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I. INTRODUCTION!

1. Since independence in 1991, the Kyrgyz Republic has embarked on an ambitious
program of economic reform. Although some of the policies of the former Soviet Union still
prevail, the reforms that have taken place are noteworthy in two respects. First, they were
both comprehensive and pursued in a fairly rapid fashion. Second, they reduced the role of
government in the economy by introducing market forces, largely through mass privatization
and price liberalization, and exposed the economy to competitive forces through a liberal
trade and investment environment. The goal of this broad agenda was to establish a market-
oriented economy and was born of the necessity to deal with the shock caused by the breakup
of the Soviet Union, including its central planning, trade relationships, and importantly, the
loss to the Kyrgyz Republic of budgetary transfers which had amounted to around 10 percent
of its budgetary revenues.

2. With the help from the Fund and other mutltilateral and bilateral donors, the Kyrgyz
authorities moved quickly in the initial stages of reform. As early as 1992, important changes
were made to the legal framework (key business laws), most prices were liberalized, mass
privatization began and the tax system was almost completely overhauled, with the
introduction of a VAT and excise taxes. In 1993, a national currency, the som, was
introduced, permitting the authorities to assume full responsibility for monetary policy, and
which allowed for international trade to be setiled in convertible currencies. In 1994, the
trade regime was liberalized as export and import licensing requirements were lifted, export
taxes were reduced, and a uniform import tariff of 10 percent was introduced on all non-CIS
imports. Also in that year, the government embarked on a comprehensive medium-term
economic and structural adjustment program (ESAF, 1994-97) with the following key
elements: stabilization of the economy through appropriate monetary and fiscal policies to
lay the basis for an acceleration of economic growth; restructuring of the commercial
banking system; the acceleration of privatization efforts and the conversion of those state
enterprises not being privatized to joint stock companies; and the strengthening of the social
safety net.

3. In 1995, a number of developments lessened state control over agricultural activity.
Land-use rights were extended from 49 years to 99 years and a unified land registration
system was put into place. In 1996, the country was granted observer status at the WTQ, and
in 1997 reform of the civil service began, which entailed at the start, reducing government
employment and improving efficiency through the restructuring of public institutions, In
1998, the Kyrgyz Republic acceded to the WTQO and remains the only republic of the CIS to
do so thus far. It also entered into a second three-year ESAF arrangement, this time with a
focus on promoting private sector investment and mobilizing domestic savings.

! Sections I and II written by Robert York.



4. Despite these reforms, recent developments, including those resulting from the
financial crisis in Russia, have shown the economy to be less robust than expected. Indeed,
the economy remains vulnerable to external shocks, as macroeconomic stability has not yet
been achieved and foreign debt and debt service are now at worrisome levels. Moreover,
there has been some slowdown in reform with the completion of small scale privatization,
and much remains to be done to create a more business friendly environment, including
further reduction in licensing and inspection requirements and improvements in corporate
governance.

5. This paper describes recent macroeconomic and financial developments (Section II)
and highlights a number of important medium- and longer-term policy issues. Section III
presents some empirical estimates of potential output growth for the Kyrgyz economy based
on a number of different methodologies. Sections IV and V discuss competitiveness and
trade policy, while social policy issues, namely poverty alleviation and pension reform, are
taken up in Sections VI and VII. Developments in the banking system since 1998 are
described in Section VIII, while fiscal issues are discussed in the final section.

II. RECENT ECONOMIC DEVELOPMENTS

6. As in all of the Baltics, Russia and other countries of the former Soviet Union (BRO),
output declined in the Kyrgyz Republic over the initial period of transition and did not
recover until 1996, Recovery was largely driven by the start-up of production of the Kumtor
gold mine, as the contribution of the emerging private sector was still small. Over the next
two years, real GDP growth expanded by around 7-10 per cent per annum. This relatively
favorable performance came to an abrupt halt, however, in the second half of 1998 with the
financial and economic crisis that emerged in Russia and which was exacerbated by domestic
fiscal slippage. In the event, the som experienced a sharp depreciation of about 30 percent in
dollar terms between end-August and end-December 1998, inflation jumped and economic
activity siowed down substantiaily. Domestic problems were further compounded in 1999 by
deteriorating trade relations with Kazakhstan and Uzbekistan, the country’s most important
CIS trading partners outside of Russia.

A, Moderate but Unbalanced Economic Growth

7. Economic growth in 1998 and 1999 proved rather modest compared with the previous
two years. Real GDP expanded by 2.1 percent in 1998, rising to 3.6 percent in 1999. The
increase in activity in the latter year was mainly due to agriculture, which contributed

4.5 percentage points to overall growth, and to a lesser extent trade and catering, as
manufacturing, construction and transport and communications contracted. Agricultural
production grew by nearly 9 percent while services expanded by 5 percent, thus continuing
an expansion of that sector which began in the mid-1990s. To a large extent, the relative
success in the service sector (in particular, trade and catering) reflects the fact that it was
essentially created in the transition to a market economy and did not face the scale of
adjustment from central planning (in contrast with the large state-owned enterprises in the
industrial sector). The decline in manufacturing was likely due to 2 number of factors, such



as exchange rate changes which made low-quality Kyrgyz products uncompetitive {for
example, in Russia), and which disrupted regional markets for raw material inputs, and a
decline in vatue added from the Kumtor gold mine. At the same time, economic activity
softened as a consequence of punitive trade measures imposed by neighboring countries on
Kyrgyz exports of cement and other construction materials.

8. Agriculture, which accounts for around 40 percent of GDP, has for the past several
years been a source of underlying strength for the Kyrgyz economy. Indeed, in comparing the
first half of the 1990s with the second half, only agriculture has increased its share of
economic activity. The sector has benefited from favorable weather conditions and from
economic reform; in particular, the freeing from controls of agricultural prices and sales, the
breakup of most state and collective farms, the introduction of new mechanisms and means
of financing and the extension of land use rights. Nonetheless, the expansion of output in this
area has been achieved against a background of a serious decline in both the level and growth
of productivity. Except for a few commodities (sugarbeet, potatoes, vegetables), yields have
not increased since the mid 1990s which suggest that increased factor inputs (the extension of
arable land, increase in livestock) account for this growth. Indeed, the current level of
agricultural production for most commodities is substantially below that of the pre-
independence period. A number of factors are likely hindering more robust growth in this
sector: the lack of modern capital equipment; poor quality or lack of inputs (for example,
low-yielding seeds, fertilizers and irrigation systems); financial constraints caused by poor
access to credit; and the need for better land management. Overall, expansion of production
throughout the economy is being hampered by the continuing problem of inter-enterprise
arrears (Box 1). Accumulation of arrears creates significant impediments to progress toward
market-oriented reform by, among other things, reducing transparency, promoting market
inefficiency, and impacting business planning. Inter-enterprise and budget arrears typically
result from both a weak regulatory framework and slow corporate restructuring.

0. Over the first half of 2000, real GDP is estimated to have increased by 7.4 percent,
again supported by agriculture (which expanded by 11 percent) and a rebound in the
construction sector. Preliminary indicators also point to some growth in the manufacturing
sector.

B. A Rise in Inflation

10. At least until the onset of the Russia crisis, the monetary authority had achieved a
measure of success in reducing inflation. Following tight monetary. conditions during 1997
and 1998, inflation dropped from around 32 percent in 1996 to just over 10 percent in 1998.

11. During 1999, however, consumer price inflation accelerated, reaching 40 percent by
year-end. A number of factors occurring through the year contributed to this outcome. First,
price developments were affected by large liquidity injections in April and July; moves
designed to limit the issuance of treasury bills and not roll over part of the maturing reverse
repos, and rapid repayment of budgetary arrears. Second, increases in excise tax rates and



Box 1. Enterprise Arrears

Overdue payables to foreign and domestic entities, including the budget, amounted to 3 billion soms at
the end of 1999, equivalent to 6.3 percent of GDP. Overdue payables rose 4 percent in real terms from
1995, when they amounted to 1.2 billion soms. Overdue payables increased in 1999, with 71 percent of
the new arrears accumulated from January through September.

Since 1995, most of the arrears have been accumulated as a result of nonpayment for electricity,
agricultural products, and supplies of raw materials and machines to enterprises and retail outlets,
Demestic arrears accounted for about 70 percent of the total in 1999, Electricity producers and firms in
the nonferrous metallurgy are the major domestic creditors of households and the industrial sector.
Externally, most of the arrears are owed to suppliers of gas and oil.

Measures to reduce the stock of arrears have been limited to the imposition of fines for nonpayment of
electricity by households and legal entities, including budgetary organizations {except hospitals and
jails). If the entity fails to pay for a long period, the services will be disconnected. In case of gas,
domestic suppliers have the right to impose fines and penalty fees for overdue payments and are
permitted by law to discontinue services except for companies in certain industries, including cement,
glass, and sugar.

It is a common practice to make offsets for payments due among budgetary organizations, energy
companies, and telecommunication providers. These offsets result in lack of transparency and limit the
ability of the government to meet other cash expenditures,

Enterprises and Organizations Arrears
(In millions of soms; end-of-period)

1995 1999
Account receivables 5,007.0 ©14,824.1
Of which: Overdue 1,035.2 3,361.3
Account payables 6,715.8 19,245.6
Of which: Overdue 1,181.5 3,035.8
Net -1,708.8 -4.421.5
Of which: Overdue -146.3 3255
Memorandum item;
Gross domestic product 16,145 48,321 -

Source: National Statistical Committee,




tariffs for electricity and hot water in the first half of the year are estimated by the National
Bank of the Kyrgyz Republic (NBKR) to have added more than 14 percentage points to the
rise in the consumer price index. Third, increased prices for both (imported) oil products and
grain and flour” had a large impact on the outcome (estimated around 40 percent), because of
their weight in the consumption basket. In the case of grain, price developments were
affected by shortages and a drawdown of state reserves used for payment of gas arrears to
Uzbekistan. Finally, the nominal effective exchange rate depreciated by more than 13 percent
over the 12-month period. Given that the share of imports in GDP is around 45 percent, the
pass through of this depreciation would itself add 6 percentage points to annual inflation.’

12. During the last quarter of 1999 and into 2000, one of the goals of monetary policy
was to reduce inflation by withdrawing liquidity resulting from the repayment of budgetary
arrears. So far, there has been some success in this regard, as base and broad money grew by
only 5 percent over the first half of 2000. This, combined with relative stability of the
exchange rate has led to a dramatically improved inflation performance. Indeed, consumer
prices rose by only 7.1 percent over the first half of this year, which is the best outcome for a
comparable period since 1990. Price developments so far this year were influenced by the
impact of tariff increases for electricity and natural gas, and increases in the price of fiuits
and vegetables early in the year.

C. Wage Developments and the Labor Market

13. In 1998, the minimum wage (to which certain wages, social benefits and tax rates are
indexed) was raised to som 100 per month and it has remained at that level. With the
acceleration of inflation in 1999, the real minimum wage declined by around 26 percent
while average real wages fell by around 10 percent. Over the first S months of 2000, average
real wages began to recover.

14. The average nominal wage in May 2000 was som 1,070 per month (or just over $22).
Compared with the situation in 1998 and with other areas, nominal wage gains have recently
been made in the transport and communication, construction and agricultural sectors,
although in the latter case, wages remain less than two-thirds of the industrial average. In
1999, the highest salaries were received in finance and insurance (som 3,193 per month),
communications (som 2,076), and industry (som 1,579), while the lowest were in education
(som 605), culture and the arts (som 563), and forestry (som 418). At the beginning of
August, public sector wages were increased, on average by 20 percent, bringing them closer
into line with those of the private sector.

? Gasoline prices rose by 138 percent and bread prices by 74 percent over the course of 1999,

* The direct pass-through would be higher if international trade is mostly dollar denominated.
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15, The expansion of output over the past two years has been accompanied by a small
rise in recorded employment. Over the period 1998-1999, the growth of employment was
1.7 percent, which added 29,000 jobs to the economy. From a sectoral point of view and
reflecting the unbalanced nature of economic activity of late, job gains accrued mainly in
agriculture, with a slight increase in the service sector. In contrast, the number of workers in
industry, construction, and transport and communications fell by 42,000 and their share of
total employment now accounts for around 15.4 percent, in comparison with agriculture with
a share of nearly 52 percent.

16.  Over the past several years, the working-age population has grown relatively
quickly, and this has resulted in a similar rise in the labor force. In 1998, the latter grew by

I percent, reaching 2.4 percent in 1999. Employment growth has not kept pace and
consequently, unemployment has increased. Total unemployment, defined as the labor force
less total employment, reached 137,000 in 1999, or 7.4 percent when expressed as a ratio of
the labor force. This is well above the “official” measure of unemployment, which only takes
account of those registered with the employment service.! However, the total unemployment
rate 1s itself biased downward, since the measure of total employment includes those
employees who have been required by their employers to undertake administrative or
vacation (unpaid) leave. Indeed, the World Bank-supported annual household surveys
suggest that the “true” rate of unemployment is probably much higher at around 20 percent.

17. The lack of employment opportunities is a serious problem in the Kyrgyz Republic
for a number of reasons. First, there are few sources of alternative income and there is not a
strong social safety net. A substantial portion of the population thus relies on subsistence
farming to survive. Second, it appears that the rise in unemployment is mostly structural in
nature and signs of distress in the labor market abound: unemployment in urban areas is on
the rise even though much of the industrial sector which is located in these areas has so far
resisted structural change that would result in more pronounced layoffs; the share of long-
term unemployment (more than one year) in total unemployment is estimated to have
climbed; and young people (aged 16-29 years) account for one-third of the unemployed.
Without substantial growth in employment over the medium term, efforts to reduce the high
level of poverty will likely fail (see Section VI below).

D. External Sector Developments

18.  The impact of the financial crisis in Russia on the Kyrgyz Republic was felt most
heavily in the external sector, with the current account deficit rising to nearly 20 percent of
GDP in 1998. In 1999, the deficit fell to slightly more than 16 percent of GDP (or

$200 million). The trade deficit declined to $84.4 million in 1999 from over $170 million a
year earlier. This improvement was largely due to a slump in import demand (by 25 percent)

* The “official” measure of unemployment was 3.1 percent in 1998, declining slightly to
2.9 percent in 1999, ' - '



- 11-

as the som depreciated in real terms: this was larger than the drop of exports (by 19 percent)
caused by trade barriers erected by the country’s major trading partners (Kazakhstan and
Uzbekistan) and by supply constraints in export-oriented activities (light industry, glass).
Kyrgyz exports of food stuffs, cement and other building materials to Kazakhstan were
virtually halted in 1999 as punitive tariffs were imposed. At the same time, trade with
Uzbekistan has been interrupted by frequent border closings and the imposition of high
excise taxes on goods from the Kyrgyz Republic. Trade with Russia also suffered both as a
consequence of the decline in activity in that country until recently, and difficuities with
transporting goods through neighboring countries. However, since the end of 1999, progress
has been made in removing some of the intra-regional tariff barriers that were in place
through most of 1999, but a number of non-tariff barriers remain, for example, licensing fees
for some key products, as well as ecological fees (imposed at the oblast level) for transit
through Kazakhstan. A narrowing of the services deficit also contributed to the improvement
of the current account. In 1999, the services deficit registered $93.5 million, which was

$24 million lower than a year earlier.

19. Exports of goods and services declined by 13 percent in the first quarter of 2000,
compared with a year ago. A reversal of this situation is expected in the near term, given both
the recent improvement in the country’s intermnational competitiveness (see Section IV below)
and regional trade relations. The real effective exchange rate has depreciated slightly

(2.5 percent) over the course of last year, and into the first few months of this year. Over the
same period, the decline in imports slowed to around 7 percent. Overall, there was a smail
improvement in the current account of the balance of payments.

20. At present, exports are limited both in scope (mainly gold, electricity, tobacco and
some agricultural products) and direction, with pre-independence trade patterns (except gold)
still prevalent (see Section V). Thus, the authorities are making efforts to diversify and
expand the export base. Gold production from the Kumtor gold mine accounts for nearly

40 percent of exports (and 10 percent of GDP). This mine has operated since 1997 but
production is expected to end in 2008 (Box 2).

21.  The capital account surplus was reduced by around $46 million to $234 million

in 1999 despite higher net borrowing, due to a drop in foreign direct investment. The
contraction of (net) foreign direct investment to $44 million in 1999 from above

$100 million in 1998, is a cause for concern. While gross foreign direct investment reached
more than $109 million in 1999, there was an outflow of nearly $65 million. The nature of
this outflow is not fully understood at this time, however, there are indications that existing
projects may have been scaled back or cancelled in the trade and catering sector,
procurcment agencies and the banking sector. Loan disbursements were higher

(528 million) than a year ago and were almost exclusively to the government. Amortization
payments (including by Kumtor) remained at around $53 million.
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Box 2. The Kumtor Gold Mining Project

In May 1997, the Kumtor Operating Company, which is two-thirds owned by the Kyrgyz Republic and one-
third by Cameco, a Canadian company, began gold mining operations in a remote and mountainous area of the
Kyrgyz Republic. The construction of the mine cost $450 million, there was an initial estimate of 16.5 million
troy ounces of gold resources (based on a gold price of $350/ounce), and gold production was expected to
average around 485,000 ounces a year over the life of the project.

In the event, probable reserves were scaled back to around 9 million ounces as production began.' Kumtor
currently employs over 1,150 employees, of which 90 percent are Kyrgyz nationals. Cumulative gold
production during the first three years of operation was 1.755 million troy ounces with an average cost of
arcound $175/ounce.

In December 1999, the company revised its business plan to account for a number of factors: changes in the
price of gold; experience it has gained in operating the mine; and changes to its geological model of the
resource base. This plan assumes a gold price of $310/ounce, with the effect of substantially lowering the
remaining reserve base to around 4.27 million troy ounces of gold. The following production schedule is
envisioned: 649,000 ounces in 2000; 665,000 in 2001; 680,000 in 2002; 716,000 in 2003; 350,000 in 2004,
400,000 in 2003, 250,000 in 2006; 136,000 in 2007; and the mine being decommissioned in 2008. The revised,
and accelerated production schedule, not only reflects the lower price of gold, relative to the initial plan but also
the desire to retire debt quickly. According to Company officials, Kumtor’s debt should be retired in 2003. The
authorities were informed of this revised business plan in early 2000.

YA great deal of confusion has existed about the extent of the reserve base. The autherities have, until recently, been under the impression
that the reserve base is close to the initiel estimate provided in the mine-feasibility study (16.5 million ounces). According to the company,
however, this figure is related to total resource rather than the reserve base.

