPOUEHE! 3AKOHEL, TOCTAHOBICHHA | NpPOUEIYPEL, KOTOPBIC TIPHBEIH K
YIY9IIEHHI) B DAHMHpOBaHHH KEBIpremcroit Pecnybaukn no MERAYHAPOIHEIM TIOKATATETAM.
Hanprsep, » obnacti Havana coficTrernoro mena n HacTodAmee BpeMa Keipreiscras PecriyGnuxa
3aHuMaeT 17 nosuumio B Otuere «Begenne Snamecan wa 2012 rogL.

Hecmorpn na s10, Tlpasurencctso mee elle paboTacT Hal pacTIApeHuen BEINOTHEHHAA,
YCHACHHEM HHCTHTYUHOHANBHOH CTPYKTYPE] H NPOJIBHMKEHEM HAANSHKANETD PACIIPOCTPAHCHHS
neex pediopM o peryneposannw. B ofnacty nauana cOBCTBEHHOTO Aena e Toro, uTobsl
BHECTH NalbHeHMYI0 SCHOCTE AN GHiHeca, COKpaatoT ceoboOy neiicTBHi Ha croe YCMOTpEHHE
€O CTOPOHBL  NPaBHTEABCTBEHHBIX  NOJGKHOCTHBIX  JMIL, ODCCTIEUHBAIOIIAY  YoIyrH
HPCAIPHHHMATEIAM, YNYy4IaioT NPO3PATHOCTE, B HACTONMIEE BpPEMA [lpasurensctao padoraet
HAJT mOAroTOBKOM, BEIIYCEKOM M yreepucnennen llpukasa Munmcrpa FKOCTHUAH, KOTOPLIH
IPEACCTABNAET NONHOMOYHE 110 PETHCTPAIHOHHBIM YIAOCTOBEPCHASM | KOHTPONBHOMY CITHCKY
PETHCTPALHOUHEIM OTIENAM B HEIAX MPEAOCTABJIEHHA PaybACHEHAN, Ha KAKOM OCHOBAHMH
HAABNCHHE O PErHCTPalMi MOMNeT GHTh OTKNOHeHO. (HOBpEMEHHO TaKoe YOOCTOBEPEHHME H
KOHTPONBHEI CHMCOK DOCHYKAT B KaYeCTHE COHHBIX HHCTPYKUHA 10 permcTpanmu s
SAABATEINA OTHOCHTEIBHO TOTO, Kak Heobxomwmo jaclicToopars B clydae, ecliy KakHe-IHGo
AOKYMEHTE] OTCYTCTRYEOT.

B npomecce peanmzanum  maxonmres Monyne ocHoBamHEX Ha PHCKAX DpOBEpOE
(Proverkakg) B pamkax MuUHHCTEpCTBE SKOMOMHKH. 370 Bawnas oOBIACTS pedopmer,
HACAIUWIAACA OMHON M3 CaMBIX CYIIECTBEHHBIX TPYAHOCTCH, o EOTOPEIME  CTANKHRASTCR
NpeAN PHHEMATENECKAN MEATENBHOCTh; NMOBENEHHEe YaCTRIN H CliyqaHHEIX nporepox. B gespane
212 roga BBUIO NPHHATO pelIeHie, ODAIVIONIE: BeE MOAPAYIENCHHA KOHTPONEpoB pazpafoTars
KPHTCPHH PHCKA, KOTOPBIE MONEPHHIHPYIOT CHCTEMY NMPOBSIeHUA MpoBepok. Caitr Proverka kg,
KOTOPRIA pazpadoTal, 4Tofs! cnocobeTROBATE NPOBEIEHHED NPOBEPOK Ha OCHORBE OIMEHOK PHCKOR,
Owm sanymes 25 aprycta 2012 roga. OH BENIONHRSTCE B OHAGTHOM TUIAHE B JBYX
HOAP3TENCHHAKX KOHTPONepoB B MuNBCTEpCTBE IROHOMHKN, byner npepocranmenc ofiyyenne
KOHTROMHPYIOUHM BEAOMCTRAM, A fanee cHcTeMa GY/IeT YCOBSPIISHCTBOBATHCA W PACIIMPATRCA

B PEIVNETATE MHIIOTHOMND HCMBITATNA,
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[Tponsurascs snepen, Ipasarenterno choxycupyercs Ha apyrux cepax, rue Bee e
HMeloTeA  clalnle MecTa B CymecTBYRLEH HOPMETHBHO-TIPABOROH CTPYKTYpe HM e
CYMECTRYIOT NPOOeNEl MENAY 3IAKOHOIATCHBCTEBOM M BRIIOIHEHHENM, Herxoroprme w3 pedopm
wacawTed obnacred GaHkpoTcTRa H TpaE KPpeIRTopa, YCHICHHA JAUMHTH NMpab HHBECTOPOB H
OTBETCTEEHHOCTH AMPEKTODOR  KOMIAHHH, 2 Takme YOOBCDINCHCTROBAHHE MEeMaHHIMOR
oDecmesueHUA COOMIDACHNS YePes YORNSHHE ANbTEPHATHRHBE MEXAHHIME] PAIPEIIEHHA CHOPOB

(apOHTpak WIH xogaTaicTeO).