22.  The overall balance of payments was in surplus by $19.5 million in 1999. This
allowed the NBKR to add $53 million to its gross international reserves, which increased
from just over 2 months to over 3 months of import cover. Exceptional financing in 1999
equaled $22.2 million, which wholly represented arrears to Russia, Pakistan, India and
Germany. Arrears totaling nearly $15.8 million were also incurred in the first quarter of 2000
on payments to Russia, Pakistan, India and Turkey. Nonetheless, mid-year, the authorities
were successful in agreeing in principle, with Russia, Pakistan and Turkey on a debt
rescheduling,

23.  External debt indicators worsened in 1999. The external debt-to-GDP ratio increased
from around 72 percent in 1998 to 112 percent a year later, while the net-present-value of the
debt-to-export ratio remained at around 130 percent. This build-up of debt during the past
few years reflects a number of influences; a certain lack of fiscal discipline, with deficits
averaging about 12 percent of GDP during the past 5 years; a shortage of private sector
savings; and a willingness of bilateral and multilateral financial institutions to finance the
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large fiscal deficits and an expanding public investment program.’ Although much of the
newly contracted debt is on highly concessional terms, the debt service profile for the
medium term is very difficult,

24, At the end of 1999, the stock of public external debt stood at $1,374 billion®, of
which $911 million was owed to multilateral institutions, mostly on a highly concessional
basis. A total debt of around $200 million is owed to the IMF, representing purchases under a
stand-by arrangement, the systemic transformation facility in 1993-94 and ESAF. Bilateral
debt amounted to $462 million for which the Russian Federation ($173 million) and Japan

($157 million) are the largest creditors. Debt service payments (excluding Kumtor) amounted
to $41.6 million in 1999,

E. Macroeconomic Policies
Fiscal policy

25. Fiscal policy is, and has been, perhaps the weakest pillar in the economic policy
framework and, given the relative size of the government, this has adversely affected overall
economic performance. This weakness is due to a number of factors. On the revenue side, the
Kyrgyz Republic has been and remains one of the poorest countries of the former Soviet
Union and as such, it had relied heavily on transfers to supplement its own revenue sources.
In the transition to a market economy, these revenue sources have not been very strong as a
result of slow growth, weak tax administration and distortions in the tax structure which have
contributed to a significant amount of underground economic activity.” On the expenditure
side, the weaker fiscal revenues have led to severe cuts in current expenditures, although
there has been an ever growing public investment program and an attempt to maintain pre-
independence levels of social services, support of the poor, and health and education. Fiscal
outcomes have also been heavily influenced by relatively little progress in dealing with some
of the important budgetary issues (for example, deciding on the appropriate size of the
government, the optimal level of energy prices, and dealing effectively with certain large
delinquent tax payers) and poor budgetary management, and a lack of transparent rules and
legislation.

> The increase in the ratio of debt to GDP is also related to the substantial depreciation of the
exchange rate as a consequence of the Russia crisis.

- 6 Excluding Kumtor-related debt which stood at $318 million in 1999.

7 Such tax distortions involve exemptions from taxation of important activities (agriculture)
and for some profits, loopholes in customs, the existence of free economic zones (atthough
progress has been made here), and the high burden of payroll taxes that reduces labor
demand. '



- 14 -

26.  In 1998, the overall cash deficit of the central government amounted to 9.5 percent as
a share of GDP, rising to 12.0 percent in 1999. Over the same period, a primary deficit
(excluding the foreign-financed private investment program) of 1.7 percent of GDP turned
into a surplus of nearty 0.5 percent. Part of the widening of the cash deficit in 1999 was a
result of unforeseen expenditures related to an incursion of foreign terrorists in the south of
the country in the second haif of the yo&:ar.8 Cyclical elements were also at work, as output
declines in industry and a drop in imports and a shift in import patterns (an increase in the
share of imports originating in Russia and thus not subject to customs duties or VAT),? all
contributed to lower-than-expected revenues. Compared with 1998, the ratio of (cash) tax
revenues-to-GDP fell in 1999 by 1.6 percent. Structural elements also played a part, as
recurrent administrative problems in tax collection and an increase in foreign-financed
project spending worked to boost the deficit in the same direction. Capital spending
mcreased by more than 3 percentage points of GDP in 1999. Current expenditures,
however, were reduced, falling by around 2 percent of GDP, with wages and Social Fund
contributions facing the largest cuts. (Developments concerning the Social Fund are
discussed in Section VII below). Non-wage health and education expenditures also
experienced retrenchment.

27. Difficulties with expenditure control, together with revenue shortfalls, led to the
accumulation of large expenditure arrears in the first half of 1999, However, most of these
arrears were paid off in July and at year end, the stock of domestic arrears amounted to
around 0.5 percent of GDP.

28.  During the first half of 2000, the fiscal situation remained difficult. Pariiament
rejected several tax measures and revenues initially fell short of expectations. However with
the improved economic growth, revenues picked up subsequently and expenditure arrears
were eliminated. The government also implemented several measures to improve expenditure
management and current expenditures were contained. In particular, they began establishing
monthly financial plans and set monthly cash limits, with a view to complying with the
IMF’s Minimum Standard on Fiscal Transparency.

Monetary and exchange rate policies

29.  The implementation of meonetary policy in transition economies remains a challenge,
and the Kyrgyz Republic is no exception. These challenges stem from a number of factors.
First, the environment is highly uncertain, given the policy changes and structural adjustment

® The direct budgetary impact of this threat to national security was around som 200 million
(or 0.4 percent of GDP), which included spending on humanitarian aid, compensation for
property damage, and military outlays.

? The Kyrgyz Republic applies the origin principle for VAT on trade with Russia, although it
has expressed a desire to move to the destination principle. '
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that are going on. Second, the low monetization of the economy and lack of financial
intermediation, combined with a paucity (until more recently) of monetary instruments, has
potentially limited the NBKR’s influence over economic activity. Third, monetary policy has
been complicated by the fiscal stance. With continued high fiscal deficits and the build up of
debt, the monetary authority has had to lean against the wind for much of the post-
independence period.

30.  Akey issue in the conduct of monetary policy has been the erosion of the demand
for soms. Since mid-1998, the domestic financial crisis, stemming in part from domestic
factors, has created pressures on and undermined confidence in the domestic currency
following several years of relative stability. The loss of confidence was aggravated by severe
problems in the banking system which led to the closure of several of the country’s largest
banks (Section VIII). Public confidence in the currency will only be re-established by
concerted efforts by the NBKR and the government.

31.  The implementation of monetary policy during 1999 and into 2000 has been uneven,
although the underlying forces for this unevenness lay beyond the control of the monetary
authority. Over the first half of 1999, monetary conditions were relatively tight, while over
the ensuing six months conditions loosened substantially, only to be reined in over the first
few months of 2000. The switch in monetary conditions reflected: the continuing influence of
the Russia crisis which contributed to the problems in the banking sector; a decision by the
government to repay budgetary arrears in mid-year; and actions by the NBKR to withdraw
the excess liquidity resulting from budgetary repayments. In the event, broad and reserve
money grew by 34 percent and 23 percent, respectively in 1999. In the first half of 2000
these aggregates expanded by 5 percent as the NBKR continued with the tight policy stance
it adopted at the start of the year.

32.  After much of the difficuities of 1998 passed, the key central bank rates were
lowered in the first quarter of 1999 to 32 percent, being halved from the levels reached at the
height of the Russian crisis. However, with subsequent pressures on the exchange rate
mounting, linked in part to the floating of the Kazakh tenge, both the discount (prime
interest) and Lombard rates were again raised to levels similar to those prevailing six months
before. Indeed, with further pressures on the exchange rate over the rest of the year (due to
liquidity injections and problems in the banking sector, mentioned above, as well as seasonal
influences), the discount rate was raised even further, ending 1999 at 55.1 percent, thus
surpassing the highs of August 1998; although the Lombard rate at 62.4 percent, ended 1999
at a somewhat lower level. With the stabilization gaining ground, both of these central bank
rates had been brought down steadily to around 28 percent by the end of June 2000.
Meanwhile, the benchmark interest rate on three-month treasury bills remained above

50 percent for most of 1999 but it too fell since then to around 16 percent. Interest rate
developments on credits extended by the banking system tracked the general interest rate
trend, although they currently remain at a much higher level (71 percent) and the spread
(around 34 percentage points) between loans extended in U.S. dollars versus soms is above
that prevailing in the pre-crisis period. '
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33.  In 1997, the som, exhibited a remarkable degree of stability, fluctuating within a
relatively narrow band of 17-17.5 soms per U.S. dollar throughout the year. However, for the
reasons mentioned earlier, including the Russia crisis, by the end of 1998 it had fallen to

29.4 som per U.S. dollar. Over the course of 1999, despite significant intervention by the
NBKR, it depreciated stiil further as domestic and external events continued to undermine
confidence in the currency. In total, the depreciation amounted to more than 55 percent over
the year and the som was valued at 45.95 per U.S. dollar at year end. However, the pace of
depreciation began to slow in the latter part of 1999 and into 2000. In June, the som stood
around som 47 per U.S. dollar.

34.  Over time, the NBKR’s monetary policy framework has been strengthened and a
number of further refinements were recently adopted. The most important of these
developments is the introduction of National Bank Bills in June 2000. The main purpose of
the NBKR notes issue is to establish a “clean” instrument for monetary policy to manage the
money stock, that is separate from the exigencies of managing the state’s debt. Moreover, the
market for these latter securities is relatively thin. NBKR notes will complement the T-bill
market by having shorter maturities (7, 14 and 28 days); by having a substantially larger face
value (som 10,000 versus 100 for T-bills); and by focussing its market towards commercial
banks or other large investors. Reserve requirements have remained unchanged at 20 percent
however, the compensation paid on bank’s required reserves has been steadily reduced. In
the past, the NBKR fully compensated banks for required reserves at the rate of each
respective bank’s weighted average cost of deposits. The level of compensation is now only
55 percent. Minimum capital requirements were raised in August to som 50 million.

>

F. Structural Reforms

35.  Since 1991 the implementation of structural policy measures has progressed to an
advanced stage in a few areas, in others some changes have occurred, while in many areas
much unfinished business remains. Price liberalization, trade policy and mass privatization
are areas where policy makers have achieved a measure of success. The Kyrgyz economy is
among the most open of the CIS countries, the more so, if account is taken of their WTO-
obligations to reduce already low tariff barriers even further. With regard to small-scate

privatization, more than two-thirds of formerly state-owned enterprises are now in private
hands.

36.  Some progress was made to further liberalize the economy during 1999 and the first
half of 2000, these involved: small-scale privatization; regulatory reform; and public sector
reform. Significant developments also occurred in the areas of pensions and trade policy, and
~ these are discussed in greater detail below.

37.  Small-scale privatization continued in 1999 and carly 2000, as 178 state-owned
enterprises were transformed, some into jeint-stock companies, while others were sold
directly. However, there was little progress toward divesting interests in the large state-
owned monopolies. An international tender for the sale of a 40 percent stake in Kyrgyz
Telecom took place, although it was declared void because of the lack of properly filed bids.
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(A second tender is due to take place shortly.) In the energy sector, a restructuring and reform
plan for KyrgyzEnergo has been adopted with a view to dividing the electricity concern into
three separate companies engaged in generation, transmission and distribution, in line with
the Action Plan for the World Bank adjustment credit. In addition, a financial adviser was
selected to guide the development of the distribution sector. An important part of this reform
involved tariff changes, and in this regard, electricity prices were raised in January and April
of this year by a combined 40 percent.°

38.  With regard to regulatory reform, a draft law has been submitted to parliament that
reduces the number of activities requiring licensing from 62 to 32. The practice of sub-
licensing has been declared illegal and efforts have been made to reduce excessive
inspections by limiting the number of bodies allowed to undertake them. In addition,
inspections and pre-inspections for international trade, with the exception of alcohol, are no
longer required. Further simplification of licensing procedures is awaiting approval of the
above draft law.

39.  With regard to public sector reform, at the beginning of this year, the government
implemented several measures to streamline a few activities at the local level. In a number of
departments, activities were either abolished or transferred to oblast state administrations (for
example, agriculture, education and culture, health). To improve financial control, the State
Inspection and Financial Control was merged with the Chamber of Accounts (public auditor).
The transfer of these functions to the oblast level resulted in some cost savings and a small
reduction in personnel. In addition, reforms (in particular, staff reductions) to the Ministry of
Internal Affairs and of Foreign Affairs have been approved. Further measures aimed at other
ministries are being contemplated along side a more comprehensive reform of the entire
sector, which should be put in place in 2001.

1II. POTENTIAL OUTPUT GROWTH OVER THE LONG TERM!

40.  Estimates of a country’s potential output—the maximum output which can be
sustained without a rise in inflation—and the position of output relative to this potential are
important considerations in assessing and formulating economic policy requirements. While
central to the analysis of industrial countries, this concept is also relevant for transition (and
developing) economies to better understand the supply-side determinants of growth as the
transformation process proceeds. Estimates of the gap between potential and actual output
(the output gap) give an indication of the degree of slack in the economy at a point in time,
and thus provide a means of both looking through cyclical developments to identify
emerging structural imbalances in the macroeconomy and to identify underlying inflation

“InJ anuary 2000, electricity prices were raised by 20 percent, followed by a 35 percent
increase in April. The April increase was subsequently rolled back by 15 percent in May.

" Written by Robert York.
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pressures. They also have an important use in analyzing fiscal developments and the
underlying structural budget balance.

41.  In this section, an attempt is made to estimate medium-term potential output and the
output gap for the Kyrgyz Republic. It is important to note that, since these variables are
unobservable and there is no satisfactory method for deriving them, they are surrounded by a
wide margin of uncertainty, and should be interpreted cautiously.'” In the next section, the
methodological issues in constructing potential output are discussed, followed by estimates
for the Kyrgyz Republic. A final section looks at the impediments to faster growth, suggested
by the analysis.

A. Methodological and Data Issues

42. A number of methods can be used to gauge an economy’s trend or supply-determined
potential output. These methods include, the use of time trends, univarate de-trending
approaches such as the Hodrick-Prescott (HP) filter, a production-function based approach,
and indirect metheds which rely on cross-sectional, rather than time series data. > The use of
time trends (or split time trends) involves regressing the log of real GDP against time, or split
time trends, to allow for differences in trends between cycles. While the advantage of this
method is its simplicity the main disadvantage is that it imposes a deterministic trend, which
is not evident in some of the data. The HP filter improves on the time trend by fitting a trend
through the observations of real GDP, irrespective of any structural breaks in the data, but
allows the regression coefficients to vary over time. This is accomplished by searching for a
trend output that both minimizes a weighted average of the gap between cutput and trend
output, at any point in time, and the rate of change in trend output at that point in time.'* The

2 The IMF relies heavily on estimates of potential output to guide policy, employing a
number of techniques and simplifying assumptions to do so. The methodologies used are
described in detail in DeMasi (1997).

P Fora summary of the literature see, for example, Barrell and Sefton (1995), DeMasi
(1997), and Girono et. al. (1995).

" More precisely, the trend Y* for &1,2,....T is estimated in the HP filter to minimize the
function

Z (InY(6)-InY(£)*)* " AZ[(InY(t- D*-InY (1)) — (InY(0)-InY*(t-1)]?
where A is the weighting factor that controls how smooth the resulting trend line is. A low

value for this parameter produces a trend that follows actual output more closely, whereas a
high value reduces the sensitivity of the trend to short-term fluctuations in actual output.
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benefit of this approach is that it only requires data for real GDP, while a drawback is the
arbitrary nature of the weighting (or smoothing) factor."

43.  Unlike the mechanical nature of the previous methods, the production function based
approach attempts to explicitly account for potential output by linking it directly to factor
inputs, and the linkage between them and total factor productivity. Several steps are
involved. A production function is estimated (typically Cobb-Douglas) for given shares of
capital and labor, the residuals of which are then smoothed and used as a measure of trend
total factor productivity. A measure of potential employment is then defined, consistent with
the natural rate of unemployment or the employment level that does not result in additional
inflation (i.e., the nonaccelerating wage rate of unemployment, or NAWRU). (Below, for
simplicity and lack of knowledge about the nature of the labor market, trend employment
using the HP filter is used in deriving this estimate.) The smoothed measures of total factor
productivity and employment are then combined with the actual capital stock in the estimated
production function to determine potential output. The main advantage of this approach is
that it allows for an explicit accounting for growth in terms of what is known or assumed
about factor inputs and productivity, and allows for judgement to be brought to bear on some
of the key elements. A major drawback remains the significant data requirements used in its
construction. Much of the data are difficult to measure, and when available are often
unreliable (capital stock). Furthermore, some of the data are unobservable, and so estimating
them poses similar problems as for the two other approaches.

44. A fourth approach might be better suited for transition economies because of the lack
of long time series and reliable data. Under this methodology, potential growth is estimated
based on the long-term growth experiences of a large number of other countries. The
determinants of growth (such as human capital, population growth, investment, and public
consumption) in a cross section of countries is then used to make predictions for a specific
country.'® Previous estimates of Barro (1991) and Levine and Renelt (1992) are used in this
regard. The major criticism of this method is that it assumes homogeneity of the growth
process across (rich, middle-income and poor) countries. Since the growth process is often
characterized by catch-up and technological progress, this may be a significant limitation of
this approach.

'* There is no satisfactory statistical criteria to choose A, so most researchers have simply
used 1600, which was the original value chosen by Hodrick and Prescott in their study of
annual data (Hodrik and Prescott, 1980).

1® This is the approach used by Fischer, Sahay and Vegh (1987). This approach could also be
extended to include the empirical literature on growth experience in transition economies
which highlight a number of growth factors, such as macroeconomic stability, openness to
trade, privatization and other structural reforms (see for example, Havrylyshyn et.al., 1999).
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45.  Given the strengths, weaknesses and uncertainties attached to each of the various
methodologies, a range of estimates of Kyrgyz potential output are generated below. Three of
the four approaches are employed, leaving aside the (split) time trend since no assumptions
were made about the nature of structural breaks in the time series.

46.  The data used come from De Broeck and Koen (2000), who provide a time series for
the Kyrgyz Republic dating back to 1970. Included in this data set is the capital stock,
employment and estimate of both official and adjusted real output. A listing of the data is
given in Table 1. Although these data stretch back into the period prior to independence, they
are thought to provide insights into current developments, mainly because the structure of the
Kyrgyz economy has not changed significantly, despite the recent institutional and other
policy changes. However, this may be a highly erroneous assumption, given that a market
economy has replaced central planning.

B. Estimates of Potential Output

47.  Three different estimates of potential output over the period 1971-99, are presented
in Tables 2 and 3. Several scenarios of the transition process are offered in the estimates, in
order to provide a range for potential growth.

48.  Not surprisingly, long-run growth predicted from the cross-country approach provides
the highest estimate of potential output growth, and the production function approach (under
certain assumptions) the lowest.!” Using the parameters from large cross-country regressions
and applying them to Kyrgyz data suggest that long-run growth in this country might be
between 3—6 percent per annum, Meanwhile, the production function estimate ranges from
around 2 percent to 3 percent, the upper bound being similar in value to the HP filter
technique.'®

Y7 A priori, it was expected that the cross-country evidence would provide an upper bound
estimate for the Kyrgyz Republic, for a number of reasons: the cross country results explain
the growth experience of a large number of countries (fast and slow growing), instead of an
individual country; this type of analysis assumes linear relationships between growth and the
explanatory factors, and thus may provide misleading indications of the growth process, such
as the interaction between growth and other forces (macro stability, corruption, regulatory
barriers and the like); and it assumes homogeneity across countries, in other words, that the
process of growth is determined equally for both rich and poor countries, and thus might be
biased upwards. In contrast, it was thought that the production function would provide a
lower bound estimate, since there is no presumption that during the pre-independence period
production was motivated by allocative efficiency. The estimate from the HP filter provides a
middle ground. '

'8 The differences in the production function estimates are based on the various assumptions
employed: in one scenario, the transition process is thought to reflect past long-term behavior
(averages); in another, it is supposed that the transition results in a decline, then a rebound in
productivity and labor supply (optimistic); while a third scenario assumes a decline and then
only a slow pickup in these two factors (pessimistic).
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49.  While estimates of the rate of potential output growth vary significantly under
different approaches, all scenarios indicate that the magnitude of the corresponding output
gap is large, perhaps, as much as one-third of potential GDP. The potential growth estimate
provides an indication of how fast the gap is likely to close over time. Given current
projections for the growth of real GDP over the next several years, the upper bound estimate
of potential output growth suggests that the output gap is unlikely to be closed quickly, and
could perhaps widen over time.