¥YnpapaeHue rocyaaperseHHRIM HMY ECTROM

Ceroqns BONpOCAM NPHBATHIANMH VICIICTCH OPHCTANEHOS BHAMAEHME O0LecTReHHOCTH.
OmHMM H3 NPHOPHTETHEIX HANpaBReHnH NpoBOAHMON MHHHCTEPCTROM SKOMOMHKH NOMHTHEH
ABIACTCH ODECHENERNE 2AACHOCING U OMKPHIMOCME RPOYecca RPUGCMUIARNNE 20CY0anCEenHon
MMV EC e,

Tak, Gemo WHEIEHpOBaHO pacHOpKCHHE Hpasntensetea (ot 25.12.2012r, Ne601-p),
MPeLyCMATPHBAIOUICE, 9T0 HHGOPMALIHI O POBEACHHH M PE3YIRTATAX TOPTOB Mo NPHBATHIALHH
TOCYRaPCTBEHHOND HMYLIECTRA GYAeT PasMeILaTECH B NOCYIAPCTEEHIBIX MEYaTHEX HINAHHAN, &
Taw#e agape OTPE, SaTP, «lIlstoro kamanay I THpaMs kD,

Taxme MHHHCTEPCTBOM IKOHOMHKN NOITOTOBNEH W HAXOOWTCA HA CTEIHH COTTACOBAHHA
upoekT nocTanoBncHHA [paswrensctea KP «06 yreepmoennn [logowmeHHs o mOpATKe
CCYLIECTRICHHA JNEKTPOHHEI ayxuuonos B Kupremeroii PecnySmake:s.

[lpoexr nocTaHOBIEHMA NPEIYCMATPHBAET ABTOMATHIAIHIO NpoOUEIypLl  NPOREACHHAR
A¥KOHOHOB N0 NPpofaske rocyIapeTBeHHETN 00 LeKTon MOCPEAcTEOM BHEOPEHEA HHQODMALHORED-
KOMMYHHEAITHOHHEIX TeXHONOTHH H 3a0yeka nektpoRdodl Toprosoll mrouamicn. BreapeHie
MMEKTPOHHOND  (OPMEl  NPOBEACHHA  AYKIHMOHOB  NOIBOJHT MHHAMHIHPOBATE  BCAKOS
BMEIUATENBCTEY KO/ TOPrOB M oDecleuT O0LOMTHRHOCTE H GecnpucTpacTHOCTE Npouccca
aTHOPA MOKYITATENN,

Kpome woro, 30 woabps 2012 roma (NeRO4 or 30.1 1.2012r.) Gmna  ofpasopana
MEXDELOMCTECHHAA KOMHCCHA N0 ORMUMUIGHUN OEAMENBHOCHY 20CHpeONpUAMUG, B COCTaB
KOTOPOH TAKAKE BIIIOYMEHE] NPEACTABHTENH IPANIAHCKOTO cektopa. JaHnas KOMHCCHA MOITHHA
JAaTh HEIARHCHMOE O0LEKTHBHOS JAKAIOHEHHE O HEJOCTATKAX M npofaeMHbIX YyYacTEax paGoThi
rOCOpPenpHATHI H BMpafoTaTs KOHKPETHRIE IPEIIOMeHS To NMOBEIGEHEIO 2HPer THEROCTH Hx
PHHEAHCOBO-XO3AHCTREHHOR NeATENEHOCTI.

Taxse mocrannena samaya Mo ONTHMHIAIHE PRCXOMIOE DOCTIPEANPHATHR, B YACTHOCTH B
From roay Oyder npoeeseHa paSora no PECTRYATYDPHIANNH HenpodHIEHEX aKTHBOR
rOCKOMIIAHRE.

Kpomse Toro, celiuac MHHHCTEPCTBOM FKOHOMMKH COBMECTHO C DoHAOM IO YOPaBIEHHIO
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TOCYMAPCTRCHALIM  HMYIISCTEOM [popalarsisaeTcs BOMPOC COZMaHMA edunofi Gamel  Oannsd
OB LEKMOE 20CYIAPCMBERNON COBCMBERNHOCIT,

B nactosmes spems Munscrepersom KOHOMAKE HausTa pafoTa, HANpanmeHBas HE
paspaboTry HOPMATHBHO-MCTOMWHECKHX  JNOKYMEHTOR MO Y4eTy M HHBEHTADHIALME
TOCHMYIECTRA.

B pamiax paGoru no cospagmio HHCTHIYUHOHAIBHONR OCHOBLI YYeTA M WHBEHTAPHIALHK
TOCYNApCTBEHHOr0 WMymiecTsa TpefyeTes pazpaBorka KNACCHPHEATOPA OCHOBHETK CpEICTH,
METOMHE  HHBCHTAPHIAUME MW  yYeTA OTASTBHBIX  BHIOB TOCYAAPCTREHHOIO  HMYLICCTRE
(HEJIBHMCMMOTO  MMYIIECTBA, OOBEKTOR AOPUEHO-TPAHCTOPTHOND  KOMIIEKCH,  TOIUTHBHO-
SHEPTETHHECKOID KOMIUIEKCA M JHEPTETHYECKHX peCypCos, OPHPOAHBIN PECYPCOR, BOJIHO-
xozfcTREHHON HEQPACTPYKTYPEL NOCYIaPCTEEHHE 0 LEKTOR CENLCEONO xo3aficrea u gp. ).