C. Impediments to Higher Potential Growth over the Long Term

50.  Asnoted earlier, estimates of potential output are subject to wide margins of
uncertainty. Nonetheless, they can provide important insights into the nature of the growth
process and policy requirements in the period ahead. All things considered, a reasonable
estimate of potential output growth for the Kyrgyz economy is likely to be around 3 percent
per annum. This relatively low estimate (relative to prior expectations about the positive
impact of economic reform), and the magnitude of the output gap suggest a sense of urgency
in eliminating the impediments to higher growth. From the point of view of the supply side
(i.c., aggregate production function) a number of policy issues present themselves,

51. First, closing the output gap is a high priority, since idle capacity could translate into
lower future potential growth as both physical and human capital deteriorate. Aggregate
demand could be stimulated through further progress in macroeconomic stabilization and in
particular adoption of a fiscal policy stance that allows for the accumulation of savings over
time; and enbancing export markets and performance, since the Kyrgyz economy lacks the
size to lift growth substantially through domestic demand alone. Indeed, the Ministry of
Finance estimates that one third of all enterprises are idle. Furthermore, agricultural output
(as noted above) is in many areas only a fraction of its pre-independence level.

52. Second, while the existence of highly educated labor inputs is often cited as a positive
factor in evaluating future prospects, there is growing evidence of a rapidly deteriorating
labor market. On the one hand, there is overall inadequate demand for labor, although
demand does exist for technically-qualified personnel. On the other hand, laber supply
remains unresponsive to market conditions, with a continuing stream of secondary- and
university-trained graduates who are not technically competent. Thus, while the labor force
expands in quantitative terms, it may not be rising in effective (or qualitative) terms. In this
regard, important reforms to the education sector need to be made.
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Table 1. Kyrgyz Republic: Estimates of Labor, Capital Stock , and Output, 1970-97

Labor Capital stock 1/ Qutput 1/

(thousands of workers) {constant rubles) (constant rubles)

1970 1,094.3 6,633.3 2,679.0
1971 1,143.8 7,200.9 2,751.3
1972 1,166.9 7,838.9 2,901.6
1973 1,193.6 8,410.0 2,997.2
1974 1,234.4 9,106.3 3,107.6
1975 1,259.6 9,878.3 3,197.2
1976 1,302.4 10,438.5 3,261.4
1977 1,351.6 10,950.9 3,312.4
1978 1,365.6 11,527.9 3414.4
1979 1,403.1 12,0339 34743
1986 1,424.6 12,562.8 3,588.0
1981 1,465.5 13,2412 3,703.8
1982 1,506.4 13,857.9 3,655.2
1983 1,543.9 14,537.4 3,971.1
1984 1,580.0 15,071.6 4,110.3
1985 1,614.3 15,746.1 40322
1986 1,651.1 16,252.8 4,117.9
1987 1,702.7 16,805.8 4.250.6
1988 1,716.1 17,014.9 4,706.9
1989 1,738.9 17,582.8 4,745.4
1990 1,747.9 17,814.8 5,067.3
1991 1,731.2 18,324.4 4,740.0
1992 1,835.9 18,588.3 3,870.6
1993 1,680.6 18,657.1 3,271.5
1994 1,645.4 18,442.0 2,470.1
1995 1,641.7 18,515.8 2,242.0
1996 1,651.5 18,706.6 2,327.7
1997 1,689.3 18,861.8 2,609.4

Source: De Broeck and Koen (2000).

1/ Capital stock and output are measured in "comparable” prices which only partially reflect inflation,
These variables are reported at constant, 1973, prices.



Table 2. Kyrgyz Republic: Estimates of Potential Output Using Cross-Country Approach, 1991-99

Barro growth equation 1/ Levine and Renanit growth equation 2/
LogPPP  Primary  Secondary Government/ Predicted Predicted PPP per Population Secondary Investment/ Predicted Predicted
per capita school school GDP per capita  aggregate capita income growth school GDP per capita aggregate
income  enrollment enrcllment growth growth (in 1J.S. dollars) rate enrollment growth growth

1991 8.08 111.00 99.00 0.22 5.74 7.14
1992 7.95 111.00 95.00 0.21 5.62 6.02 2832 0.40 95.00 0.15 3.59 3.99
1993 7.80 112.00 90.00 0.20 5.49 4,59 2449 -0.90 50.00 0.13 384 2.94
1994 7.60 113.00 88.00 0.19 5.46 5.96 2003 0.50 88.00 ¢.12 3.24 374
1995 7.56 104.00 79.00 0.20 4.96 6.36 1917 1.40 79.00 0.20 4.04 5.44
1996 7.63 105.18 79.00 0.19 4.99 6.39 2064 1.40 79.00 0.23 4.50 5.90
1997 7.73 106.79 79.72 0.17 5.05 6.35 2271 1.30 79.72 0.12 2.58 3.88
1998 7.95 106.79 79.72 0.18 5.05 6.45 2333 1.40 79.72 0.13 2.60 4,00
1999 7.79 106.79 79.72 0.15 5.05 6.35 2419 1.30 79.72 0.09 1.95 3.25
Average 7.80 108.76 86.92 0.19 5.27 6.18 2494 0.91 86.92 Q.15 329 4.14

Source: International Monetary Fund, International Financial Statistics, and World Bank.

1/ Barro equation: per capita growth = 0.0302 - 0.0075*initial income + 0.025*primary school enrcllment rate + 0.0305*sccondary school enrollment rate - 0.119*share

of government expenditure in GDP.
2/ Levine and Renault equation: per capita growth =-0.83 - 0.35*nitial income -0.38*population growth + 3.17*secondary school enrollment rate + 17.5 * investment

share of GDP.
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Table 3. Kyrgyz Republic: Estimates of Potential Output Using Hodrick-Prescott Filter and Production Function Approaches, 1970-99

Hodrick-Prescott Filter I/ Production function estimate
Trend averages 2/ Optimistic scenario 3/ Pessitnistic scenario 4/
Actual Potential Output Growth of Potential Output  Growth of Potential  Qutput Growth of Potential  Output Growth of
output output gep output output gap output output gap output output gap oulput
(in pereent) {in percent) {in percent} (in percent)

1970 2,679.0 2,714.6 -13 2,686.2 -0.3 2.686.2 -0.3 2,686.2 -0.3

1971 2,751.3 2,798.0 -1.7 31 2,779.6 -1.0 335 2,779.6 -1.0 35 2,779.6 -1.0 35
1972 2.901.6 28835 0.6 3 2,878.7 0.8 36 28787 0.8 36 2,878.7 0.8 36
1973 2,997.2 29704 0.9 3.0 2967.8 1.0 31 2,967.8 1.0 31 2,961.8 1.0 31
1974 3,107.6 3,057.9 16 2.9 30675 ) 3.4 3,067.5 1.3 34 3,067.5 1.3 34
1975 3,197.2 3,1453 1.7 2.9 3,171.8 0.8 3.4 31718 0.8 34 3,171.8 0.8 34
1976 3.261.4 3,232.7 0.9 2.8 3,254.1 0.2 2.6 3,254.1 0.2 26 3254.1 0.2 2.6
1977 33124 33204 02 27 3,332.1 -0.6 24 33321 0.6 24 3,332.1 -0.6 24
1978 34144 3,409.2 0.2 2.7 34174 -0.1 2.6 34174 -0.1 2.6 34174 -0.1 2.6
1979 34743 3,500.0 -0.7 2.7 3,498.8 0.7 2.4 3.498.83 -0.7 2.4 3,498.8 -0.7 24
1980 3,588.0 3,593.6 -0.2 2.7 3,585.8 0.1 2.5 3,585.8 0.1 25 3,585.8 0.1 25
1981 3,708 3,691.0 0.3 2.7 3,689.7 04 29 3,689.7 0.4 29 3,689.7 0.4 29
1982 3,655.2 3,792.8 -3.6 28 3,793.4 -3.6 2.8 3,7934 36 2.8 3,793.4 3.6 28
1983 39741 3,900.1 18 28 3,908.5 1.6 30 3,908.5 1.6 3.0 3,908.5 1.6 3.0
1984 4,110.3 4.012.5 24 29 4,018.0 23 28 4,018.0 2.3 28 4,018.0 23 2.8
1985 4,0322 4,130.3 -2.4 2.9 4,145.3 2.7 3.2 4,145.3 2.7 32 4,1453 -2.7 32
1986 4,117.9 4,255.0 -3.2 30 4,267.4 -3.5 29 4,267.4 3.5 29 4,267.4 -35 29
1987 4,250.6 4,386.8 -3.1 3.1 4,401.5 -34 kKN 4,401.5 -3.4 ER | 4,401.5 -3.4 3.1
1988 4,706.9 4,525.0 4.0 31 4,515.4 42 26 45154 4.2 2.6 45154 4.2 26
1939 47454 4.666,9 L7 3.1 4,661.6 1.8 2 4,661.6 1.8 32 4,661.6 1.8 32
1990 50673 4,811.3 5.3 11 4,783.1 59 2.6 4,783.1 59 26 4,783.1 59 2.6
1991 4,740.0 4,958.0 4.4 30 4,928.2 -3.8 340 4,928.2 -3.8 3.0 49282 -38 30
1992 1876 31023 -24.1 29 5,026.4 -23.0 20 4,585.6 -156 =74 4,399.8 -12.0 -10.7
1993 33148 3,250.8 -36.9 29 5,110.4 -35.1 1.7 44327 «25.2 -33 4.110.6 -194 -6.6
1994 2,719.4 5,403.6 -49.7 2.9 51720 -47.4 1.2 4,431.1 -38.6 0.0 3,9279 -30.8 -4.4
19935 2.566.1 5.560.8 -53.9 2.9 5,258.8 -51.2 1.7 4,513.1 -43.1 1.9 3,862.4 -33.6 -1.7
1996 2.755.0 57227 -51.9 29 5,357.2 -48.6 19 4,852.1 -43.2 7.5 3,891.8 -29.2 0.8
1997 3.041.6 53,8892 -48.4 29 5454.2 -44.2 1.8 5,194.5 -41.4 71 3,966.9 -233 1.9
1998 31062 6.060.6 -48.7 29 5,539.1 -43.9 1.6 5,358.1 -42,0 31 4,043.0 233 2.0
1999 3.220.1 6.236.9 ~48.4 29 56254 -42.8 1.6 5,528.4 -41.8 32 4,153.2 2225 26

Source: IMF Staff Estimates and De Broeck and Koen {2000).

1/ Over the period 1992-1999, the growth of potential output is estimated as the average rate of growth of output over the period 1970-1991.

2/ Trend average estimate is based on smoothed (using the Hodrick-Prescot filter) labor and total factor productivity prowth.

3/ The optimistic scenario assumes both a_ rapid adjustment of labor resources and an improvement in total factor productivity growth over the period of transition,
4/ The pessimistic scenario assumes both a slow adjustment of labor resources and a slow recovery of total factor productivity growth over the transition period,
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53.  Third, the current capital stock is in a state of disrepair, and is likely having a
disproportionately large adverse impact on potential output growth. For example, capital
expenditures in the energy sector have not kept pace with energy sector demands; the
transportation infrastructure is in disrepair (although multilateral institutions are providing
support for major improvements); the telecommunications network is in need of substantial
investment; the national airline has almost no capacity to service international routes; and
agricultural growth is hindered by poor irrigation infrastructure and iack of modern
machinery and other capital inputs. Upgrading the infrastructure will require some public
capital expenditures, however, a number of these investments could be made by the private
sector, 1f these activities were privatized.

54, Finally, it is difficult to be definitive about why economic performance in the Kyrgyz
Republic has not improved more, given the extent of economic reform that has occurred
since the early 1990s. A number of factors could have had some influence: the long time it
takes for economic behavior to change and adjust to new policies and incentives; the
coincidence of macroeconomic stabilization and structural reform leading to the
displacement of both capital and labor; the still limited extent of structural adjustment that
has taken place in an number of important areas (such as the labor market, export markets,
and the public sector); the ongoing nature of reform; the geographic location of the country
and its small size, which limits the scope for efficiency gains; and the difficulties in
establishing smooth trade relations within the region. Moreover, the lack of successful
implementation of a number of policies (large-scale privatization, public sector and
regulatory reform, and stabilization) may also have played a role.

55.  Achieving a major improvement in total factor productivity growth is predicated on
both boosting capacity utilization and improving the efficiency of resource use. This might
be accomplished through a concerted poticy effort to set conditions right for achieving a
sustained improvement in economic performance. On the macro front, fundamental changes
will be required to put the budget on a sustainable basis, reduce the debt burden and to
eliminate activities which place a drain on the public purse (such as ongoing problems in the
energy sector and loss-making state-owned enterprises).

56.  Onthe structural front, there appear to be four major policy challenges to confront:

(i) creating incentives for investments in both physical and human capital, not through tax
exemptions or transfers, but through establishing a level playing field for all economic agents
which is free from excessive government intervention; (ii) ensuring that the business
environment is supported by adequate infrastructure (transportation, energy,
communications), which can only be provided by the public sector; (1i1) further reducing the
involvement of government in economic activity; and (iv) avoiding backtracking on policy
reform, to remove any uncertainty as to what might come next.
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IV. INTERNATIONAL COMPETITIVENESSY

57. This section examines developments in international competitiveness for the Kyrgyz
Republic over the period 1995-99. The focus of attention is on the evolution of the real
effective exchange rate (REER), certain key bilateral exchange rates, and relative unit labor
costs (RULC’s).?

A. Estimates of the Real Effective Exchange Rate

58, The real effective exchange rate is defined as the weighted average of the real
exchange rates of the country’s trading partners. As shown in Table 4 and F igure 1, the
evolution of the REER can be divided into four periods.”' First, a large real effective
depreciation occurred over 1995 and 1996, with the CPI- and PPI-based series broadly
following the same pattern.”* Second, a modest appreciation occurred in 1997 and continued
into mid-1998, with the CPI- and PPI-based series again following similar paths. Third, in
the wake of the Russian crisis, the CPI-based REER depreciated by nearly 18 percent from
September to November 1998 while the PPI-based series, after a sharp appreciation between
July and September 1998, also depreciated, but by a lesser degree than the CPI measure.
Finally, over the course of 1999, the two series diverged. The CPI-based REER showed a
slight appreciation in early 1999 followed by a depreciation before stabilizing at its end-1998

1 Written by Julie Kozack.

2 International competitiveness might also be assessed by analyzing market share gains (or
losses). However, in the case of the Kyrgyz Republic, this type of analysis may not prove too
revealing, given the current nature of trade relations. For example, exports to Germany
consist mainly of gold, and trade with its regional partners is hampered by trade barriers. In
this case, examining export market growth may not give a true picture of competitiveness.

*! The data used to calculate the trade weights were taken from the Kyrgyz Republic’s
direction of trade statistics provided by the NBKR. Monthly nominal exchange rate and
consumer price data were taken from INS for the period January 1995 to March 2000.
Average monthly nominal exchange rates in dollar terms were used. Monthly producer or
wholesale price data were taken from IFS.*' Producer price data for Germany and Italy from
December 1999 to March 2000 were taken from OECD data. Producer price data for
Tajikistan were not available beginning May 1999. The PPI-based series ends in December
1999 because the PPI was not available for most countries after that date.

2 As can be seen in Table 4 and Figure 2, the INS series and the CPI-based series calculated
in this exercise follow an almost identical trend. The main difference appears to be in the
appreciation that occurs over 1997. This is likely due to the difference in weights applied to
Germany, with the INS weighting scheme allocating a significantly smaller weight to
Germany.
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level. In contrast, the PPl-based REER appreciated sharpty immediately following the
Russian crisis and only began to depreciate in March 1999. Overall, the som depreciated by
some 19 percent, in real effective (CPI-based) terms, between September 1998 and March
2000.

59.  To try to disentangle the effects that fluctuations in the currencies of the Kyrgyz
Republic’s trading partners have had, key real bilateral exchange rates are presented in
Tables 5 and 6 and Figures 3 and 4. Figure 3 presents the CPI-based real exchange rate index
vis-a-vis Russia, Kazakhstan, Uzbekistan, Germany, and the US. The evolution of these
bilateral rates sheds some light on the pattern of the REER. The real effective depreciation
over the period 1995-97 was caused mainly by a depreciation of the som vis-a-vis the
currencies of the Kyrgyz Republic’s major BRO trading partners. The real effective
appreciation over the course of 1997 and the first half of 1998 was clearly due to a steep real
appreciation vis-a-vis the German mark. Finally, the sharp real effective depreciation that
occurred in the wake of the Russian crisis is mirrored by a real depreciation against four of
the five currencies, the exception being the Russian ruble, The som appreciated in real terms
against the Russian ruble after the Russian crisis and, as of March 2000, had not yet returned
to its pre-crisis level.

60.  Figure 4 presents the PPI-based real exchange rate index vis-a-vis Russia,
Kazakhstan, Uzbekistan, Germany, and the US. It is striking that the PPI-based real exchange
rate indices show far less fluctuation in the early years than the CPI-based ones. Although
there was a steady real depreciation of the som against the Russian ruble and the Uzbek sum
prior to the Russian crisis, it depreciated much less in real terms against the Kazakh tenge
and faced less fluctuation against the German mark and the US dollar. In addition, the real
depreciation vis-a-vis the Kazakh tenge, the Uzbek sum, the US dollar, and the German mark
following the Russian crisis was far less severe when the real exchange rate is measured
using the PPI rather than the CPI. Thus, although the som did appreciate in real terms against
the Russian ruble, the Kyrgyz Republic experienced an improvement in competitiveness
against the currencies of its other major trading partners.

61.  Although such an improvement in competitiveness is usually followed by an
improvement in exports (with a lag), the Kyrgyz Republic has not yet experienced it. Export
growth has slowed in recent years as a result of low demand in the BRO countries, the loss of ~
competitiveness vis-a-vis Russia, and trade tensions with Kazakhstan and Uzbekistan.
Imports have also slumped, as expected, due to the real effective depreciation.

B. Relative Unit Labor Costs

62.  Estimates of relative unit labor costs are shown in Table 7.2° The Kyrgyz Republic
experienced an improvement in its competitive position against nearly all of its major BRO

% Unit labor costs for the industrialized countries were taken from the WEO database. The
data used to calculate unit labor costs for the BRO countries in the sample were taken from
the WEO database and the FSU database maintained by EU2. Unit labor cost data for China
and the Islamic Republic of Iran were not available.
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trading partners, the exception being Tajikistan. This view is also supported by absolute
measures of competitiveness such as dollar wages (see Box 3). Regarding its non-BRO
trading partners, the story is more mixed. For example, the Kyrgyz Republic faced an almost
continuous decline it its relative unit labor cost with respect to Canada, Italy, Turkey, the
UK, and the US. However, with respect to Belgium, France, Germany, and Switzerland, the
RULC rose until 1998 and then fell in 1999, likely due to the effects of the Russian crisis.

63.  The effects of the Russian crisis also manifested themselves in the RULC with
respect to Russia. Between 1995 and 1997 the RULC with respect to Russia fell by nearly
50 percent, only to rise in 1998 and again in 1999. This U-shaped pattern of the relative unit
labor cost is consistent with the pattern of the real exchange rate vis-a-vis the ruble and
suggests that, since the Russian crisis, the Kyrgyz Republic has suffered a loss in
competitiveness with respect to Russia. Conversely, relative unit labor costs with respect to
Kazakhstan and Uzbekistan have fallen consistently since 1995, indicating that the Kyrgyz
Republic has seen an improvement in its competitive position with those countries.