B 10 Te Bpema ®omgom no yopapnenHo TOCYNAPCTEEHHEIM HMYIUECTHOM HOCTHIHYTA
DOTOROpeRHOCTE co BeemuprbeiM  BaikoM, BEIPASHRINNM rOTOBHOCTL BBRIENHTE [PaHT Ha
4BTOMATHIAUMIO  [OPOUECCa  HHBEHTADHIALMH  [OCYIAPCTREHHOIO HMYHICCTRE B paMKEax
PCRIH3ANNH MpoekTa «w(oBeplleHCTROBAHHE VIIPABACHNA TOCY/APCTBEHHBMMHE aKTHRAMEY (B
paMEax npockra Gyner 3aKymIeHO COOTRETCTRYIOLLeE ofopyrosanme Ha cymmy 60 000 JICUITAPOE
CIHIA).

HAMEYEHHBIE MOKASATENH PAZBHTHA CTPAHLI

B cpeamecpounoii  mepcnexiuse  (2014-2016 rojer)  obecrmedenne  yeTOWYHBOTO
IKOHOMHUECKOrO pocTa B cpeadeM Ha 6,8 % B ron Gyaer ofecneunBaToes 3a cuer:

- NOBEIIEHHI KOHEYPEHTOCTOCOOHOCTH HAIMONATEHON 3KOHOMHKH Heped MpoBcoeHEe
KApIHHANLHEX PedOpM ONa yuyuimeHus GHIHEC — CPE/IET

- PEANHSAURA HOBON ORMIHCTHON MOMNTHEN, OI'THMHIAIIHS rocYAAPCTBEHHEN pacxodos;

- AocTposHHe npospaunol i sdupexmieHoll cHcTeMEl HemoNHRTENBHON BIACTH, croboMHOL
OT RIHAHHA KOPPYIILHH,

CpeaHecpounple LelleRRE MAKPOIKOHOMHYMCCKHE [OKA3aTe M OyAYT HOCTHraTRCA wYepes
PETHIAUHED  HHBECTHIHOHHEIX NPOSKTOB, pexrusHoe  ynpapnenme COCY RapCTREHHRMKE
AKTHBAMM  CTPAHEL, peOPMMPOBAHHE CHCTEMB  TOCYIAPCTBEHHOIG PeIyIHPORAHHA JUIA
CTHMYTHPOBAHHA BeeX oTpacieil sSKOHOMMHEH.

OxoHoMuYcCKEH poct GyaeT IOAMEPHHBATECA CO CTOPOHE! BCEX CEKTOPOB peambHoll
IKOHOMMEM, QopMupyiomiEx BBIT crpansl. Maxcrsansnnii BEOAI MPOTHOIMPYETCH OT paGoTe
00BLEeKTOB M NpeaNpHATHH cheps YCIYT.

IpaputenscteoM Keiprercxoii PecnyBnnen npn HeobDxommmocTH Gyaer pazpaborana
CHCTEMA Mep, HANPABMEHHAA HA CMAIEHHE BOSMOMKHOID MIOKOBOIO ROIeNCTEHA Ha SKOHOMHEY

OT HETATHBHBIX IPOLECCOB, CHIIARNEIX € YXYIIIEHHEM MHPOBO#H KOHBIOHKTYpEI,
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Bammelimmmm BHyTpenHmME HPLNOCEUTKAMH  YCIICIUHOM PeaTHIaMH MaKpOIKOHOMIICCKOH

MOTHTHEH CTAHYT.

COolMHANBHO-TIOMH THYECKAT CTAGHILHOCTE B crpaHe;

[Mposenenme cormaconanmoi AEHEMHO-KPETHTHOH B HATOroso-0roweTHol nom i
YEpennenne GaHKoBCKOH CHCTEMBI B yrayhierue (DHUHEHCOBRIX PEIHKOB;
Hocrikenne peansioro pocta BBIT B peaynetare pocta B cdepe yenyr (Ha 6,6%),
cenbeKoM xosaficTee (Ha 2,5%), npominienHoeT (Ha 7,7%) m cTpontenscTre (Ha 17,
1%0);
Jansueiiluee npoaBmkenne CTPYKTYPHBIX petopM 10 MPHOPHTETHEIM HaNpaRTeHHAM
IKOHOMHYECKOTD PasBHTHA;

TIoBEILICHHE TIPHRNEKATENEHOCTH GHIHEC - Cpejisl HEPE3 COKPALLEHHE MOCY/JAPCTREHHOID
BMELLATE/ILCTRA B AKOHOMHKY,

Coananne  OGnaronpHATHOTO HHBECTHIMOHHOIO KITHMATA JUIA  NPHTOKS YACTHLD
BHYTPEHHHX H HHOCTPAHHLIX HHBCCTHIHA B 3XOHOMEKY pecryGnmgu;

IpEBneenne W npojBHXeHHE NPAMBIX HHOCTPAHHEIY HHBECTHLHA B KpynHEle
HAHOMATEHRIE  NPOCKIsl  (TOPHONOORIBAIONIAR,  METALTYpPrHYECKas OTpaCcITH,
MMEKTPOIHEPIETHKE, TPAHCIIOPT H CBA3L);

Broa HOBRIX MecTopomenmii no aobkte 3o0m0Ta:

Yiyumenne npojiyKTHBHOCTH CKOTA H YPORARHOCTH CElbe KOXO03AHCTBEHHBIX KYIBTYD;
Poct  nenomoli  axtueRocTH  xosmiicTByiompx CYOLEKTOR B paMKax yayJINeHHs
HHBECTHHHOHHOIO KIHMATA;

lNponermkenne Typrnpoaykra Kriprascrana ma MHPOBBIX TYPHCTHYSCKHX DPRHKAX JUiN
AATEREHIICTO PASBHTHA TYPHIMA,

CHumenne OpeMeHH BHEIIHEr0 qonra;

bopsGa ¢ koppynuueti n MOBEILCHKE KavecTRA rOCYAApCTREHHOTO YIPaRIeHHES;
Jieramnsauma HeoduuansHo i sKOHOMIKH;

Pacimpesue BHeIHEIKOHOMHYECKOTO COTPYHTECTRS.

K BHEIHHM pHCKAM, KOTOPRIE MOTYT OKA%ATE BosieficTaue wa poct BRI r 2014 — 2016

roax, OTHOCHTCS:

" YXYAIIEHHE MHPOBOH KOHBIOHKTYPE! (32BHCHMOCTE SKOHOMHKH CTPAaHE! OT MHPOBEIX LEH

HI 300TO, SHEPTOHOCHTEH H APYIHE CRIPLEBRIE PECYPCEI);

= JABHCHMOCTE SKOHOMHYSCEOTO PRIBHTHA PeCcnyOmAEKH OT TeMOOR POCTa 3KOHOMHEKH

cocenuux cTpa (Poccun, Kasaxeran, Kuraii);

KO,

= OTKPHTOCTE 3HOHOMHEKH, B 3HAYHTennHOH CTENMEHH nﬂ,qnepx{ennﬂﬁ BAHAHMKY BHEIIHHX
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- SEBHCHMOCTE BHYTPEHHEND PEIHKA OT HMIOPTa NPOMOBOIECTBEHHOR IPY¥TNEl TOBAPOE
(MYKa, DACTHTENLEHOS MACIO, CaXapD, KPYITEL K T.m.), ['CM;

- POCT MHPOBRIX HEH HA HPOJOBONECTREHHLIC TOBAPH! (M0 JaHHLIM MPOJOBONBCTECHHON H
CEIbCROXOIAHCTREHHON OpPranH3IanHe oSLeAMHeN B HAUuWi, IeHRl Ha NMPoIOBOTECTEEHHOES
ChIpES B CPeNHS- H AOIMOCPOYHEIR nepuon GyIOyT OCTABATECA OTHOCHTEILEHO BREICOKHMHE B
TeYeHHS TPHMERHO CHeayiolers mecaTHnerus. CornacHo CenbecroXoanHcTREHHOMY MPOTrHo3Y
2011 roga OPCP 1 @AO MHPOBEIE LEHET HA PHC, MIUSHHLY, KYKYPYVIY H MACTHYHEIE KYILTYPEI
38 MATHACTHHE nepuon 2015/16-2019/20 ronos B pealbHOM BRIPaKSHMEH GyayT Boiue Ha 40 9,
27 %o, 48 %% 1 36 %0, weM 3a NpeasayInEi naTHTeTHRI MEPHOT);

- BBEOcHHC B nciicrene yoaoeuil meficTera TaMoMeHHOTIO COMO3a (nmopENIEeHHEe eH Ha
HMIIOPTHPYSMBIS TOBAPE] H3 JaNsHEr0 3apyiemba, COKPAINEHHE PESKCNOPTa TOBApoR Ha Kutan u
Aap.);

- cokpalenye pafounx Mect B Pocenn, Kazaxcrade 3a cUeT yIRecToYeHHE MHTPATHOHHOID
TAROHOIATC/ILCTRE.

B cpenHecpounomM mepenexkTHBE npeanoaaracres, 49To NPOBEASHHES CorlacoBaHHOb
ASHEMHO-KPENHUTHOR M SHUKETHO-HAIOroBOH [ONMTHEH, HANpasmenHoll ma YEpeILIcHHE
TEHASHUMA MaKpOIKOHOMHYECKOH cTabHIEHOCTH, YMepeHHad TapudHad MoNHTHKA MOIBONHT B
LE/IOM 3HAMeHHe MHAUHNHE YIepHaT: Ha YpPoBHe OJHOSHAMHEIN [TOKAsaTemei TIPH  ¥CIOBHH
OTCYTCTBHA Mokon.JIpH 3T0M CYMIECTEBYHT ONPeNeNeHHble PHCKH, CBATAHHEIE © YCHITEHHEM
BIHAHHA BHEIOHHX M BHYTPEHHHX (PaxKTOPOB HEONPEeNeNSHHOCTH, KOTOPBIE MOTYT 3ATPYAHHTE
ACCTH#CHHAC NENEBRX HOoKa3aTencH, a Takme YIpo3a pocTa UeH HA NPOJOBONBCTRCHHEIE TORAPELD
BCAEACTRHE POCTA CNPOCA HA NAHHLIH BHI TOBAPOE NMPH OTHOCHTENBHO MELICHHOM TeMIle pocTa
MPOH3IBOACTEA CeMbCKOXORACTREHHBIN HPOAYETOR.

Mel yGestacHnl, 9To mpHOopHTersr [lporpamuel feicTeui [Mpasprensersa Kripreiacroit
PecnyOnukr  w  pazpaboTka  cpeiHecpouHOH  CTPATErHH PAIBMTHA  CTPAHEL  HMEHT
HEPROOYEPEAHYH) BANKHOCTE N8 ofecnewenusa Collee yCToONYHMBOrO M yCHeHoOro O¥ YLD
named crpansl. Mel oyeHs HaneesMcd, ITo Beeraupuerii GaHE COYTET BOIMOAHEM NpPeJoCTABHTE
Halle crpade mnoMole B pasMepe 30 mnn. gonn, CHIA ma peanusaumio neppoil  hasm
Iporpavyer Beemupnoro Gamxa «Onepamms Ha e MOIOSDHKE B OOMACTH paIBMTHA
(OTIITE .

C yBamenmen,

[MpemLep-MHEAHCTD

Keipremncewoi PecoyGauen -ﬁt C-?_J—G‘-—J"% H.CaTeibannmes

A
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ANNEX 2: MATRIX OF POLICY AND INSTITUTIONAL ACTIONS AND EXPECTED OUTCOMES AND
MONITORING INDICATORS

Objectives DPO 1 DPO 2 Expected Outcomes
(Actions Taken) (Triggers) (Monitoring Indicators)
Pillar I: Strengthening Governance and Anti-Corruption Reforms
Governance/anti- Government, through Resolution No. 596 | Implementation of the anti-corruption Action | ¢ Semi-annual report on implementation of

corruption reforms

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).

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.

the anti-corruption action plan.

Base: No report

Target: Implementation report published
semi-annually.

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

e 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.

e PEFA PI-2*. Composition of
expenditure out-turns compared to
original approved budget.

Base: C

* 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-I1 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 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.

Target: B

Efficiency of utilization of budget resources is
increased

e 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.

¥ 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.

e 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 11: 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

(i) Submitting to Parliament amendments to the
legal framework for secured transactions, and
amendments to the insolvency law, consistent

e Reduction in the number of days to
register a business.
Base: 20 days
Target: Reduced by 10 days.

o 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 recommendations®®.

shareholder against directors’ misuse of
corporate assets for personal gain.

e 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
MOoE, 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.

o 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

e Increased transparency — regular

disclosure of the sector’s financial and
operational performance indicators.

*These 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.

96




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;
(iif) 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)®
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,

% 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 11 and Basel Il1; (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.
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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.

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.
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Figure 1. Kyrgyz Republic: Indicators of Public and Publicly Guaranteed External
Debt under Alternatives Scenarios, 2012-2032 1/
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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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Figure 2. Kyrgyz Republic: Indicators of Public and Publicly Guaranteed
External Debt under Alternatives Scenarios Including Remittances, 2012-2032
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Figure 3.Kyrgyz Republic: Indicators of Public Debt Under Alternative Scenarios, 2012-2032 1/
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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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Table 1.Kyrgyz Republic: Public Sector Debt Sustainability Framework, Baseline Scenario, 2009-2032
(In percent of GDP, unless otherwise indicated)

Actual Estimate Projections
Average Stan_da_rd o 2012-17 2018-32
2009 2010 2011 Deviation 2012 2013 2014 2015 2016 2017 Average 2022 2032 Average
Public sector debt 1/ 58.0 60.3 52.4 52.0 51.3 493 495 49.1 47.1 448 40.7
of/w foreign-currency denominated 55.1 574 49.2 48.1 47.4 457 466 459 44.1 387 337
Change in public sector debt 9.5 2.3 -7.9 -04 -0.7 -2.0 0.2 -0.4 -2.0 -04 -03
Identified debt-creating flows 5.7 45 -1.7 4.0 -1.2 -1.9 -0.7 -14 -2.1 -06 -03
Primary deficit 3.0 52 3.8 23 19 5.0 43 3.1 18 15 0.7 27 1.7 1.6 17
Revenue and grants 321 305 333 34.4 33.0 315 321 322 32.0 327 364
of which: grants 51 2.8 3.2 15 16 0.8 11 1.0 1.0 0.8 0.6
Primary (noninterest) expenditure 35.1 35.7 37.2 395 37.3 346 338 33.7 32.7 344 380
Automatic debt dynamics 2.6 -0.6 -11.4 -1.0 -5.1 -4.5 -2.2 -2.7 -2.8 -23  -19
Contribution from interest rate/growth differential -1.0 0.7 -3.1 -0.4 -4.2 -3.7 -1.8 -2.6 -2.6 -23  -19
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 21 20
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 35.8 345 34.2 321
o/w foreign-currency denominated 316 334 33.0 320 328 32,6 316 281 250
o/w external 30.8 327 324 315 324 32.2 31.2 27.9 249
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 41 6.8 56
PV of public sector debt-to-revenue and grants ratio (in percent) 104.5 108.2 111.6 1131 1118 1113 108.1 1046  88.1
PV of public sector debt-to-revenue ratio (in percent) 1155 113.0 117.2 116.1 1157  115.0 1115 107.3 895
o/w external 4/ 102.2 99.2 103.1 102.7  104.6 103.4 100.7 875 69.5
Debt service-to-revenue and grants ratio (in percent) 5/ 71 75 7.0 6.6 6.2 7.1 51 6.7 6.1 8.6 9.6
Debt service-to-revenue ratio (in percent) 5/ 85 8.2 7.8 6.9 6.5 7.3 53 6.9 6.2 8.8 9.8
Primary deficit that stabilizes the debt-to-GDP ratio -6.5 2.8 117 55 5.0 5.1 1.6 2.0 2.8 21 19
Key macroeconomic and fiscal assumptions
Real GDP growth (in percent) 29 -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 11 1.2 13 0.3 1.2 1.2 11 1.2 1.2 1.2 1.2 15 21 1.6
Average real interest rate on domestic debt (in percent) 10.0 25 -3.2 -0.3 5.2 7.8 75 49 3.6 37 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 74 -1.2
Inflation rate (GDP deflator, in percent) 4.0 10.0 173 9.7 6.8 5.8 7.4 6.8 6.0 54 55 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 01 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) 31.8 355 34.3 33.3 33.8 31.6 334 295 166