C. Conclusions

64.  Estimates for both a CPI- and PPl-based real effective exchange rate show that, since
1995, the Kyrgyz Republic has experienced an overall improvement in its competitive
position. Over this period, the CPI- and PPI-based real effective exchange rates depreciated
by about 41 percent and 31 percent, respectively. Much of this depreciation occurred after the
Russian crisis, with both measures depreciating by nearly 20 percent since September 1998,
In addition, since 1995, the som has depreciated in real terms against the Russian ruble, the
Kazakh tenge, the Uzbek sum, the German mark, and the U.S. dollar. Two caveats remain,
however. First, since August 1998, the som has appreciated in real terms against the Russian
ruble and, although depreciating more recently, has not yet reached its pre-crisis level.
Second, the PPI-based real exchange rate vis-a-vis the German mark shows no improvement
in competitiveness since 1993; although fluctuations did occur over the period. Estimates of
relative unit labor costs show a pattern broadly similar to that of the REER. Thus, the Kyrgyz
Republic appears to be in a favorable position to increase its export performance in the
period ahead. Nonetheless, the loss of competitiveness vis-a-vis Russia cannot be understated
given that it is one of the country’s most important trading partners.
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Box 3. Dollar Wages in the BRO

Another measure of competitiveness is the average monthly dollar wage, which is easily compared across
countries and provides a common measure of labor input costs. Here, dollar wages across the BRO countries are
compared 1o better understand the Kyrgyz Republic’s competitive position with respect to its traditional trading
partners,

The Kyrgyz Republic currently has one of the lowest dollar wages among the BRO countries, although this was
not always the case. For example, in 1995 the doliar wage in the Kyrgyz Republic was $36 and only the Baltics,
Russia, Kazakhstan and Belarus had higher doliar wages. By 1997, dollar wages in most other BRO countries
had risen, while in the Kyrgyz Republic dollar wages remained at their 1995 level. This implied an increase in
the Kyrgyz Republic’s competitive position as relative labor costs fell. By 1999, the Kyrgyz Republic had the
second lowest dollar wage among the BRO countries (only Tajikistan had a lower dollar wage). The fall in
dollar wages was mostly due to the sharp depreciation of the som since 1998 and, as is apparent from the Table
below, dollar wages fell in several other BRO countries including Kazakhstan and Russia.

Overall, it appears that the trend in doliar wages in consistent with those of the real effective exchange rate and
unit labor costs. The Kyrgyz Republic has experienced an improvement in it competitive position with respect
to most of the BRO countries. However, it has seen a relative deterioration in its competitiveness vis-a-vis
Russia, as Russian dollar wages fell by nearly 50 percent from 1998 to 1999. Thus, the extent to which the
Kyrgyz Republic can benefit from a general improvement in competitiveness (measured in dollar wages) is
unclear.

BRO Countries: Average Monthly Wage 1995-2000
(In U.S. dollars, period average)

1995 1996 1997 1998 1999
Armenia 15.8 22,0 23.8 30.8 34.2
Azerbaijan 133 19.9 30.6 © 432 46.0
Belarus 65.1 90.6 86.2 100.1 70.2
Estonia 207.2 2479 2574 291.3 300.9
Georgla 7.6 18.0 274 31.1 33.0
Kazakhstan 78.3 100.% 1143 1244 62.3
Kyrgyz Republic 36.1 38.8 36.2 374 247
Lithuania 129.0 172.2 2130 255.6 268.7
Latvia 169.8 179.1 206.6 226.1 241.0
Moldova 31.9 40.8 472 46.9 28.5
Russia 106.4 157.2 166.8 1142 64.2
Tajikistan 5.9 9.0 89 113 10.0
Turkmenistan 48 14.6 34.0 513 61.8
Ukraine 50.6 753 83.9 64.4 4G.7
Uzbekistan 36.0 538 55.7 573 66.3

Source: National authorities.
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Table 4. Kyrgyz Republic: Real Effective Exchange Rates, 1995-2000
(Jan. 1995=100)

CPl-based PPl-based INS

1995 Jan, 100.00 100.00 100.00
Feb. 101.92 98.49 101.08
Mar. 100.00 95.25 99.52
Apr. 97.00 89.29 9598
May 95.54 85.82 9420
Jun, G5.44 85.37 94.82
Jul, 94.89 83.76 93.81
Aug. 92,86 83.52 50.33
Sep. 93.23 82.97 91.20
Gct. 90.32 82,19 88.74
Nov. 76.94 84.87 76.0%
Dec. 79.22 85.54 77.6%
1996 Jan. 79.43 86.77 77.58
Feb. 80.28 8535 78.18
Mar, B2.15 84.50 79.74
Apr, 83.18 L3 80.00
May 83.24 80.25 79.72
Jun. 82.67 81.43 78.88
Jul. 80.62 81.34 7713
Aug. £0.94 81.02 77.69
Sep. 77.75 82.54 74.52
Oct. 72.14 76.10 68.87
Nov, 65.85 72,38 62.88
Dee. 66.67 75.82 63.28
1997 Jan, 68.39 75.01 64.46
Feb. 70.8% 80.22 65.97
Mar, 68.75 78.78 63.55
Apr. 69.12 76.97 63.62
May 70.29 75.92 64.77
Jun, 73.5% 78.81 67.44
Jul. 73.28 78.83 6687
Aug. 7348 8239 67.04
Sep. T27 81.12 66,39
Oct. 73.28 82.05 67.55
Nov., 74.17 £0.39 68.27
Dec. 74.99 82.22 67.96
1998 Jan, 76.01 82.00 68.14
Feb. 76,42 82.70 68.54
Mar, 76,14 8232 68.25
Apr. 75.02 81.25 67.35
May 7211 76.40 65.15
Jun, 75.57 78.59 68.40
Juk. 7328 75.01 66.60
Aup. 72.23 7432 66.23
Sep. 73.11 B3.88 68.30
Oct. 67.67 80.28 63.75
Nov. 56.97 73.72 56.38
Dee. 61.06 81.40 5737
1999 Jan, 61.61 8391 57.62
Feb. 61.64 82.61 57.4%
Mar. 61.19 26.30 56.89
Apr. 57.27 82.42 53.90
May 56.38 72.19 54.15
Jun. 60.16 75.06 58.06
Jul. 63.80 75.82 61.85
Aug. 59.67 72.25 j51n
Sep. 59.2t 71.28 57.67
Oct. 60.63 71.88 59.30
Nov, 59.35 69.03 57.52
Dec. 59.47 69.33 57.28
2000 Jan. 58.60 . 56.10
Feb. 59.15 . 56.33
iiar. 59.36 .- 56.63

Sources: Kyrgyz authorities; and Fund s1aff estimates.



Figure 1. Kyrgyz Republic: Real Effective Exchange Rate, January 1995 - March 2000 1/
(January 1995 = 100)

110

= = = Consumer price index

«=——Produce price index

. )
4
60 I . e e e e _‘4_' . S . ___.r___‘ N
1 ’ ”’ - -
~ s
50 L L L i L L L Il L L L L L L L k] L L L L 1 11 L L L El L L L A, Il L il 1 A L 1 1 3 L L L 1 Il L Il L 1 L 1 A, L
J M M J S N J] M M I S N J M M I S N JT M M J S8 N J M M ] s N J1J M
1995 1996 1997 1998 1999 2000

Source: Kyrgyz authorities; OECD; and Fund staff estimates.

1/ An increase indicates an appreciation.
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Figure 2. Kyrgyz Republic: Real Effective Exchange Rate, 1995-2000
(Jan. 1995=100)
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Table 5. Kyrgyz Republic: CPI-Based Key Bilateral Real Exchange Rates, 1995-2000
(Jan. 1995=100)

CFPi-based real exchange rate index

Russia Uzbekistan Kazakhstan Germany  United States

1995 Jan. 100.00 100.0¢ 100.00 100.00 100.00
Febs. 106,47 89.83 104.90 103.52 105.52
Mar., 114.67 84.78 103.54 97.80 106.34
Agpr. 107.73 75.78 103.50 96.20 106.41
May 101.80 73.99 104.02 99.18 107.46
Jun. 91.05 84.04 104.94 101.07 109.92
Jul. 84,75 90.G2 101.62 102.47 112.30
Aug, 79.61 93,29 G2.09 106.95 112.67
Sep. 71.35 93.01 05.28 108.56 113.07
Oct. 73.61 9049 62.63 103.65 111.40
Now. 60.42 76.21 7134 88.15 94.55
Dec. 60.21 75.41 75.92 90.50 95.44
19596 Jan. 60.58 74.76 76.30 94.72 98,07
Feb, 6177 75.34 7179 97.88 100.95
Mar. 63.13 76.28 79.14 101,90 104.09
Apr. 64.24 72.25 79.28 106.45 106.40
May 64,26 7160 78.53 107.70 105.66
Jun. 63.64 71.25 76.59 106.48 104.77
Jul. 62.7¢ | 71.88 73.86 102.26 10150
Aug. 64.86 7337 73.48 101.28 102.29
Sep. 62.85 69.83 71.02 98.05 97.47
Oct. 58.13 65.82 64.84 91.87 90.01
Nov. 52.59 63.76 58.77 83.07 81.96
Dec. 5319 61.13 61.10 86.32 83.01
1997 Jan. 53.70 61.1e 62.83 90.57 84.61
Feb. 55.1t 61.53 63.97 97.55 §7.05
Mar. 53.33 58.06 61.30 96.14 84.58
Apr. 53.77 37.25 61.32 98.16 8547
May 54.86 57.37 63.02 99.88 87.68
Jun. 56.75 60.62 65.27 105.69 91.30
Jul, 55.56 62.55 64.07 107.53 89.94
Aug. 5493 56,14 63.34 10851 88.31
Sep. 54.70 6649 62.52 104.01 86.95
Oct. 56.13 67.92 6324 104.26 88.83
Naov. 57.19 68.33 63.63 10450 90.56
Dec. 57.09 67.51 62.97 107.69 90.64
1998 Jan, 57.24 67.58 62.74 111.01 91.28
Feb. 5779 67.64 62.80 12,19 92,20
Mar, 57.73 67.33 02,29 11270 9195
Apr, 5717 66,55 61.43 110.38 90.66
May 55.19 64.64 5929 104.10 87.4%
Jun, 57.28 70.86 61.93 108.63 90.18
Jul, 55.21 71.55 59.79 104.64 86.46
Aug. 36,09 7243 5907 100.66 8348
Sep. 79.86 68.05 5587 B8.77 ks
Oct. 7115 61.76 52.55 78.65 71.15
MNov. 67.56 53.58 47.21 7170 63.12
Dec. 73.66 5191 48.23 71.00 62.85
1999 Jan. 75.58 50.63 48.39 7214 63.03
Feh. 74.39 49.37 48.76 74.47 62.74
Mar. 73.03 48.11 48.90 75.08 61.45
Apr. 68.26 4370 45.88 69.63 5591
May 6399 42,10 57.00 68.04 54,20
Jun, 65.85 48.16 61.26 73.52 57.12
Jul. 67.84 54,15 65.09 77.84 60.27
Aug, 64.18 50,21 6129 7t.61 56.6%
Sep. 64.15 49.23 61.89 71k 5554
Oct. 65.71 50.30 65.08 7168 57.08
Nov., .79 - 48.45 61.88 7214 55.55
Dee. 64.38 48.06 61.03 74.27 55.86
2000 Jan, 66.07 4591 58.87 7257 54.80
Feb. 67.01 4529 59.15 74.75 54,57
Mar. 65.85 45.92 59.28 76.47 54.52

Sources: Kyrgyz avtherities; and Fund staff estimates.
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Figure 3. Kyrgyz Republic: CPI-Based Real Exchange Rate Index, January 1995 - March 2000 1/

(January 1995 = 100)
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Table 6. Kyrgyz Republic: PPI-Based Key Bilateral Real Exchange Rates, 1995-2000
(Jan. 1995=100)

PPl-based real exchange rate index

Russia Uzbekistan Kazakhstan Germany Unsted States

1995 Fan. 100.00 160,00 100,00 160,00 100.00
Feb. 97.51 94.14 102.42 99.68 10155
Mar. 97.41 £9.58 99.65 92.68 100.64
Apr. 90.12 71.22 98.29 21.06 100,05
May 81.90 66,99 98.02 921.19 97.85
Jun. 73.44 71.22 99.59 92.64 99.73
Jul, 67.45 69.86 97.35 93.89 102.11
Aug. 63.60 74.32 86.45 100.52 105.42
Sep. 60.23 62.47 9209 100,45 104 34
Oct. 57.54 56.54 90.33 96.56 103.83
Naov. 57.08 56.59 92.15 97.76 105.12
Dec. 56.91 56.21 52,03 99,27 104.78
1996 Jan. 57.64 54.76 92.68 10443 107.17
Feb. 57.29 5288 91.67 105.24 107.85

" Mar, 56.81 51.95 91.47 106,38 107.96
Apt. 55.54 4383 89.97 106.93 165.83
May 55.11 43.05 88.18 106.89 103.74
Jun, 56.02 4285 89.36 109.33 106.66
Jul. 56.50 42.97 91.02 108.53 107.65
Ang, 51.57 44,30 90.16 107.66 148.13
Sep. 58.61 45.13 93.00 1e.15 110.05
Oct. 52.95 4279 £4.66 103.33 100.92
Nov, 4990 4522 80.25 96.27 94.68
Dec. 51.63 46.05 85.16 102.01 96.76
1997 Jan. 42.31 46.70 84.60 106.98 97.71
Feb. 53.21 47.01 85.66 113.85 100.67
Mar. 5.7 45.66 82.35 112.55 99.59
Apr. 5035 44386 8010 110.18 97.29
May 49.63 4420 79.26 10799 95.73
Jun. 50.15 4524 80.32 11131 97.24
Jut, 49.21 45.22 77.75 113.24 95.64
Aup. 49.45 48.54 78.42 11689 95.95

" Sep. 4926 47.66 1741 112,55 94.86
Oet. 50.55 48.03 78.30 112.96 96.64
Nov. 49.96 47.28 77.51 109.86 95,19
Dec. 50.99 48.51 77.94 114.32 97.43
1998 Jan. 5047 47.50 77.48 115.68 97.23
Feb. 51.08 48.47 7768 116.58 98.58
Mar. 51.02 48.58 77.21 116.39 97.88
Apr. 5122 49.06 77.56 115.40 97.47
May 48.95 46.89 73.84 106.58 91.89
Jun, 50.32 49.66 76.36 110.57 94,29
Jul. 49.74 39.76 75.31 107.99 91.77
Aug. 53.24 40.30 74.70 104.45 89.62
Sep. 101.59 39.19 73.82 95.94 86.67
QOet. 100.61 3210 71.53 88.05 82.22
Nov. 90.07 33.69 66.63 82,52 74.99
Dec. 10928 35.14 7131 85.50 7845
1999 Jan, 114.38 3519 73.31 87.58 7930
Feb. 109.27 34.43 73.52 89.03 78.00
Mar. 11166 35.93 7744 94,51 80.14
Apr. 105.44 33.45 7831 £9.08 1386
May 92.82 30.57 80.07 82.79 67.71
Jun, 93.08 33.53 83.14 88.68 7056
Jul. 92.16 35.57 83.46 90.35 7148
Ang. 87.50 33.51 73.72 86,31 6941
Sep. 85.16 3221 7831 87.08 6872
Oct 8498 3238 77.62 88.88 71.62
Nov. 80.78 30.92 71.88 88.63 68.75
Dec. 80.13 31.28 69.89 91.587 ©69.94
2000 Jan. 80.88 68.53 89.84 68.50
Feb. 8l.12 68.67 93.94 68.78
Mar. 80.30 69.42 97.93 69.32

Sources: Kyrgyz authorities; OECD; and Fund staff estimates,



Figure 4. Kyrgyz Republic: PPI-Based Real Exchange Rate Index, January 1995 - March 2000 1/
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Table 7. Kyrgyz Republic: Relative Unit Labor Cost, 1995-99 1/
(1995 = 100}

1995 1996 1997 1998 1999

Belgium 100.0 105.7 105.8 111.3 75.1
Canada 100.0 99.0 86.3 94.8 64.4
France 100.0 104.5 106.2 113.1 7.8
Germany 100.0 108.6 113.7 1232 34.1
Haly 100.0 91.2 85.1 924 63.2
Korea 100.0 99.3 10t.3 157.0 100.8
Switzerland 100.0 104.8 104.9 107.4 71.8
Turkey 100.0 98.9 &9.1 86.0 533
United Kingdom 100.0 97.9 77.8 76.1 50.8
United States 100.0 104.4 913 94.5 62.7
Belarus 100.0 752 76.0 73.7 70.8
Kazakhstan 100.0 79.0 60.8 56.0 49.7
Russia 100.0 67.0 55.5 80.2 96.1
Tajikistan 100.0 143.6 198.7 240.7 173.3
Turkmenistan 100.0 31.3 10.1 74 4.7
Ukraine 100.0 69.8 52.5 69.9 70.6
Uzbekistan 100.0 67.9 56.9 60.6 355

Sources: National authorities; and Fund staff estimates.

1/ Relative unit labor cost is the ratio of the unit labor cost in the Kyrgyz Republic to
that of its trading partner, expressed in dollars. An increase in this index implies a
loss of competitiveness.
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V. TrADE PoLicy?

65.  After the dissolution of the Soviet Union, the Kyrgyz Republic engaged in rapid trade
liberalization and is now one of the most open economies among the Baltics, Russia, and
other countries of the former Soviet Union. In December 1998 it became the first BRO
country to join the World Trade Organization (WTO). The purpose of this section is two-
fold: to detai! the process through which the Kyrgyz Republic has chosen to pursue closer
integration with the global trading system, and to assess its international trading patterns,

A. Trade Liberalization in the Kyrgyz Republic

Tariff and non-tariff barriers

66.  The Kyrgyz Republic is a small open economy, with exports accounting for about

40 percent of GDP, with one of the most liberal frade regimes among the BRO (Table 8). In
1994, the Kyrgyz Republic adopted a uniform 10 percent tariff on all imported goods which
remained in place until 1998.%° In 1999, a tariff structure with 12 bands and a maximum tariff
of 50 percent was adopted based on its WTO negotiations. The average tariff rate under this
structure was 9.18 percent. For 2000, the tariff structure was again simplified to 4 bands with
a maximum rate of 20 percent and an average rate of 5.21 percent.

67.  Nontariff barriers for imports consist of fees for services rendered, quantitative
restrictions, and import licensing. The Kyrgyz Republic administers an ad valorem customs
processing fee of 0.15 percent on all imported and exported goods. Quantitative import
restrictions are applied to military arms and goods, explosives, nuclear materials and
technology for military use, virulent poisons, and narcotics. Currently, 19 categories of
goods, ranging from nuclear materials to tobacco and alcohol, are subject to import licensing.
Since July 1998, an import license fee of som 1,000 (about $20 at the present exchange rate)
has been applied.

68.  The Kyrgyz Republic maintains no quantitative export restrictions other than those
specified in an agreement with the European Communities regarding textiles. Export
licensing exists for several products including military equipment and precious metals.
Export subsidies are not provided, although some exemptions are made for import
substitution and export production in the Free Economic Zones. These exemptions are to be
eliminated by December 31, 2002 according to the terms of the Kyrgyz Republic’s accession
to the WTO, '

* Written by Julic Kozack.

% There were a few exceptions for goods for which an explicit exemption had been granted
by the Customs Tariff Law.
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Table 8. Kyrgyz Republic: Trade Restrictiveness in BRO Countries, 1999

Average tariff Overall rating 1/
Armenia 3.7 1.0
Azerbaijan 12.0 5.0
Belarus 12.6 8.0
Estonia 0.0 1.0
Georgia 10.0 2.0
Kazakhstan 7.8 4.0
Kyrgyz Republic 9.2 1.0
Latvia 53 1.0
Lithuania 4.5 1.0
Moeldova 89 1.0
Russia 12.6 50
Tajikistan 8.0 1.0
Turkmenistan 0.5 7.0
Ukranie 14.7 3.0
Uzbekistan ' 29.0 10.0

Source: International Monetary Fund, Trade Policy Information Database.