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

Projections

2012 2013 2014 2015 2016 2017 2022 2032
PV of Debt-to-GDP Ratio

Baseline 37 37 36 36 36 35 34 32
A. Alternative scenarios

Al. 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

PV of Debt-to-Revenue Ratio 2/

Baseline 108 112 113 112 111 108 105 88
A. Alternative scenarios

Al. 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

Debt Service-to-Revenue Ratio 2/

Baseline 7 6 7 5 7 6 9 10
A. Alternative scenarios

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

Actual Historical ® Standard ¢ Projections
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 75.5 713 711 69.6 68.0 63.8 735
o/w public and publicly guaranteed (PPG) 54.1 56.5 48.4 475 46.8 45.2 46.1 455 43.7 385 33.6
Change in external debt 16.0 35 -11.6 -1.2 -4.5 -4.1 -0.2 -15 -1.6 -1.3 1.2
Identified net debt-creating flows 55 -4.8  -23.1 13 -6.0 -6.6 -5.0 -6.0 -6.2 -33 2.7
Non-interest current account deficit 1.6 5.6 5.8 24 6.2 71 4.6 2.7 0.8 0.7 0.2 13 53 14
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
olw 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) 29 5.6 8.4 3.6 5.1 6.7 53 5.4 5.1 1.6 1.3
Net FDI (negative = inflow) -4.0 9.1  -117 -5.5 35 -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 -171 11 -4.2 -3.2 -0.3 -1.3 -1.2 -0.3 1.8
Contribution from nominal interest rate 10 0.8 0.5 1.9 18 18 1.9 2.0 2.1 2.8 52
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 -25 -134
Residual (3-4) 3/ 10.5 8.3 115 -2.4 15 25 4.7 45 45 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 79.1 717 101.7
PV of PPG external debt 30.8 32.7 324 315 32.4 322 31.2 27.9 24.9
In percent of exports 52.4 54.7 53.6 49.5 49.7 417 44.5 37.6 39.0
In percent of government revenues .. 1022 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 13.0 145 12.7 13.0 13.1 11.8 17.4 36.0
PPG debt service-to-exports ratio (in percent) 3.3 3.6 28 2.6 2.3 2.2 2.3 24 23 2.8 3.7
PPG debt service-to-revenue ratio (in percent) 6.7 6.9 55 4.8 4.4 4.5 4.7 53 53 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 13 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 18 2.6 4.0
Key macroeconomic assumptions
Real GDP growth (in percent) 2.9 -0.5 57 4.1 3.6 1.0 8.5 75 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 28 16.9 10.5 10.5 35 4.2 3.7 2.9 2.3 24 32 2.0 2.0 2.0
Effective interest rate (percent) 5/ 1.2 0.9 0.7 1.3 04 25 2.6 2.7 2.8 3.0 3.2 28 45 7.7 55
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 48 6.4
Growth of imports of G&S (US dollar terms, in percent) -22.3 6.0 317 26.4 232 147 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) 31.8 355 343 333 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 23 1.8 1.8 12 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 78 8.3 8.9 9.6 135 26.6
Nominal dollar GDP growth -8.7 24 235 45 13.1 114 6.3 7.4 7.6 8.4 7.1 7.1 7.1
PV of PPG external debt (in Billions of US dollars) 18 20 22 2.4 2.6 2.8 29 37 6.6
(PVt-PVt-1)/GDPt-1 (in percent) 3.1 39 2.7 2.9 2.1 1.4 2.7 14 17 15
Gross workers' remittances (Billions of US dollars) 1.0 13 1.8 2.0 22 24 27 29 3.1 3.4 5.9
PV of PPG external debt (in percent of GDP + remittances) 238 247 246 24.0 245 243 23.6 22.3 20.4
PV of PPG external debt (in percent of exports + remittances) 34.9 35.4 35.2 333 33.2 32.2 30.6 28.1 289
Debt service of PPG external debt (in percent of exports + remittances) 1.9 1.7 15 15 15 17 1.6 2.1 2.7

Sources: Country authorities; and staff estimates and projections.

1/ Includes both public and private sector external debt.

2/ Derived as [r - g - p(1+9)]/(1+g+p+gp) times previous period debt ratio, with r = nominal interest rate; g = real GDP growth rate, and p = growth rate of GDP deflator in U.S. dollar terms.

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.

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

Projections

2012 2013 2014 2015 2016 2017 2022 2032

PV of debt-to GDP ratio

Baseline 33 32 32 32 32 31 28 25
A. Alternative Scenarios

Al. 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

PV of debt-to-exports ratio

Baseline 55 54 50 50 48 44 38 39
A. Alternative Scenarios

AL 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

PV of debt-to-revenue ratio
Baseline 99 103 103 105 103 101 88 69
A. Alternative Scenarios

Al. 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
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Table 3b.Kyrgyz Republic: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed External Debt, 2012-2032 (continued)
(In percent)
Debt service-to-exports ratio
Baseline 3 2 2 2 2 2 3 4

A. Alternative Scenarios

ALl 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. BExport 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
Debt service-to-revenue ratio
Baseline 5 4 5 5 5 5 6 7
A. Alternative Scenarios
ALl 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. BExport 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/ Bxports 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 (implicith
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.
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ANNEX 4: FUND RELATIONS NOTE

2\ KTERMNAL
E

B INTERNATIONAL MONETARY FUND RELATIONS

= A DEPARTMENT

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 1V 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.
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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-I1)
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

Kyrgyz Republic at a glance 1013

Europe &
Key Develapment Indicators K Caniral Ly
cweCo b [ e artuton, ur
(2011) (PR Fremaks
Poputation, micd-year (milsans) ] 408 v T4
Suriace anea (kousand sq. km) 200 23,614 18,584 —
Popukation growih (%) 1.2 a5 21
Lban population (% of tolal population) a5 [:1] an a-a
0™
GMI (Atias rmathod. USS bilians) 5.0 3157 456
G par capita (Alias method, USE) 500 T a4 &7 e
GNI per capita {PPP, inlemational §) 2,280 14,323 1,378 [
12 10
GDP growlh (%) 6.0 59 ] 4
GDP par capra growih (36 ar 54 a7 Patcei B Dl Eepbation
(riosl recent estirmate, 2005-2011)
Pawerty headcount ratio al $1.26 a day (PPP, %) B o 464
Paverty headcount ralio at $2.00 & day (PPP, %) 22 2 743 Undor-& mortality rate (per 1,000)
Lifer empesctancy 8l borth dyears) T0 T 5]
Irdaril mortality {pes 1,000 live birhs) 27 18 B3 L]
Child malrutriton (% of chileren under 5} 3 1 ] mr
B0 4
Adult literacy. make (% of ages 15 and cider) 100 g9 m 01 - |
Adult liberacy, Temale (% of &ges 15 and older) L] w7 1] 404 |
Gross primary eniolimant, male (3% of age group) oz 104a 108 | | | I
Gross primary enroliment, female (% of age group) 100 100 103 w1 | | | ‘ =
16 |
Arcess to an improvad wales source (% of populaton) = 6 (13 o3 wlm e . !ml'
Apcess 1o improved sanilation faciliies (% of population) 93 a4 T
1Hpige2 Repubic rEuopa & Canval A5ia
Nat Aid Flows 1980 1980 2000 2011
(LAEE malons)
Met 004 and official aid 1 215 380 Growth of GOF and GDP per capita (%)
Tow 3 doners fin 2010}
United Statas F 1 25 56
Geamany o & 28
Eurapaan Union Insttutions o 1% 24
Aid (% of GHI) og 187 85
Aid per capita (LISE) ] 44 Ll
Long-Term Economic Trends
Corsumer prices (@nnual T changea) I 12088 187 121
GDP imglicit deflatar (anrwal % changa) F T8 a2 225 o S0 per capia
Exchange rate (annual averape. local per IS3) F 0.0 477 481
Tarms of rada indax (2000 = 100} : 112 100 &1
1960-30  1990-2000  2000-11
{average amnual prowth %)
Populaticn, mad-year {millions) 36 4.4 4.5 85 19 1.1 1.1
GOP (USS millions) 2874 1,370 8,168 414 4.4
% af GOF)
Agriculbure 335 7 166 15 o
Irduisiry 260 3.4 308 . -10.3 1.5
Manufactunng 271 9.5 206 . 7.6 o1
Sarvicag 314 g S0 52 105
Household final consumplicn axpanidibure Ti1 857 847 -58 6.2
Gangral gov't final consumgtion expendiurg 250 Faile] 4.2 BB 09
Groes capital fanmabon 24.2 .o 24.2 -4 & B
Exports of goods and semvicas 8.2 418 545 . -1.8 54
Imiparts of goods and gervices 496 47 .6 BlE £.2 10
Gross sawings a9 147 19.4

Hobe: Figures in ilakcs ang for years other than those specified. | indicates daba are nol avisdable

Developmand Economics, Devalopmant Dala Group (DECDG)
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Kyrgyz Republfc