1/ The overall rating consists of a 10-point scale which weighs a country's simple average tariff and the
extend of non-tariff barriers. Couniries with ratings of 1 to 4 are considered to have broadly open trade
regimes. Rating of 5 or 6 indicate the existence of moderate trade restrictions. Countries with ratings of
7 to 10 are considered to have restrictive trade regimes.
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Trade agreements
Regional arrangements

69.  The Kyrgyz Republic is a member of the Commonwealth of Independent States (CIS)
which consists of all of the BRO countries except the Baltics. In an attempt to restore intra-
CIS trade, a free trade area (FTA) was established in 1992, Although import duties are, in
principle, not imposed on trade within the FTA, export and foreign exchange controls have
hampered an expansion of commerce among some of the CIS countries.”® The coverage of
individual goods under the FTA varies and there have been extensive exemptions on a
bilateral basis. In addition, weaknesses in the payment system have led to the accumulation
of arrears and the reliance on barter transactions, thus further limiting the benefits of freer
regional trade. Not surprisingly, the FTA has been generally unsuccessful at reorienting CIS
trade inward.”’

70.  In 1996, the Kyrgyz Republic entered into a customs union with Russia, Kazakhstan,
and Belarus, which Tajikistan later joined in 1998. Initially, the members of the customs
union negotiated a common external tariff based on Russian tariff rates, However, Russia,
Kazakhstan, and Belarus quickly introduced unilaterai modifications to the tariff structures,
while the Kyrgyz Republic continued to apply a 10 percent uniform tariff rate. Thus, in
practice the customs union functions more as a free trade area than a customs union, in that
free trade (theoretically) exists between the member countries but no common external tariff
is applied. Currently, the Kyrgyz Republic plans to adopt the common external tariff in 2003
(see below),

71.  Given the failure of the CIS to boost intra-regional trade and the difficulties with the
customs union, questions might arise as to the desirability of further pursuing regional
integration; especially given the Kyrgyz Republic’s liberal trade policy stance in comparison
with its CIS partners. Indeed, in a paper by Michalopoulos and Tarr (1997), the authors find
that FTA’s and customs unions among the CIS member countries are unlikely to enhance
growth for two reasons. First, they find that significant trade diversion (rather than irade
creation) occurs under these trading arrangement, thus nullifying the benefits of freer trade.
Second, they suggest that many of the gains from trade that result in improvements in
technology will be missed. This is because preferential trade agreements within the CIS will
increase reliance on outdated and inefficient technologies left over from the Soviet era.

28 Uzbekistan and Turkmenistan, for example, have restrictive foreign exchange regimes.

7 See Michalopoulos and Tarr (1997).
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Multilateral arrangements

72, The Kyrgyz Republic applied for membership in the WTQ in February 1996. In
December 1998, it became the first BRO country to join the WTO. (Latvia and Estonia
foliowed in 1999).

B. Accession to the WTO

The process

73. In order to join the WTO, the Kyrgyz Republic was required, like all other applicants,
to complete three “phases™ of accession: (1) completion of a Memorandum on Foreign Trade
Regime which described trade policies and institutions; (2) fact finding by the WTO
members; and (3) bilateral negotiations with all WTO members.

74. Each WTO member is entitled to undertake bilateral negotiations for increased
market access and reductions in trade restrictions with the applicant. In this sense, the
negotiations are unidirectional — only the members make demands during the negotiations.
Once the negotiations are concluded, the country is invited to join the WTO.

Concessions

75. Given that the Kyrgyz Republic had a relatively open economy with few trade
restrictions and a low uniform tariff, it appears that it did not have to make many concessions
to gain membership in the WTO. The primary concession that they agreed to, and which has
been difficult to implement involves collection of the VAT, Most CIS countries have adopted
a mixed system of VAT collection which is “origin” based for CIS countries and
“destination” based for non-CIS countries. The “origin” principle involves payment of the
VAT by domestic producers regardless of whether the good is exported or sold domestically.
The “destination” principle involves payment of the VAT when the good arrives at its
destination, which means that imported goods require a VAT payment and exported goods
are tax free. As a requirement for WTO membership, the Kyrgyz Republic agreed to amend
its tax code to apply the destination principle to all exports and imports, including those of
the CIS, by January 1, 1999. Thus far, no such change to the tax code has been implemented
since this move will need to be closely coordinated with other CIS countries. In terms of
goods and services concessions, the Kyrgyz seem to have made relatively few.?® Concessions

28 Bor goods the following concessions (relative to the offer made by the Kyrgyz Republic) were
made: a reduction of the tariff on meat of bovine animals from 30 percent to 10 percent; a reduction
of the tariff on beer from $0.60 to $0.25 per litre; a reduction in the tariff on spirits and liquors from
60 percent to 10 percent; a reduction in the tariff on carpets and some textiles from 30 percent to

12 percent; a reduction in the tariff on non-vehicular trailers from 50 percent to 10 percent; a
reduction in the tariff on military weapons from 50 percent to 15 percent; and a reduction of the tariff
on paintings and drawings from 50 percent to 10 percent. '
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on services appear to be limited to the elimination of requirements permitting only Kyrgyz
cttizens or firms to apply for certain licenses.

Market Access

76. By joining the WTO, the Kyrgyz Republic is automatically entitied to unconditional
Most Favored Nation (MFN) status by all other WTO members. However, reductions in
trade barriers are only effective if there is significant trade between the countries. Thus, it is
clear that for the Kyrgyz Republic, not only their own policies but those of their major
trading partners will affect market access and the terms of trade. Unfortunately, four of its six
major trading partners are not members of the WTO (Table 9).

Table 9. Kyrgyz Republic: Trade by Major Trading Partner 1/

1995 1996 1997 1698 1999

In millions of U.S. dollars

Germany 20.8 347 56.4 245.2 195.5
Russia 219.1 309.1 289.6 287.7 180.1
Kazakhstan 179.3 252.1 156.7 160.8 117.6
Uzbekistan 158.9 247.2 230.1 160.8 96.5
United States of America 23.1 533 575 48.5 65.4
China 74.7 442 64.1 60.1 62.2
Total trade - 931.3 1343.1 1313.1 1355.1 1053.6
In percent of total

Germany 223 2.58 4.30 18.09 18.56
Russia 23.53 23.01 22.06 21.23 17.09
Kazakhstan 19.26 18.77 11.93 11.87 11.17
Uzbekistan 17.06 18.41 17.53 11.86 9.16
United States of America 248 3.97 4.38 3.58 6.21
China 8.02 3.29 4.88 4.43 5.90
Total — major trading partners 72,58 70.04 65.08 71.07 - 6809

Source: Kyrgyz authorities

1/ Trade is defined as imports plus exports.
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77. The pattern of trade that has emerged since 1995 indicates that the Kyrgyz Republic
has shifted some trade away from its traditional trading partners and toward WTO members.
For example, in 1995 trade with Germany only amounted to 2.2 percent of total trade while
by 1999 it had increased to 18.6 percent (although mainly due to gold exports). Similarly,
trade with Uzbekistan has diminished from 17.1 percent in 1995 to 9.2 percent in 1999 and
trade with the US has nearly tripled from 1995 to 1999. Although trade with Kazakhstan and
Russia has declined, these countries still account for the (combined) largest share of the
Kyrgyz Republic’s trade.

Table 10. Kyrgyz Republic: Exports by Major Trading Partner

1995 1996 1997 1998 1999

In millions of U.S. dollars

Germany 2.1 29 18.1 192.2 148.2
Russia 104.8 134.6 98.8 83.7 70.7
Kazakhstan 66.8 112.5 87.1 R5.5 45.0
Uzbekistan 70.0 115.7 101.5 38.5 46.6
United States of America 4.0 17.6 17.9 7.6 11.2
China 68.5 36.4 316 15.7 25.3
Total exports 408.9 505.4 603.8 513.6 453.8
In percent of total
Germany 0.51 0.57 2,99 3741 32.65
Russia 25.62 26.63 16.37 16.29 15.58
Kazakhstan 16.34 22.26 14.42 16.65 9.91
Uzbekistan 17.11 2291 16.81 7.50 10.26
United States of America 0.98 348 297 1.49 246
China 16.74 7.21 5.24 3.05 5.58
Total — major trading partmers 77,30 83.07 58.80 82.319 76.44

Source: Kyrgyz authorities

78.  From Table 10, it is apparent that although the Kyrgyz Republic’s traditional BRO
trading partners still make up a large share of total exports, this trend is declining. In 1995,
Russia, Kazakhstan, and Uzbekistan made up nearly 60 percent of exports. By 1997, that
share had fallen to 48 percent, and by 1999 it was only 36 percent. In 1999, non-FSU major
trading partners accounted for nearly 41 percent of exports. It should be noted, however, that
this has taken place over a period in which total exports have fluctuated significantly. Total
exports grew by nearly 50 percent from 1995 to 1997 only to contract, by nearly the same
amount, from 1997 to 1999. This reduction in exports over the period 1997-99 is due to the
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effects of both the Russian crisis and the ongoing trade tensions with Kazakhstan and
Uzbekistan (see below).

C. Benefits of WTO Membership
Dispute settlement

79.  One of the benefits of WTO membership is accessibility to a forum for impartial and
binding dispute settlement. The WTO mechanism for dispute settlement is potentially
important for a small country like the Kyrgyz Republic because it lacks the political and
economic clout to influence, on its own, trade issues that may affect it. However, since most
of its most important trading partners lie outside the WTO, this mechanism holds only
limited value at the moment.

Development of a market-based economy

80.  In the negotiations for WTO membership and in the report of the Working Party, it is
evident that the member countries sought assurance that the Kyrgyz Republic was moving in
the direction of a market economy. This includes assurances about the development of
domestic institutions and a reduction of the role of the government in the economy. Since
WTO membership requires that domestic policies be consistent with international practice, it
may provide better legal standards as well as a push toward development of a market-based
economy in the Kyrgyz Republic.

Accession of major trading partners

81.  Since many of the Kyrgyz Republics major trading partners are not members of the
WTO , but have applied for membership, the Kyrgyz Republic is in a position to negotiate
some concessions from them. > This could help them level the playing field somewhat,
especially with Russia, Kazakhstan, and Uzbekistan, its most important BRO trading
partners. Nonetheless, as the smaller partner in these future accession negotiations, it is
uncertain how far the Kyrgyz Republic can go in extracting concessions.

D. Ongoing Issues

82.  Perhaps the most important issue that the Kyrgyz Republic will face in the near future
is that of regional economic and trade relations. Given its small size, it is important to
maintain stable and friendly relations with its neighbors. Regional relations have been
difficult over the past two years and, despite some signs of improvement, are expected to
remain so. At the same time, the recovery of Russia and the increase in oil prices may serve

* In fact, the Kyrgyz Republic is currently a member of the working party for both Georgia
and Moldova.
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to ease tensions in the region, allowing for the reversal of the protectionism that followed the
Russian crisis,

83.  In 1999, Uzbekistan unilaterally suspended traffic along a number of regular trade
routes. In addition, all exports from the Kyrgyz Republic are subject to excise taxes of 35—
100 percent. Currently, the only item that is imported from Uzbekistan is natural gas. The
Kyrgyz Republic relies on Uzbekistan to supply natural gas for heating and each year a swap
is arranged in which it exports electricity to Uzbekistan in exchange for natural gas.*

84.  In 1998, Kazakhstan imposed a tariff of 200 percent on foodstuffs from the Kyrgyz
Republic, depriving it of a major export market. In addition, Kazakhstan imposed an import
quota on cement which caused a large contraction in Kyrgyz cement exports in 1999, These
trade barriers have since been removed, but they have been replaced with licensing fees,
transit fees, and mandatory deposits for certain goods. Currently, Kazakhstan 1mposes a
transit fee of $35 per vehicle, a 25 percent “deposit” on the export value of cement, a

30 percent “deposit” on the value excisable exports, and “ecological fees” administered at the
oblast level. These deposits are the equivalent of licensing fees since the deposit is required
to obtain a license. In addition, trade with Russia is affected by the situation in Kazakhstan
since most of the Kyrgyz Republic’s exports to Russia travel through Kazakhstan.

E. Conclusion

85.  The Kyrgyz Republic has pursued trade liberalization at a relatively fast pace and it
became the first BRO country to join the WTO in 1998. Since then, the country has faced
many challenges, mainly due to a deterioration of regional trade relations and the lag inherent
in establishing new trade linkages. Going forward, it should continue to liberalize its trade
regime and support it through strengthening the legal system and market-based economic
framework,

VI. THE CHALLENGE OF POVERTY ALLEVIATION®'

86.  In September 1999, the Development and Interim Committees endorsed a framework
to strengthen the link between debt relief and poverty reduction and to enhance the poverty
focus of all World Bank and IMF concessional lending. The new approach is based on
poverty reduction strategies by countries and embodied in Poverty Reduction Strategy Papers
(PRSPs). PRSPs will provide the context for concessional assistance to low-income countries
provided by IDA and by the Fund and form a key element of the Poverty Reduction and

** The supply of gas from Uzbekistan is often interrupted due to Uzbek claims of
nonpayment. The Kyrgyz Republic is trying to negotiate a lower gas price as the current
price of about $55/bem is well above world market prices.

3! Written by Robert York.



-46 -

Growth Facility (PRGF, replacing the ESAF). PRSPs are expected to be country-owned and
designed in a participatory fashion (taking into account the views of Parliament and other
democratic bodies, the donor community, civil society, and specifically the poor themselves),
comprehensive in approach, and based on a medium- and long-term perspective, including
appropriate monitoring indicators against which progress can be measured. To date, the
Kyrgyz authorities have made significant progress toward developing a PRSP, In the context
of the World Bank’s Comprehensive Development Framework (CDF), a secretariat
responsible for the PRSP has been established and procedures for consultations and the
contribution of inputs are being put into place, with participation from stakeholders,

87.  This section of the paper provides a brief snapshot of poverty developments in the
Kyrgyz Republic, looks at the major instruments for poverty alleviation, and discusses the
key future policy challenges surrounding it.

A. Poverty in the Kyrgyz Republic

88.  The Kyrgyz Republic, with GDP per capita of $255 in 1999 is among the poorest
countries of the CIS (only Tajikistan, is poorer). At the average 1999 exchange rate of

som 39 per dollar this amounts to som 9,945 per capita, compared with a food-poverty and
general-poverty line®® of som 3,849 and som 7,340 per capita per annum, respectively.
Between 1996 and 1999, poverty increased significantly. Table 11 shows that 64 percent of
the population (head-count) had falten below the poverty line in 1999, compared with

52 percent in 1996 and that the poverty gap had also widened. To a certain extent this reflects
developments in the Kyrgyz Republic in the wake of the Russian crisis. Hence over the past
several years, both the number of poor and the depth of poverty has risen even though there
has been modest economic growth.

32 The food poverty line is set at the level of consumption, below which, even if all resources
were devoted to food, minimum calorific intake (2,100 Kcal) could not be met. The general
poverty line represents a minimum level of consumption, taking into account both food and
nonfood necessities. '
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Table 11. Kyrgyz Republic: Dynamics of Main Poverty Indices, 199699

1996 1997 1998 1999
Food Poverty Food Poverty Food Poverty  Food Poverty
Poverty Line Poverty Line Poverty Line Poverty Line
Line Line Line Line
Head Count I/ 20.0 32.0 14.8 51.0 23.0 63.6 233 64.1
Poverty Gap2/ 6.0 19.0 4.0 18.0 6.0 24.7

Source: World Bank and National Statistical Committee.
1/ Percent of total population.
2/ Defmed as the proportion of income needed to reach the poverty line.

89. As to the geographic distribution of poverty, recent data show that while the majority
of the poor lives in rural areas, the increase in poverty is proportionaily higher in urban areas
(Tables 12 and 13). In 1996, the rural poor made up nearly 59 percent of the total population
while in 1998 they accounted for 71 percent; over the same period the urban poor increased
from 37 percent to nearly 51 percent. Naryn and Osh remain the poorest regions (85—

90 percent poverty rates), while the area around Bishkek (the capital city) experiences the
lowest level of poverty (below 30 percent).

Table 12. Kyrgyz Republic: Urban and Rural Poverty, 1996-99
(head count, percent of population)

Poor Extreme poor
Urban Rural Total Urban Rural Total
1999 49.0 65.7 64.1 17.1 25.6 233
1998 50.7 71.3 63.6 18.3 25.8 23.0
1997 285 64.5 51.0 4.9 20.7 14.8
1996 37.1 589 51.9 10.3 233 : 19.1

Source: World Bank and National Statistical Committee.
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(head-count)

1996 1997 1998

Bishkek

Urban 26.4 6.0 28.9

Total 26.4 6.0 289
Issyk-kul

Urban 58.0 389 53.6

Rural 65.7 79.9 74.4

Total 64.1 64.6 68.8
Julal-Abad

Urban 45.6 583 44.8

Rural 53.6 76.8 81.7

Total 522 73.2 72.3
Naryn

Urban 927 75.9 88.5

Rural 73.2 94.7 89.3

Total 76.8 90.5 89.1
Osh

Urban 34,8 56.7 86.8

Rural 64.3 68.7 78.6

Total 58.9 65.8 81.2
Talas

Utrban 88.4 57.8 48.5

Rural 56.7 68.2 26.5

Total 63.4 67.0 821
Chui

Urban 36.2 20.7 399

Rural 427 28.2 371

Total 41.2 26.6 37.6
Kyrgyz Republic '

Urban 36.0 28.5 50.7

Rural 58.2 64.5 71.3

Total 51.9 51.0 63.6

Source: Kyrgyz Republic Poverty Monitoring Survey, 1998
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90.  In considering demographic factors in relation to poverty developments, the recent
data illustrate clearly that poor households tend to be larger, consisting of more children than
non-poor households; nearly three children per family compared with only one (Table 14).
Further, poor families also have one more adult in the family, relative to the non-poor,
resulting in a higher rate of dependency on the household income.

Table 14. Kyrgyz Republic: Household Composition and Dependency, 1998

Children Adults Elderly Household Size Dependency
(<15) (15-59) (60++) Ratio®
Extreme poor 293 370 0.48 7.11 3.23
All poor 2.49 326 0.47 6.22 2.96
Non poor 1.05 2.27 0.43 375 270
Total 1.74 2.74 0.45 4.92 2.85

Source: Kyrgyz Republic Poverty Monitoring Survey, 1998.

91.  The number of highly educated people among the general population is relatively
large, a legacy of the former-Soviet system and its emphasis on education. However, the
highly educated (secondary school and-above) are also over-represented among the poor,
accounting for around three-quarters of those below the poverty line (Table 15); at the same
time their poverty gap is the highest in relation to both the food- and generai-poverty line,
Among these poor are teachers, doctors, scientists, those in cultural sectors and other
professions within the public sector. Low wages that have not been raised in several years
provide much of the explanation for these developments. A further explanation lies in the
lack of demand for such specialists, in the period of transition.

* The dependency ratio is calculated by dividing a group’s population by the number of
employed persons. '
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Table 15. Kyrgyz Republic: Education and Poverty Status, 1998

Education Level

Poverty Status Incompiete Higher
No Education Secondary Secondary Education

Exireme poor Percent within group 8.1 204 46.7 238
Poverty gap 1/ 3.9 5.5 5.8 1.9

All Poor Percent within group 10.4 16.6 42.4 30.6
Poverty gap 1/ 209 21.7 252 11.2

Non-poor Percent within group 7.2 14.0 21.9 56.9

Total population  Percent within group 88 153 322 437

Source: World Bank and National Statistical Commiitee.

1/ Defined as the proportion of income needed to reach the poverty line.

92. A major influence on poverty developments relates both to the labor market (Table
16) and the lack of an adequate social safety net. On the one hand, without significant
employment and real wage growth, real incomes will not rise fast enough to {ift substantial
numbers of the population out of poverty. Indeed, as noted above, the share of the labor force
employed in agriculture is the largest in the economy and is growing, however, it is also the
sector where the poor are most likely to be employed. The ratio of average wages to the
guaranteed minimum level of consumption is reported to have declined from 125 percent in
1996 to 95 percent more recently. The guaranteed minimum level of consumption is -
determined by the government each year, taking into account the fiscal and economic
situation, to ensure a basic income for needy families/individuals.>* On the other hand, social
assistance is meager, much below subsistence levels and thus cannot provide a means
through which to raise incomes appreciably. Over the past several years there is an increasing
gap between the size of social allowances and the minimum consumer budget, with the ratio
of the allowance to the MCB falling from 9 percent in 1996 to 5 percent three years later (for
those receiving pension benefits, this ratio declined from 58 percent to 41 percent over the
same period).*

** In fact, the guaranteed minimum level of consumption is a notional concept, which would
apply if there were fiscal resources enough to boost social assistance.

* Social allowances are not indexed for inflation, and are often not paid in a timely manner.
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Table 16. Kyrgyz Republic: Poverty and the Labor Market

Unemplovment Rate Labor Force Participation™
Urban Rural Total Urban Rural Total

All Poor

1993

1996

1997 17.2 2.1 52 62.1 66.0 65.1

1998 9.6 4.6 5.9 51.5 65.1 60.5
Non Poor

1993

1996

1997 11.1 6.4 9.2 66.6 63.2 65.2

1998 13.0 7.5 10.4 56.9 6l.1 593
Total

1993 9.0 4.6 6.2 70.5 70.2 70.3

1996 119 g.1 10.2 59.6 46.6 51.1

1997 12.6 3.7 7.3 65.5 64.9 65.2

1998 11.4 55 7.8 544 63.7 60.0

Source: Kyrgyz Republic Poverty Monitoring Survey, 1998

93.  The magnitude of poverty in the Kyrgyz Republic is also reflected in the deteriorating
quality of, and access to, social services, particularly health and education. In both these
sectors, even modest user fees, while improving cost recovery, can prevent access due to the
extreme nature of poverty. In rural areas, for example, the poor can iil afford the cost of text
books and other learning materials required for their children’s education, and as result,
children from poor families often do not attend school. In the health sector, the relatively
high rates of child malnutrition may reflect an absence of proper health care as much as a
poor diet,

B. Current Measures to Alleviate Poverty

94.  During the period of transition, there has been an increasing need to develop policy
instruments to alleviate poverty in the Kyrgyz Republic. At present these instruments are
limited, being severely constrained by the fiscal situation and high external debt service
requirements.

95.  There are several forms of social assistance, but the unified monthly benefit is one of
the most important for poverty alleviation. (The other social assistance programs are

* The working age is 1659 for males and 16-54 for females.
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described in Box 5 in Section IX). The unified monthly benefit is given to poor families,
citizens with children, students, unemployed pensioners, and disabled citizens provided that
the average income per capita in their families does not exceed the guaranteed level of
consumption. The benefit is determined as the difference between the minimum guaranteed
level of consumption (since 1998, set at som 100/month) and the average aggregate income
of the family/citizen, with a maximum benefit of som 100 per month, When determining the
aggregate family income, account is taken of all types of income, including that derived from
subsistence farming. In 1999, 487,500 people received an average benefit of som 47.3. The
maximum benefit level has not been adjusted since 1998. The benefit can be received for

12 months, but is denied if family income changes during the year. Pensions are also an
important component to combat poverty, and the pension system is described in detail below.

96.  In early 1998, a National Program on Overcoming Poverty “Araket” for the period
1998-2005 was adopted, as the main instrument for addressing the Kyrgyz Republic’s
poverty issues. The Araket Program consists of several elements:

The Annual Program Plan of Action, which sets out the responsibilities of relevant
central government agencies and ministries, as well as those of local government;

Presidential, government and other decrees, resolutions and orders, which outline
the institutional framework, implementation mechanisms and responsibilities (in
terms of program management);

Speeches and promotional activities, to define the spirit and intent of the program;
Other government programs, which complement Araket; and

Draft project proposals, for donor financing to implement key activities within
Araket.

97.  Within this framework, the overall poverty alleviation strategy is to revolve around
several policy issues: boosting economic growth and thus employment prospects; raising the
minimum wage of public sector employees who form one group of the poor; investment in
human capital; targeted social protection; and addressing inequality through tax reform. The
Araket Program is to be co-ordinated by the National Poverty Alleviation Commission
(chaired by the Prime Minister) with financial resources managed by the Poverty Alleviation
Fund.

98.  Up to this point, the Araket program remains more a vision statement than an
operational instrument and it has a number of shortcomings:*’ the National Poverty
Commission has met infrequently, thus providing almost no direction for policy to take; there

A detailed critique of the Araket program is provided in, UNDP, “Kyrgyz Republic
Assessment of the National Anti-Poverty Programme™, August 1999, '
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has been no indication of the financial resources to be allocated to the Poverty Alleviation
Fund; there are no clear mechanisms for implementation, nor guidance concerning which

ministries or institutions are responsible for undertaking it; and the program goals may be
overly ambitious (for example, halving the current level of poverty by 2005).

C. Future Policy Challenges

99.  Poverty reduction will remain one of the most important challenges facing the
government in coming years. While cyclical factors might contribute importantly to recent
developments, deep-seated structural and social policy reform are needed to address the
underlying problems, especially the following issues.

100.  First, the government needs to elaborate both its short- and long-term goals in
reducing poverty. Such an elaboration will help focus debate among civil society,
nongovernment organizations and the government, about how best to tackle the problem. In
doing so, it will also be important for the government to develop a clear set of principles
which will guide the poverty reduction strategy. For example, it should explain its views on
the responsibilities of the state versus those of the individual; universal access to goaods,
services and social assistance versus those that are to be targeted; the extent of user-pay
principles; and the extent of decentralization in both developing and implementing such a
policy.

101.  Second, the growth of actual (and potential) output must be lifted substantially, and
this growth needs to be more broadly based so that all segments of society have the potential
to share in the benefits. With the long-term growth potential of the Kyrgyz economy
estimated at around 3 percent, it would likely take a long period of time to reduce poverty
significantly. The difficulty in boosting growth, however, should not be underestimated, As
detailed in Section IIT above, a number of macroeconomic and structural policy measures
will be required to promote investment and to create new jobs.

102.  Third, given the limited financial resources of the government, consideration cught to
be given to reforming social assistance, since the current system is apparently not achieving
it objectives. Thus, a key challenge remains to provide an adequate benefit to the poorest
segments of society (without reducing incentives to work), which is also easy to administer.
At the same time, the efficiency of social services will need to be improved so as fo contain
the deterioration in living standards.

103.  Fourth, with regard to resources to finance both existing and new policy initiatives, it
will be imperative that the government develop a transparent and sustainable fiscal program.
Such a program will have to be forward-looking, with a view towards increasing the ratio of
revenues to GDP, while at the same time eliminating numerous special privileges and
unwarranted expenditures and subsidies.

104.  Finally, the poverty reduction strategy must take account of the specific factors
influencing income developments in the Kyrgyz Republic, in particular, those related to
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pockets or regions of extreme poverty and mountainous areas. While recognizing the need to
support regional development, the government must be acutely aware of the potential
problems created by such a policy. Experience across a range of countries shows that
although regional development can have desirable effects, it can also lead to the immobility
of labor and hinder structural adjustment necessary to improve economic performance. In
other words, for policy efforts to be effective, the government will likely have to face the
decline and ultimately the closure of economic activities in some areas.

VII. PENSION REFORM>®

105.  The Kyrgyz Republic inherited an unviable state pension system from the former
Soviet Union. The cut in budgetary transfers from Moscow, combined with difficulties in
raising revenues, left the government with insufficient résources with which to fund the
previous and overly generous program. To address this problem, in 1997, in consultation
with the World Bank, the Kyrgyz Republic undertook a major reform of the state pension
syste}:gm, transforming it from an earnings related pay-as-you-go scheme to a contributory
one.

106.  The aim of this section is to describe the recent pension reform undertaken by the
Kyrgyz Republic. In the next section, the previous pension system and its shortcomings are
described. In the following section, the new pension system is examined with an emphasis on
the link between its features and the goals of the government and some conclusions are
drawn in the final section.

A. Elements of the Previous Pension System

107.  The pension system that the Kyrgyz Republic inherited from the Soviet era was a
pay-as-you-go system administered by the state. The state provided generous pensions that
acted as both social assistance and social insurance, including for old-age, disability, and
survivors benefits. Revenues came from payroll taxes (39 percent) levied on employers

(33 percent) and employees (6 percent). Additional financing came from budgetary transfers
and borrowing from other funds within the Social Fund.*’ Regutar shortfalls in financing led
to the accumulation of pension arrears.

3 Written by Julie Kozack.
*? See Holzmann (1997) for details of pension reforms designed by the World Bank.

" In 1996 the government created the Social Fund, which was responsible for administering
the Pension Fund, the Social Insurance Fund, the Employment Fund, and the Medical
Insurance Fund. Although the Social Fund was created as a benefit and collection agency,
each year a transfer was made from the budget to the Social Fund. The payroll tax was
distributed between the individual funds with the Social Fund as follows: 32 percent to the
(continued...)
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108.  During the transition, the old system of pension administration became unsustainable
for a number of reasons, including the collapse in employment and the acceleration of
inflation. The high payroll tax rate led to distortions in the labor market which reduced the
demand for labor and encouraged under-reporting of income. The generous benefits scheme
thus created a substantial burden on the pension system. As noted in an earlier report
(SM/97/274), the support ratio (ratio of contributors to pensioners) for the Kyrgyz Republic
in 1996 was less than half that of the working age to retired population (Table 17).

Table 17. Kyrgyz Republic: Support Ratios, 1996

Working age population to retirement population 5.5
Employed persons to retirement population 3.7
Contributors to retirement population 2.0
Contributors to pensioners 1.6

Source: Kyrgyz Social Fund and IMF

109.  Prior to the pension reform, pension eligibility requirements had remained unchanged
since 1928 when retirement benefits were introduced. Old-age pensions were awarded at a
rate equal to 55 percent of average income during any 5 consecutive years of employment
with each additional year of service adding one percentage point to the minimum rate. By
end-1997, the average benefit equaled 60 percent of the average wage, while the retirement
age was 35 years for women (minimum of 20 years of work) and 60 years for men (minimum
25 years of work). Working pensioners received full pensions. The pension fund also
administered pensions for the aged and disabled who were not eligible for work-related
pensions. Special pensions for outstanding service to the country and early retirement
pensions were also common.

10.  In addition, a significant number of labor compensation payments were excluded
from the payroll and wage tax collections. These included material assistance payments,
severance payments, fringe benefits, one-time labor awards, and compensation for unused

Pension Fund, 2 percent to the Employment Fund, 2 percent to the Medical Insurance Fund
and 3 percent to the Social Insurance Fund. Due to increases in collections, the payroll tax
was reduced to 38 percent in 2000 (31 percent paid by employers and 7 percent paid by
employees) with a decline in the Social Insurance Fund contribution from 3 percent to

2 percent.

b4

#! See “Options for Pension Reform in the Kyrgyz Republic” in the appendix of the 1997
Recent Economic Developments, SM/97/274.
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leave. There was no single taxpayer identification number, which made it easier for
enterprises to hide revenue. As a result, the effective contribution level was low.

111.  Based on international comparisons it is evident that the previous pension system in
the Kyrgyz Republic was distorted. The retirement age was relatively low and the
replacement rate high when compared with that of other BRO countries (Table 18). One
statistic of interest is the Kyrgyz Republic’s relatively high aged-dependency ratio (0.71)
compared with its relatively low ratio of aged population to the labor force (0.14). Given the
country’s demographic profile, the high aged-dependency ratio appears to be the result of the
overly “generous” pension system. All of the factors mentioned above created a situation
where, by 1997, pension fund expenditures were 32 percent higher than revenues. This led
the Kyrgyz to undertake an extensive review of the pension system with a view to restoring
its financial viability.

B. The Reform Program
Designing the pension reform

112.  Inreviewing the previous system, it was apparent that failure to introduce reforms
would lead to continued shortfalls in the Pension Fund, thus requiring increasingly larger
budgetary transfers and/or greater accumulation of arrears. Hence, the pension reform sought
to establish financial sustainability by bringing under contro! the excessive nature of benefits
granted under the previous system, strengthening the link between contributions and benefits
and reducing the Pension Fund’s dependence on the budget.

]

113. The reform of the pension system occurred in two stages. In October 1997, the first
stage began with the introduction of the “Law on State Social Insurance” (Pension Law).*
As noted carlier, the goal of this legislation was to reform the pay-as-you-go system and
facilitate the eventual transition to a partially funded system. Under the new system, the
individual’s monthly pension benefit would be calculated based on total contributions and a
new, actuarially fair, k-coefficient,”” and a minimum pension. Contributions made into the
personal accounts would continue to finance current system liabilities as the new system was
slowly phased-in. However, it is important to note that under this plan, the pension system
would remain unfunded (i.e., pay-as-you-go) as current inflows would be used to finance
benefit payments even after the new system was fully adopted.

*2 This law was drafted with the support of the World Bank’s Social Sector Adjustment
Credit (SOSAC).

* The k-coefficient is defined as the percentage of total contributions (or benefits) that a
pensioner receives in a given year. '



' Table 18. Kyrgyz Republic: Pension Indicators for Selected BRO Countries, 1997-99

1998 1/ 1998 1999
Aged- Aged Life Labor force Average Average Replacement Average Average  Replacement
dependency population/ expectancy participation pension wage rate _pension wage rate
ratio labor force at birth rate (in U.8. dollars) (in U.S. dollars)
Armenia 0.52 ¢.17 74.36 0.74 7.30 30.79 0.24 8.10 34.22 0.24
Azerbaijan 0.58 0.15 71.36 0.70 9.69 43.50 0.22 n.a. 44.70 n.a.
Belarus 0.49 0.25 68.41 0.77 46.44 100.12 0.32 23.00 70.24 0.33
Estonia 0.47 0.25 69.79 0.81 87.89 232.00 0.38 97.0G 250,70 0.39
Georgia 0.52 0.25 72.71 0.75 9.46 31.11 0.30 7.00 33.04 0.21
Kazakhstan 0.54 0.15 64.64 0.74 45.00 124.36 036 33.50 85.59 0.39
Kyrgyz Republic 0.70 0.14 67.05 0.73 17.74 37.44 047 9.82 24,70 0.40
Latvia (.48 0.26 69.66 0.80 86.80 165.30 0.53 97.20 171.20 0.57
Lithuania 0.49 (.25 71.57 0.78 71.96 255.60 0.28 77.50 268.70 0.29
Moldova 0.51 0.19 66.51 0.76 15.44 46.87 0.32 9.00 28.42 0.32
Russia 0.46 0.23 66.96 0.77 4411 108.29 0.38 18.23 64.26 0.28
Tajikistan 0.82 (.11 68.51 0.69 342 9.90 0.22 3.00 9.90 0.30
Turkmenistan 0.72 0.10 65.92 0.74 23.97 51.29 0.47 n.a. 61.85 n.a.
Ukraine 0.48 0.28 67.30 0.74 23.20 64.43 0.36 n.a. 40.66 na
Uzbekistan 0.75 0.11 69.36 0.74 n.a, 56.90 n.a. n.a. 66.20 n.4a.

Sources: World Bank, World Development Report; and Fund staff estimates.

1/ World Development Report.

-Lg-
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114.  In the second stage, in June 1998, the government enacted a significant amendment to
the Pension Law, again in line with World Bank recommendations. The amendment
stipulated an increase in the retirement age by three years by June 2004 and a 50 percent
reduction in pensions paid to working pensioners. These measures were needed to ensure
fiscal sustainability of the pension fund. However, the reform effort faced a parliamentary
challenge when, in the same month, the parliament passed a law slowing the increase in the
retirement age to four months per year and limiting the reduction of pensions paid to working
pensioners to only those earning above the average wage. This challenge was put before the
Constitutional Court in September 1998 which effectively brought the reform to a stand-still.
Indeed, in December 1998, the Constitutional Court ruled that the key provisions of the
October 1997 Pension Law and the amendments made in June were unconstitutional.

115, However, in January 1999, the constitutional court issued an amendment to the
December ruling that allowed the government and the parliament to pass legislation
increasing the retirement age. By February 1999, the authorities were able to pass a new law
which stipulated an increase in the retirement age by three years by 2007; however, they did
not approve a reduction of pensions to working pensioners. The government also agreed to
transfer disability certification from the Ministry of Labor to the Social Fund. This was
deemed necessary because of the growing numbers of persons qualifying for disability
pensions.

Details of the reform program

116.  The reform of the pension system focused on the following elements: (i) increase in
the retirement age; (ii) adoption of a new, actuarially fair, k-coefficient; (iii) preservation of
the base pension; and (iv) creation of individual (NDC) accounts.

117.  The increase in the retirement age is critical to the successful implementation of the
pension reform program. According to the pension legislation, the retirement age will be
increased by 4 months per year from 1998 to 2007 so that it will increase by three years for
men and women to 58 and 63, respectively. The adoption of an actuarially fair k-coefficient
was seen as vital to the fiscal sustainability of the pension fund. The k-coefficient is used to
determine the monthly pension benefit after retirement and is derived from the estimated
(average) life expectancy of men and women at the age of retirement (Table 19). The base
pension has been kept in place to provide a minimum level of assistance to the poorest
pensioners. However, the base pension has historically been too high (30 percent of the
average wage). Thus, according to the legislation, the base pension will be de-linked from the
minimum wage and kept constant at som 200 until it reaches 12 percent of the average wage,
at which time it will be indexed to remain at that share. The reform program is based on the
premise that benefits and contributions must be linked to improve both the equity and
efficiency of the system. The creation of individual accounts not only provides such a link
but also creates an incentive to work longer to increase contributions and, therefore, benefits.
This occurs for two reasons. First, the longer one works, the greater the contributions into his
individual account. Second, the longer one works, the greater the k-coefficient associated
with pension benefits which thus implies greater (annual) pension benefits.
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Table 19. Kyrgyz Republic: K Coefficient for Pension Calculations

Ageof Life expectancy K coefficient Age of Life expectancy K coefficient
retirement (a) I/ {percent) retirement (a) 1/ {percent)
{=1/a) {=1/a)

45 277 36 58 18.1 55

46 26.9 17 59 17.5 57

47 26.1 38 60 16.8 6.0

48 254 39 61 16.2 6.2

49 24.6 4.1 62 15.5 6.5

50 238 4.2 63 14.8 6.8

51 231 4.3 64 14.3 7.0

52 224 4.5 65 13.8 7.2

53 21.6 4.6 66 133 7.5

54 20.7 4.8 67 12,6 7.9

55 20.0 5.0 68 12,1 8.3

56 19.4 5.2 69 11.5 8.7

57 18.8 5.3 70 11.0 9.1

Source: World Bank

1/ Life expectancy at the age of retirement,

118.  Some of the measures taken, such as the increase in the retirement age, directly
affected the Pension Fund’s financial outlook. However, other measures were aimed at
improving the allocation of resources within the pension system. Specifically, this involved
the creation of the Notional Defined Contribution (NDC) scheme wherein contributions were
recorded in individual accounts, but actually used to finance current expenditures. The NDC
scheme was designed to create a clear link between contributions and benefits and to reward
individuals for higher contributions and longer years of work. Other CIS countries, such as
Latvia, have pursued a similar approach.* When pension systems are unfunded, the
contribution rate can be seen as a labor tax and thus has a distortionary effect on the labor
market by reducing labor supply. Given that the pension contribution rate is 32 percent,
which is high by international standards, increasing it further can not be considered a
reasonable option. On the contrary, one of the long term goals of pension reform is to
gradually reduce the contribution rate to allow individuals to accumulate savings in privately
managed pension funds.

* See Fox and Palmer (1999) for a description of the Latvian pension reform. Also see de
Castello Branco (1998) for a description of pension reform in the BRO countries.
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The impact of reform

119.  Although it is too early to make a final determination, it appears that the reformed
system will be financially viable over the medium term together with a phasing out of
budgetary transfers. In fact, the World Bank estimates that a reduction in the contribution rate
should be possible by 2005. In August, pensions were increased by 20 percent, in line with a
similar increase in public sector wages. The World Bank cautioned that there were risks
inherent in the pension system that have not yet been fully addressed, such as improving
revenue collection and ending its dependence on transfers from the budget, and future
pension increases should be analyzed carefully. (Table 20 presents revenue and expenditure
flows of the Pension Fund for 1996-2000.)