Balance of Fayments and Trade 2000 2011
) Governance indicators, 2000 and 2011
(LSS mfipns)
Total mevchandise exports (fob) 211 2,349 ‘—"| |
Total meschandise imports (cif) 550 4,008 Woica and accouniabi by E | :
Nl lrade de and i ; B |
rade in goods and senvicas. 2 1.48M Pa— | | |
Current account balance 75 ~3ED ] |
as 8% of GOP 56 £ Regulaiory qual by =
] !
Personal transfers and Rute of lrwr I
compenaation of employees (recepls) |3 1,709 Cormal of connuption L . |
Fesarses, including goid 263 1,975 MY P ™ o
Central Government Finance ;:‘: @mgﬁﬂﬁmﬁﬁ
(% of GOFJ
Cusrend revenue (inchding grams) 105 a9 Equrre. Wodowcks Govemance INCSmiers (e Josingicaions. o)
Tam rewvanua 15.1 .7
Curent expeandibire 20.8 31.3
Technology and Infrastructure 2000 FLAR]
Oiverall suplusioeficit 8.8 75
Pavad roads [ of mlal) 1.1
Highest marginal tax rata (%) Flxed line and mobile phione
Inclivichal subscribars {par 100 paople] | 1265
Coorpor i High tachnology espoits
(% of manulaciured expots) 148 30
Extarnal Dabt and Resource Flows
Enwirenment
(LSS miliams)
Total debt cutstanding and disbursed 1,838 5,488 Agrioulbural land (% of kand anea) &5 L1
Tzl it Service e 410 Forest araa (% of kand araal 4.5 51
Dabt rediaf (HIFC, MDRI) - - Tetrestnial protecied areas (% of land area) i3] ]
Total deibt (% of GOF) 1415 BA.4 Frashwatar resources per capila (ou. melens) 9. 804 B.&73
Taotal delit serios (% of expols) nz 124 Frashwatar wilhdrawal % of imernal resourcas] 208 B
Foreign direct invesiment (nel inflows) - b3 COZ ernissiong par capila (ml) 082 1.2
Poriialio equily (et inflinws) [1] 5
GOF par wnit of anargy usa
{2005 PPP § of ail equivale 31 e
Composition of tolal external debt, 2011 perko T
Ensargy usa per capita (kg of oil equsalent) 480 536
Bhori-enm, 188
World Bank Group portfolio 2000 2011
(LASE milvors)
Privane, 2,388
IBRD
Talal gebt oulstanding and disburaed o o
Disbursemenis 1] o
Principal repaymeanks o &}
Intprast paymanis o o
LIGS milions 10w
Tolad debt outstanding and disbaursed T 350
Disburaemernts 5% L]
Private Sector Development 20606 214 Tolal debt service 3 20
Tin reruired to slan a business (days) - 0 IFC fliscal year)
Cost 1o start 3 businass (%% of GMI par capita) - 3.5 Totsl disbursed and cutstanding parifalio 31 25
Tirne: required ba register praperty {days) = 5 of which IFC awn aceaunt a4 13
' Disbursements for IFC own acoownt o 3
Ranked as a major consraint o business 2000 FURR] Fortfolie sales, prepayments and
(% of managpers surveped wha sgreed) repayments ko IFC own accoun 5 4
Tax agmamistration , aar
Aocess bodoos] of fmancing 32T FllGA
Gross exposung 75 ]
Siock market capitEhzation (% of GOE) 0.3 2 Maw guarantsas L] o
Bank capilal b assel ratio () 1.8
Mote: Figures in italics ana for years othes than 1hose s pacified WIEMS

. indicates data are nat available, - indicates coservalion is nat applicable

Dewelopmenl Ecoramics, Development Data Group (DECDG)




Millennium Development Goals

Kvrgyz Repulblic

With selected targels fo achieve between 7990 and 2015
(estimale closes! lo dade shown, +~ 2 years)

Goal 1: halve the rates Tor extreme povarty and mainutrithon
Powerty headcour ralie at $1.25 a dey (PPP, % of populaion)
Powerly headeour ratio at national poverty line (% of population)
Share of incoma or consemplion 1o the poorest qunitile (%)
Pravalence of malnutrition (3 of chaldren mdar 8)

Goal 2: ansura that children are able to complete primary schooling
Primarny school enrollment (nel, 35)
Primary comgplelion rate (% of relavant age group)
Sacondary school enroliment {gross, %)
outh iteracy rate (% of paople ages 15-24)

Goal 3: eliminate gender disparity in education and empower women
Ratio of girts ko boys in pricsary and secondany education (%)
Wemen employed inthe nonagricultural sector (% of nonagricullural emglogrne ni)
Proportion of seals held by women in national pardiament (%)

Goal & reduce under-5 mortality by two-thirds
Unidier-5 morlality rate (par 1,000)
Infant marality rabe (per 1 000 e birhs)
Measles immurization |propodion of one-year okds immunized, %)

Goal 5: reduce maternal moality by three-fourths
Mabernal martaliy rabo (modeked estimate, per 100,000 live birtha)
Births attended by skilled health staff (% of sstal)
Contracepbva prevalence (3% of women ages 15-99)

Goal 6: halt and begin (o reverse the spread of HIVIAIDS and other mljw dissases

Prevalance of HIV (% of populabon ages 15-18)
Incidence of luberculosis (per 100,000 people)
Tuberculosis case datacton rate (%, all ferms)

Goal 7: halve the prapartion of pesple without sustainables access to basic needs

Aermss o an amproved wakar sourca (% of population)

Access 1o Improved sanilation lacililies (% of populasan

Farest anea (% of lold land area)

Tarrastial prabachad areas (% of land area)

CO2 emissions (melic lans per capila)

GDP per unit of energy use (constant 2005 PPP § per kg of oil aquivalent|

Goal 8: develop a global parinerahip for development
Talephane mailines (par 100 peopla)
Mobile phone subscrbers {per 100 peogple)
Interiel users (per 100 paope)
Howsabalds with a compubar (%)
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MAP

Map No: KYR3340
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