120.  Animmediate impact of the pension reform has been to reduce the replacement rate.
The average monthly pension has also fallen. As shown in Table 19, the replacement rate has
been historically high for a developing country. Thus a reduction in this rate was necessary to
ensure financial viability of the pension system. Nonetheless, the fall in the average pension
is alarming to the extent that pensions may be the only source of income to the elderly.

Table 20. Kyrgyz Republic: Summary of Social Fund Budget, 1994-2000

(In percent of GDP)
1994 1995 1996 1997 1998 1999 2000
Actual Actual Actual Actual Actual Actual Budget
Total Revenue ' 5.3 7.3 6.4 6.1 6.3 58 58
Pension Fund 43 6.0 5.5 5.5 5.5 49 5.0
Social Insurance Fund 0.7 1.0 0.9 0.6 0.5 04 0.3
Employment Fund 03 0.3 0.3 0.3 0.3 0.3 0.3
Medical Insurance Fund 0.0 0.0 0.0 0.1 0.3 0.4 0.3
In-kind payments 0.0 0.0 03 -0.3 -0.3 03 0.0
Total Expenditures 6.1 8.3 8.0 7.6 7.8 6.6 6.3
Pension Fund 5.1 7.4 7.3 6.9 7.1 6.0 535
Social Insurance Fund 09 0.7 0.5 0.5 0.4 03 0.3
Employment Fund 1.0 0.2 0.3 0.2 0.3 0.2 0.3
Medical Insurance Fund 0.0 0.0 0.0 0.0 0.1 0.2 03
Deficit -0.8 -1.0 -1.7 -1.5 -1.5 -0.8 -0.5
State Budget Transfers 0.6 0.9 13 1.5 1.0 0.7 0.3
* Arrears 0.2 0.1 03 0.0 0.5 0.1 0.2

Source: Kyrgyz Social Fund.
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121.  The possibilify of creating private pension funds arose afier the pension reform was
put in place. Given the underdeveloped financial markets in the Kyrgyz Republic, it is
unlikely that they will be able to support private pension funds that invest in securities or
equities in the Kyrgyz Republic.

Broad issues

122.  In assessing the success (or failure) of the pension reform in the Kyrgyz Republic,
three broad issues arise. These issues are related to both practical design of a pension system
and the social-economic rational for the existence of social security systems. They are: equity
vs. efficiency issues; protection of the poor; and underdeveloped financial markets.

123. Equity/efficiency tradeoffs are one of the most profound issues facing policy makers
since they create an inherent tension when designing a pension (or social welfare) system.
Arising from this basic tension is the “pillar” approach to pension reform. The pillar
approach combines a flat-rate component and an earnings- or contribution-related component
into a comprehensive pension scheme. The flat rate component is typically a base pension
and the earnings-related component is usually based on past contributions to the pension
system. The base pension is provided to ensure a minimum income to pensioners while the
earnings-related component is intended to ensure efficiency by linking contributions to
benefits. This is precisely the system adopted by the Kyrgyz Republic with the base pension
set at som 200 and the earning-related component derived from the NDC accounts and the
new k-coefficient.

124.  Protection of the poor should be a fundamental objective of any pension system.
Thus, the inclusion of a base pension is justified on the grounds that it helps protect the most
vulnerable groups. However, it is also clear that a pension system alone is not sufficient to
protect the poor and that other social assistance may be necessary. Due to the unfavorable
fiscal climate, the primary objective of the pension reform was to achieve financial
sustainability. This implied a need to increase coniributions or to reduce benefits in order to
minimize the pension fund’s dependence on transfers from the budget. A second, and often
overlooked, objective was to ensure that the most vulnerable groups received the social
protection that they required. The reformed system attempts to achieve these two goals.
However, the priority given to the first goal has interfered with the ability of the pension
system to deliver on the second.

125.  Asshown in Table 21, the average monthly pensions for old-age and all categories
are less then the (monthly) general poverty line.*® In addition, the base pension, which was
around 21 percent of the average wage in 1999, is below the food poverty line. As of
January 1, 2000, 57 percent of old-age pensioners received pensions below som 400 per

% Pension categories include old- -age pensions, disability pensions, survivors pcnsmns and
pensions for exceptional service.
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month, which is below the general poverty line. The current base pension of som 200 is twice
the cap of the Unified Monthly Benefit which is the primary vehicle for social protection. It
is not clear whether these pensioners have access to other sources of income and whether that
income offers sufficient resources. The World Bank estimates that pensioners living with
younger family members are generally not among the poor; however, pensioners living alone
are likely among the poorest households. Currently, poverty statistics do not capture
pensioners’ total income and statistics on working pensioners are not collected. This makes it
difficult to determine whether the elderly have adequate sources of income.

Table 21. Kyrgyz Republic: Income Indicators, 1999

in Kyrgyz percent of average
soms wage

Average monthly pension (old-age) 410 423

Average monthly pension (all categories) 385 397

Base pension 200 20.6

Food poverty line 1/2/ 321 33.1

General poverty line 1/ 3/ 612 63.1

Average monthly wage 969

Source: World Bank, Kyrgyz Social Fund, and staff estimates.

1/ The monthly poverty line is calculated by dividing the 1999 annual poverty line by 12. In 1999
the food poverty line was som 3,849 per annum and the poverty line was som 7,340 per annum.
2/ The food poverty line is defined as the minimum consumption expenditure necessary to reach a
daily consumption of 2100 calories plus.

3/ The poverty line is calculated by adding a “necessary non-food expenditure™ component to the
food poverty line.

126.  Although a base pension is provided to even the poorest pensioners, it is not clear that
the envisaged rate of 12 percent of the average wage is a sufficient base pension. World Bank
estimates show that an employee who earns half of the average wage throughout his working
life and contributes 23 percent to the Pension Fund will receive a pension equal to 75 percent
of his previous income. However, given the low levels of contributions and the growth of
informal sector employment, many workers may not receive adequate protection when they
retire. Given this ambiguity, the pension reform may be overlooking some of the most
vulnerable groups. Table 22 presents some data on average pensions for various pension
categories.
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Table 22. Kyrgyz Republic: Pension Categories, 1999

Number of Avg. Monthly Number of New Avg. Monthly
Pensioners Pension Pensioners Pension of New
(annual) {in som) (annual) Pensioners
(in som)
Old-age 429074 401 15,677 372
Disability 55,218 285 6,878 270
Survivors 50,797 269 i 4,899 264
Exceptional Service 2,058 273 215 869
Military 3,325 250 239 586
Total 540472 378 27908 333

Source: Social Fund

127.  Ore of the basic premises underlymg the social security debate in industrial countries
is that of individual choice. Individuals in these countries complain that investments placed
in state pension systems are underperforming relative to private capital markets. The
argument is made that individuals should be able to choose whether to invest their state
pension contributions in private financial markets.

128.  Nonetheless, the question of individual choice is not entirely relevant in the Kyrgyz
Republic at this time, given the underdeveloped nature of financial markets and the Jack
of mature financial instruments (this is the situation in most developing countries.) Although
an argument can be made that private pension systems can help create and develop financial
markets (Mitchell (1998)), no assessment has been made of the risks involved with such an
option. Movement to a partially funded system would have to take place in two steps. First,
the Pension Fund would need to accumulate a surplus large enough to reduce contribution
rates. In the second step, individuals would be altowed to shift the freed-up resources to
privately managed pension funds, although this would only be possible once a private capital
market emerged.

C. Conclusions

129.  The Kyrgyz Republic has undertaken an ambitious pension reform. In an effort to
maintain a consistent policy thrust ir the transition fo a market economy, the program aimed
at reducing the financial obligations of the Republican budget. To achieve this goal and to
ensure the financial sustainability of the pension system, the reform focused on strengthening
the link between contributions and benefits. This included a number of parametric and other
changes to the previous system.
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130.  Thus far, the reform has been successful at increasing contributions and reducing
benefits. Although the Pension Fund still records a deficit, a surplus is expected to be
achieved by 2005. Once the surplus is achieved, the possibility of reducing contribution rates
will be discussed. It is hoped that the savings generated by a reduction in the contribution
rate will be invested in private pension or other retirement funds.

131.  The Social Fund has made significant progress in moving toward financial
sustainability as well. In addition, the measures that have been taken as part of the reform of
the pension system have been consistently implemented. A continuation of the progress made
thus far is necessary in order to fully enjoy the benefits of a healthy and equitable pension
system,

132. A key remaining issue facing policy makers is protection of the poor. Although the
base pension has been maintained to provide some social assistance, it is low at only half the
general poverty line and even below the food poverty line. Further complicating this issue is
the lack of statistics measuring poverty among the elderly population. Thus, the magnitude of
the problem may emerge only after some time has passed with the new system and as the
economy expands.

VIII. BANKING SYSTEM IN TURMOIL*®

133. The Kyrgyz banking sysiem experienced severe difficulties in the second half of 1998
and m 1999 leading to the closure of several of the country’s largest financial institutions and
a general loss of confidence in the banks. These problems were partly linked to the decline in
economic activity and the large depreciation following the Russian crisis, but were
exacerbated by inadequacies in supervision and the regulatory framework, which did not
allow enforcement of appropriate accounting standards and prudential norms. Furthermore,
weak bank management and interference by shareholders, as well as governance issues,
including related to government bonds that had been issued to the gas and oil monopoly,
played an important role.

134, In its response to the banking crisis, the National Bank of the Kyrgyz Republic
(NBKR) took a number of measures in 1999 and 2000 to rehabilitate, recapitalize,
restructure, or close various troubled banks, as well as to consolidate their nonperforming
loans. However, the restructuring of the banking system has turned out to be more complex
than initially envisaged. This is due to the initial case-by-case approach to solving the
banking problems but also due to reluctance of the government to play a financial role, lack
of trained staff at the NBKR, and inadequacies in the legal system.

135, The next section provides an overview of the major factors behind the problems in the
banking system, while the authorities’ policy response to mitigate the adverse effects of the

4 Written by Harry Trines and Igbal Zaidi.
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crisis, and recent and prospective developments in the banking sector are described in the
following section. A final section contains some concluding remarks.

A. Developments Prior to the 1998/99 Banking Crisis

136.  Even before the onset of the banking crisis in the second half of 1998, the financial
system had been burdened by a number of interrelated problems, mainly stemming from the
roots of the former state bank system, inherited from the Soviet Union, and inexperience in
operating banks in a market system. The banking system was underdeveloped, with banks
offering limited services and the economy at large suffering from low financial
intermediation. Banks were generally ineffective at mobilizing savings and allocating credit,
and lending remained geared to the short term, owing to economic instability and banks'
undeveloped credit skills. With large amounts of directed lending to loss-making state farms
and enterprises, by late 1993 the basic underlying weaknesses in the banking system were
becoming increasingly apparent, particularly following the decision by the NBKR to tighten
monetary policy to control inflation. Many banks experienced difficulties in rolling over their
short-term loans. However, the banks’ insolvency problem could not be discerned promptly
because of non-uniform accounting practices and the weak monitoring capacity of the
NBKR, attributable in large part to the shortages of skilled staff. After the adoption of
regulations in 1995 requiring on-site inspections of all banks and provisioning for doubtful
loans, combined with some improvements in bank supervision, the full magnitude of the
problem became evident with one half of all commercial banks showing negative net worth,
and over 60 percent of banking sector’s loans considered unrecoverable.

137.  Inlate 1995, a comprehensive financial sector reform program was introduced,
supported by an IDA Financial Sector Adjustment Credit (FINSAC). The main objectives of
this program were to enhance the soundness of the banking institutions, restructure
financially distressed banks, improve resource mobilization, and increase the efficiency of
credit allocation by the banking system. More specifically, under the FINSAC program, the
authorities liquidated the two biggest insolvent specialized banks (Agroprom and the Savings
Bank (or Elbank)), and restructured, through private recapitalization, two other banks
(Promstroi and AKB Kyrgyzstan Banks). A collection agency, DEBRA, was set up to
recover the non-performing loans of these banks and part of the loans were written off,
Furthermore, improvements to the legislative and regulatory framework were introduced,
including a new Central Bank Law, Banking Law, the Collateral Law, the Bankruptcy Law,
and part II of the Civil Code. A new Chart of Accounts for all banks became mandatory in
1997, and further steps were undertaken to strengthen banking supervision and prudential
regulations in line with international standards.

138. By mid-1998, the above reforms had led to some turn around in financial
intermediation and a small core of well-established banks emerged. Indicators of financial
intermediation, such as broad money and credit to the economy increased significantly in the
first six months of 1998 ( by 12 percent and 50 percent, respectively). Also, confidence in the -
banking system, as measured by the currency-deposit ratio, and the money multiplier showed
some signs of recovery (Figures 5 and 6)
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Figure 5. Kyrgyz Republic: Indicators of Financial Intermediation I, 1995-99
(In percent)
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Figure 6. Kyrgyz Republic: Indicators of Financial Intermediation I1, 1995-99
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139.  Nevertheless, a number of weaknesses remained. Bank regulation continued to be
insufficient and not strictly enforced. This was not only the result of institutional weaknesses,
but also a side effect of the fact that, despite the efforts by the authorities and major technical
assistance programs by several donors, financial reporting in the banking sector and even
more so in the non-banking sectors was often opaque and inaccurate. This made it difficult
for the NBKR to detect and act upon problem bank signals in good time. Furthermore, the
efforts aimed at strengthening bank oversight were undermined when a number of
experienced staff in the banking supervision department of the NBKR left to take up higher-
paid positions in the private sector. With regard to the commercial banks themselves, the
liberalization of the financial markets increased banks® ability to engage in risky operations,
but they continued to face difficulties in the hiring of staff trained in risk assessment,
accounting and administration. Not surprisingly, lending continued to be largely short-term
and for trade purposes, and at times was based on noncommercial reasons.

B. Major Factors Behind the Crisis

140. It was against this background, that, in August 1998, the Kyrgyz banking system was
hit by the Russian financial crisis. Both directly and indirectly through its effects on the
economies of neighboring countries, this crisis negatively affected the Kyrgyz economy. The
decline in economic activity led to a worsening in the profitability of banks’ customers,
particularly large borrowers and state enterprises, and there was 2 significant increase in the
volume of overdue payments in the banking system. A worsening balance of payments
combined with the population’s reaction to changes in the ruble/dollar exchange rate in
Moscow, led to a sharp depreciation of the som, raising banks’ foreign liabilities and
exposing their balance sheets. As confidence in the currency deteriorated, residents converted
part of their som deposits into cash dollars and nonresidents repatriated their deposits, which
led to higher borrowing costs for borrowers.

141.  This process continued well into 1999, with the public holding more currency than
deposits despite rising inflation. The ratio of currency to deposits reached 115 percent,
compared with 105 percent in 1998. Meanwhile, despite the withdrawals, foreign currency
deposits rose relative to domestic currency (Figure 7), and demand for money fell sharply as
the crisis worsened. Stocks of marketable government debt dwindled by more than two-
thirds. The NBKR’s reserve requirement policy further squeezed the bank’s liquidity because
reserves had to be kept in soms for both domestic currency as well as foreign currency
denominated deposits. Meanwhile, banks’ capital eroded because of the increase in the size
of the non-performing loan portfolio and also because funding costs rose along with the
public’s perception that bank deposits were no longer safe investments. One important factor
for the increase in the bad loan portfolio was that whereas a sizable portion of the loans had
been denominated in foreign currency, most of the borrowers did not have earnings in
foreign currency nor did they have the means to cover their foreign exchange risks.
Developments in exposure to foreign exchange rate risk and portfolio quality are provided in
the table on indicators of the banking system’s financial strength (Table 23). .
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Table 23. Kyrgyz Republic: Indicators of the Banking System's Financial Sirength, 1997-2000

211197 1/1/98 10/1/98 £1/99 4/1/99 7/1/99 10/1/99 1/1/00 4/1/00
(In som)
Total assets 1,376,638.2 2,803,457.0 3,9709633  4,193,889.8 3,963,356.0 4,093,553.0 4,267,484.0 4,194,344.3 4.594,833.0
Tatal loans to private sector 535,656.0 1,053,787.0 1,764,135.2 1,796,450.0  2,044,443.0 1,517,215.0 1,538,377.0 1,532,231.0 1,517,506.0
Total capital 199,347.2 632,866.7  771,203.1 926,403.9 363,941.0 751,453.0 620.906.0 652,087.4 713,407.0
Portfolio quality
Problem loans 1/ 95,5140 2462880 183,027.0 842.343.0 480,197.0 532,620.0 523,544.0 435,123.0
Provisions against problem loans - 29,6750 90,038.3 61,293.0 681,1352 229,545.6 251,206.4 235,357.0 159,406.3
Other provisions for risks and charges i8,911.2 34.915.6 44.742.0 41,007.4 29,8213 29,581.7 29,707.0 32,050.5
{In percent)
Problem loans/total loans 7.4 12.1 9.0 36.1 26.7 28.8 29.9 23.t
Problem loans/tota assets 34 6.2 44 212 1.7 12.5 12,35 9.5
Provisions against problem loans/problem loans 311 i6.6 335 80.9 478 472 4590 36.6
Tatal provisions/problem loans 50.9 S0.7 579 85.7 54.0 527 50.6 44.0
Total capital/problem loans 662.6 3131 506.2 432 156.5 116.6 124.6 164.0
Portfolio performance 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Average return on assets 1.0 34 6.4 i.5 «15.0 -3.6 -5.9 -8.8 -1.0
Capital adeguacy
Total capital/total assets 14.5 226 19.4 22,1 92 18.4 14.5 15.5 15.5
Risk-weighted capital adequacy ratio 45.9 550 32.8 30.9 47 2 52 ¥ 21.6 4/ 239 5 245 5/
(In som unless otherwise indicated)
Exposure fo exchange rate risk
Total foreign currency assets 6/ 478.883.0  1,068,879.0 1,589,286.0 1.906,893.0 1,789,721.0 1,872,609.0 1,934,944.0 1,980,715.0 2,378,956.0
Total foreign currency liabilities in foreign exchange 7/ 488,510.0 980,148.5 1,538,129.0  1,856,678.0 2,144,572.0 1,894,632.0 1,985,598.0 1,985,169.0 2,331,997.0
Net exposure (assets minus lizbilities) -9,627.0 88,730.5 51,1570 50,2150 -354,851.0 -22,023.0 -50,654.0 -4,454.0 46,959.0
As percent of capital -4.8 14.0 6.6 5.4 -97.5 -2.9 -8.2 -0.7 6.6
Foreign currency on-lending ratic {in percent).
" Credits in foreign currency/deposits in foreign currency 45.0 9.7 118.1 113.4 113.8 90.5 819 75.9 1.7

Source: NBKR, Banking Supcrvision Department.

1/ As determined by banking supervision, taking into account credit performance and collateral.
2/ Maksat Bank had ncgative total capital, while Kramds Bank had capital adequacy of 0.04 percent.

3/ Kramds Bank had ncgative total capital, while Bishkek Bank had capital adequacy of 0.03 percent,

4/ Kramds and Bishkek had negative total capital.
5/ Kramds had negative total capital.

6/ Foreign currency deposits, foreign currency loane to private sector, and foreign assets.

7/ Foreign currency deposits of private sector and of nonyesidents, liabilities to nonresident banks.

-OL-
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Box 4. The Banking System: Crisis or No Crisis?

Although there were substantial deposit withdrawals from some banks and indeed demonstrations in front of
some other banks with depositors demanding that they be given their deposits in the failed banks, there were no
general bank runs that threatened the whole system. However, there were repercussions on other banks, and in
general the development of financial intermediation suffered a severe setback. Although some of the
withdrawals were subsequently redeposited in other banks, a significant part was moved into cash, inclhuding
foreign exchange and foreign currency accounts, which aggravated the dollarization of the economy. It also
undermined monetary control because of the high volume of nonperforming loans, the decline in treasury bill
holdings and the reduced confidence in the banking sector.

142, Given the large share of lending denominated in foreign exchange in the banking
sector, credit risk associated with the foreign exchange risk exposure of borrowers is
important but difficult to assess, because there are no organized markets for hedging against
exchange rate risks. Although some borrowers are, implicitly at least, partially hedged by the
extensive dollarization of the economy, as indicated above, exchange rate risk was a major
concern at the onset of the banking crisis. Net exposure of commercial banks to foreign
exchange risk—as measured by the difference in assets and liabilities denominated in foreign
exchange—increased very sharply in the first quarter of 1999, However, commercial banks
have taken steps to reduce their net exposure, primarily by increasing their foreign exchange
assets, and by the end of the first quarter of 2000, foreign exchange assets exceeded
liabilities. Regarding portfolio quality, the ratio of problem loans to total loans also increased
sharply in the first quarter of 1999 to reach 36.1 percent, but has since declined to

19.0 percent in the second quarter of 2000, which provides some indication of improved
credit risk management and bank restructuring. Another indicator of the banking system’s
financial strength which provides further evidence regarding the recent positive
developments is the ratio of total capital to problem loans, which has increased over this
period from 43 percent to 163 percent.

143.  Another major source of bank instability and the principal cause for the insolvency of
some of the banks was the concentration of credit, far in excess of prudential norms, in
particular to the petroleum and natural gas sectors. By February 1999, the banking sector had
extended credit lines totaling som 800 million, or 40 percent of banking sector loans, to
companies involved in the petroleum business against collateral in securities issued by the
government to the state oil and gas company, KyrgyzGas Munaizat (KGM) and its
affiliates.”’ In the event, this company ran up substantial losses, partly because subsidies on

*’ Due diligence conducted later by the NBKR revealed that the loans were extended in
violation of the risk concentration limits. Mercury, the largest bank in the country-—total
assets of almost 18 percent of the total assets of the banking system in the first quarter of
1999-—provided almost four-fifths of its loan portfolio to KGM and its affiliates. Mercury
also concealed from the authorities three guarantees to the Central Asian Bank for
Cooperation and Development {CABCD) for loans the CABCD had extended to KGM.




-72-

gas for households were not compensated from the budget, but alse due to mismanagement
and fraud. The government bonds that had been used by KGM as collateral for its borrowing
appeared to have been accepted in good faith by the banks*; but the quality was later
questioned by the NBKR, and the bonds were subsequently recalled by the government.*”
Soon after the recall, KGM defauited on its debt to the major banks (Mercury, Kramds,
Bishkek, and Maksat) and was declared bankrupt, resulting in a severe deterioration in these
banks’ balance sheets,

144, The fact that several banks had not focused on maintaining strong balance sheets, but
instead had often based their lending decisions on considerations other than commercial,
including under pressure by the powerful vested interests (shareholders, bank management,
and state enterprises) was only one side of the coin of nonperforming loans and their impact
on bank solvency. The other side of the insolvency was that when these loans went into
default, there was reluctance on the part of the banks to take the necessary measures to
achieve recovery. Indeed, there were cases in which banks understated the defaulted amount
by carrying out re-scheduling and re-structuring of loans in ways that did not meet the
explicit criteria established by NBKR. In the worst cases, the insolvent banks had little
incentives to avoid riskier projects, since any losses in excess of the already depleted capital
would be borne by depositors and the public sector.

145.  In the context of the 1995 restructuring program, a special effort had been made to
assess and improve the reliability of accounting practices. However, controlling the proper
classification of bank assets in accordance with established criteria proved very difficult,
because of shortcomings in off-site supervision and inordinate delays in on-site
examinations. The Bank Supervision Department of the NBKR had limited personnel
resources to begin with but with the departure of many of the most experienced supervisors,
the ability to detect and evaluate problem loans at an early stage was serionsly undermined
and problems were frequently not detected until much later when the on-site examinations
were carried out. On-site inspections themselves did not take place on a regular basis, and
thus supervisors were not able to enforce the constitution of adequate provisions for
nonperforming loans. Although problem banks should have received special attention, and be

* Indeed, they were issued by the government.

* The bonds were intended to finance a triangular fransaction whereby KGM would supply
oi! and gas products to a grain exporter who would supply grain to Uzbekistan instead of
payments by government on its own debt. In the event, the Ministry of Finance paid the grain
exporter directly. Though the underlying transaction was thus cancelled, KGM kept the
bonds in payment of previous government arrears. The specific terms of the bonds remained
uncertain, and the maturity and repayment schedule were changed a number of times.
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subject to more frequent examinations, some of them were not even examined once every
year.

146.  Governance problems cut across several sectors and played a major role and were not
limited to those mentioned above. There were many instances of fraud, connected lending
and other violations against the banking laws. Perhaps the most glaring examples were those
of shareholders of several problem banks, who through various mechanisms, rapidly
withdrew funds to leave behind banks with zero or negative capital. At the same time, the
weaknesses in the judicial framework made it difficult to enforce the banking laws, even
when the banks were willing to take legal action. Even some of the legal actions pursued by
the NBKR against owners and managers who had contravened various regulations proved to
be futile. Despite the strong evidence which the NBKR was able to amass against the
shareholders and managers of insolvent banks, some of them managed to obtain judgments in
their favor in the courts.

147.  Against this background, banking system capital eroded sharply in 1998 and asset
quality deteriorated, despite efforts to address the problems (see below). The erosion of the
banks’ position continued well into 1999, As of end-1999, eleven licensed commercial banks
out of 21 were making losses, resulting in an accumulated net loss for the system of about
som 400 million and overall equity capital had eroded by over 40 percent (Table 24).
Overall, five banks were insolvent, accounting for 30 percent of total banking assets and

39 percent of total deposits were unsolved. In addition, six other banks, of small to medium
size, were experiencing asset and operating losses. These six banks, grouped as
problem/potential problem, accounted for 20 percent and 15 percent of total system assets
and deposits, respectively. Adversely qualified loans (Substandard, Doubtful and Loss)
amounted to over 32 percent of total loans, compared with 12 percent at end-1998°C, These
low quality loans represented 70 percent of capital and loan loss provisions, and with the
inclusion of “watch” loans, the aggregate of such loans exceeded total bank capital and loss
reserves. Loans overdue from individuals and legal entities were inordinately high at

37 percent of total loans. In the first quarter of 2000, there was some improvement: the
quality of bank’s loan portfolios improved and problem loans as a share of total assets and
the share of banks’ capitalization increased relative to the stock of problem loans. This trend
continued in the second quarter.

C. The Policy Response

148, The NBKR’s response to the banking crisis has had several dimensions including
closing the largest insolvent banks, requiring shareholder capitalization of the remaining
problem banks, requiring the banking supervision department to enforce basic prudential
regulation more forcefully, strengthening supervision governing commercial banks’

*® Inadequate information at end-1998 may account for some of this increase.
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classification of nonperforming loans and related provisioning requirements, and providing
liquidity to the system.

149.  In January 1999, the NBKR placed Kramds Bank under conservatorship and
repeatedly asked for the recapitalization of the bank by its shareholders during 1999

(Table 24).! In March 1999, the NBKR closed Mercury Bark, the largest bank in the
country and started liquidation proceedings; at the same time, it placed Maksat Bank, the
second largest bank, under conservatorship. In April 1999, Maksat Bank’s license was
revoked and its good assets and most of its liabilities were transferred to a newly formed and
NBKR owned bank, Kairat Bank.”* Subsequently, the majority of Kramds Bank’s assets and
some of its deposits were also transferred to Kairat Bank. In addition, the NBKR restricted
the operations of the fourth largest bank, Bishkek Bank and asked for its recapitalization by
its shareholders, although this did not happen. In December 1999, the NBKR began
proceedings for the liquidation of Bishkek Bank, and finally in April 2000, closed the bank
and transferred some of its assets and liabilities transferred to Kairat Bank. The four large
banks mentioned above accounted for about 50 percent of assets of the banking system.”
Overall,5 4the NBKR extended over som 230 million in liquidity support to the banking
systemn.

150.  Until the beginning of 2000, the focus of the NBKR’s effort was on tackling the
problems of insolvent banks on a case by case basis. At the same time, significant
improvements were made in bank supervision, including staffing and the quality of off-site
analysis, and there is now a schedule for on-site inspections. By end-June 2000, eight banks
had been inspected. A detailed training program (including an inspection manual prepared by
Fund technical assistance) to further strengthen these capabilities is being developed. The
NBKR also attempted to address some of the most obvious problems in the legal framework.

*! In the event, this did not happen until July 2000,

32 Also, in April 1999, the license of one smaller bank (Insan Bank) was revoked, but was
returned in late 1999, once its temporary administration was lifted on decision of Supreme
Arbitration Court.

** From the outset, Kairat bank (now the largest bank in the system) experienced high
operating costs and immediately has run significant losses—it too is now insolvent.

* While, in principal, liquidity support by the NBKR should have been collateralized, this
practice was not systematically carried out. '



-75 -

Table 24. Kyrgryz Republic: Developments in the Banking Sector, 1999-2000
{In millions of soms)

Assets Liabilities Share of total asseis
Bank 1-Jan-9% I-Jan-G0  1-Jui-00 1-Jan-99  1-Jap-00  1-Jul-00 I-Jan-99  [-Jan-00  1-Jul-00
Akylinvestbank 93 77 46 75 54 54 22 1.8 1.0
-Amanbank 54 81 91 23 47 58 1.3 19 2.1
Aviobank 44 147 128 34 132 114 1.0 35 29
Bank Bakai 0 72 79 0 42 50 0.0 1.7 1.8
Bank of Asia 54 36 90 14 12 23 13 2.1 20
Bishkek 1/ 309 190 359 285 9.5 4.5
Cabed 37 38 35 43 48 47 0.9 09 0.8
Demirbank 275 285 421 232 246 357 6.6 6.8 9.5
Doc-Kredobank 49 109 161 32 80 124 1.2 26 16
Ecobank 59 83 110 22 4 62 14 2.0 2.5
Energobank 36 134 249 25 107 222 0.9 32 5.6
Eridan 105 116 149 54 68 95 25 2.8 34
IBB 110 189 143 55 90 82 26 4.5 32
Insan 47 i3 9 31 1 2 1.1 0.3 0.2
Issyk-kut 64 180 150 47 160 137 1.5 4.3 14
Kairat 2/ 623 629 579 614 14.9 14.2
Kramdsbank 3/ 337 19 17 286 107 123 8.0 0.5 0.4
Kurlush 192 302 366 167 286 338 4.6 7.2 82
Kyrgystan 248 469 530 151 364 415 59 112 119
Kyrgyzkredit 16 19 23 i 0 0 0.4 0.5 0.5
Maksat 4/ 622 588 14.8
Mercury 5/ 650 471 15.5
National Bank of Pakistan 72 20 1.6
Promstroibank 338 566 551 252 474 471 8.1 13.5 124
SSC 297 278 282 268 233 234 7.1 6.6 6.4
Tolubay 68 1i5 107 48 83 80 1.6 27 24
Total 4,194 4,193 4,438 324 3,507 3,722 100.0 100.0 100.0
Memorandum items:
Banks by financial conditions as of January 1, 2000:
Assets 6/ Percent Deposits Percent Capital &/ Year-to-date
of Total of Total profit/toss

Capital insolvent/imminently insolvent banks 1,192,576 6 1,037,777 8.8 -228342 419,511
Problem / potential problem banks 809,128 20.1 396,060 14.8 240,950 41,426
Generally sound banks 2,027,407 30.3 1,239,125 46.4 316,690 60,250

Total (in thousands of som) ) 4,029,111 2672962 529,298 -400.687

Source: National Bank of the Kyrgyz Republic.

1/ Assets and labilities worth 151 million soms transferred to Kairat Bank

2/ Includes 130 million soms injected by the National Bank of the Kyrgyz Republic in 1995.
3/ Assets of 195 million soms and liabilities of 151 million soms transferred to Kairat Bank.
4/ Assets of 169 million soms and liabilities of 306 million soms transferred to Kairat Bank.
5/ Assets of 170 million soms and liabilities of 306 million soms transferred to Kairat Bank.
5/ Adjusted for intangible assets.
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151.  Notwithstanding the above actions, the absence of an overarching strategy for bank
restructuring, together with a lack of a shared understanding between the NBKR and the
government mn dealing with the banking system problems, have resulted in significant delays
in taking appropriate and timely actions. The government was initially reluctant to resolve
the issue of the KGM bonds,”® and attempts to get the private sector to rescue insolvent
banks, including frequent calls for recapitalization of banks by shareholders were mostly
unsuccessfiil. In the process deadlines for action were moved time and time again. As a
result, for most of 1999 confidence in the banking system did not improve. Meanwhile, the
transfer of problem loans into Kairat Bank led to large operating losses for that bank, and the
loan recovery effort has not yet shown any significant results. Also, with the NBKR
shouldering the burden for bank restructuring, its resources—both human and financial—
have been stretched to the limit. Finally, while prudential regulations for the banking system

are in line with international practices, as mentioned earlier, the enforcement has proven
difficult.

152. Recognizing the limitations of its earlier approach, in March 2000 the NBKR (with
assistance from the Fund) designed a plan that aims to address the banking sector’s problems
in a more comprehensive way. The main elements of the plan, which has been approved by
the government, include: (i) the formation of a high level policy committee to supervise bank
restructuring; (ii) a shifting of bank resolution and restructuring functions from the NBKR to
a separate bank restructuring agency; (iii) identification of supporting legal and institutional
arrangements; (iv) a complete assessment of banks; (v) continued progress on strengthening
bank supervision and oversight; and (vi) development of clear criteria for liquidating,
restructuring, and recapitalizing banks. A timetable has been established to complete these
main elements.

153.  The newly formed committee, which has the Prime Minister in the chair, will be in
charge of implementing the comprehensive bank restructuring program. The committee will:
(i) set out a broad strategy and principles of bank resolution; (ii) identify impediments to
banking resolution and devising a strategy for removing those impediments; (iiil) determine
the institutional, legal arrangements, and the specific reforms which are needed to support
bank restructuring; and (iv) take decisions (or recommend decisions to the President) on
matters of bank restructuring that involve the commitment of government funds. DEBRA—
the restructuring agency established in 1996—will be given the task of pursuing recovery of
nonperforming loans in a transparent and uniform way, *®

*The government only in the beginning of 2000 decided to honor the bonds and agreed on a
new repayment schedule, which improved the asset position of the remaining banks holding
the bonds.

% According to the original plan DEBRA should have been dissolved in 1999 but the
authorities had aiready decided to extend the period for its operations. '



77 -

154.  The authorities have also agreed that the costs of the bank rescue package should be
borne by the government budget and not by the NBKR. One proposal is that the government
would issue bonds to cover the costs of the bank rescue package in favor of the concerned
institutions in lieu of the amount of loan defaults. Any shortfall in the loan recovery amount
left at the end of DEBRA’s life would have to be met with by the government by creating a
special fund or allocations in annual budgets. With the adoption of the restructuring plan, the
NBKR has moved to a new plane in dealing with the banking problems. In addition to
liquidating Bishkek Bank, smaller banks were put under close supervision and Kurulush
Bank was partially recapitalised. In August 2000 Kramds Bank and one of the smail banks
were removed from conservatorship as their owners recapitalised the banks. On-site
inspections have been accelerated and, by mid-July, 11 financial institutions had been
examined. In addition, external audits of 8 banks, financed by the Asian Development Bank,
are ongoing. The authorities are also preparing a detailed restructuring plan (in cooperation
with IMF staff) for Kairat Bank, and are in the process of strengthening DEBRA to be able to
fulfill its new role.

D. Future Challenges

135.  The difficulties in the banking system in the Kyrgyz Republic in 1998 and 1999 have
underscored the weaknesses inherent in moving from a fully state controlled banking system
to a more market orientated one in an environment that did previous not have adequate
supervisory and regulatory agencies. They also highlight the importance of continued
vigilance and ensuring that supervisors have adequate capacity to monitor banking operators.
Furthermore, a proper functioning legal system that allows enforcement of regulation and
tackling of governance problems, will be necessary. Recent progress toward the resolution of
the banking problem has been encouraging, but the authorities have taken a long time in
implementing some of the required measures, and more remains to be done to fully restore
the financial health and profitability of the banks.

156.  The NBKR has gained experience in dealing with failed institutions, and there is
much greater recognition now that there should be effective and timely intervention
whenever a commercial bank has a large build-up of problem loans. But, one of the lessons
of the banking crisis is the need to consider the moral hazard problem, created by knowing
that banks are such an important part of the payments system and the need to protect
depositors. Incentives for bank managers had become distorted and, expecting that their
banks were too large to fail, internal problems were not addressed or they engaged in too
risky business activities. Thus bank rescue packages will have to ensure that heavy penalties

are inflicted on those banks that are bailed out, not least to set examples as deterrents to
others.

157.  There is considerable pressure in the Kyrgyz Republic to establish a deposit insurance
system. Indeed proposals have already been submitted to parliament. At this stage, it will be
important to ensure that the banking system is in better shape before starting a deposit
scheme and risking depletion of its resources at the outset.
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158.  Finally, the fiscal cost of the banking crisis will be borne by both the revenue and
expenditure sides. On the revenue side, there will be the direct effect that tax revenues from
banks will be reduced to the extent that increased loan losses reduce banks’ taxable income™.
There will also be the indirect effect that revenues from the economy at large will also be
lower because economic activity has been negatively affected by the bank failures and
inefficient financial intermediation. On the expenditure side, the government will have to
ultimately bear the cost of the banking restructuring; the exact size of the government’s
liabilities cannot be known until all of the contingencies have been accounted for and the
audits of banks have been completed, but preliminary calculations indicate that they could be
sizable.”® There could also be other fiscal costs on top of the bank restructuring costs,
including, for example, the fact that some government entities had placed funds with the
failed banks, and the likelihood of recovering those funds appears to be quite low.

IX. FISCAL PoLiCY ISSUES™

159.  This section describes some of the fiscal challenges the Kyrgyz Republic is facing
both in the revenue and expenditure areas and discusses fiscal transparency issues.

A. Expenditure and Revenue Developments

160.  On the expenditure side, two distinct developments have been notable over the past
five years. First, current and capital expenditure moved in opposite directions, leaving their
combined share of GDP almost unchanged. Current expenditure decreased from 25 percent
of GDP in 1995 to 20"z percent in 1999, and over the same period capital investment rose
from below 5 percent to 10% percent of GDP. Second, significant shifts took place within
current expenditure. While between 1995 and 1999 expenditure on wages fell as a share of
GDP from almost 10 to less than 6 percent, and that on transfers from about 7 to around
2V2 percent, interest expenditure climbed from less than ¥z percentage point of GDP to

3 percent of GDP (of which over 80 percent is on foreign interest obligations).’ These
expenditure trends raise questions with respect to the medium-term fiscal outlook: Do these
trends simply reflect the necessary structural changes of the transition process, and thus will

*7 Given the fact that overall in 1998 and 1999 banks experienced losses this effect may not
be very significant.

%8 On the order of 1-1.5 percent of GDP, although more recent estimates show lower
amounts.

* Written by Christian Keller and Tetsuya Konuki.

“Wages include social contributions; transfers include unemployment compensation, student
stipends, military pensions and housing subsidies. '
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ultimately strengthen the fiscal position? Or do they present non-viable fiscal developments,
the reversal of which will require the adoption of specific policy measures?

161. In general, a decline of current expenditure can be seen as a typical phenomenon of
an economy that is in transition from plan to market, and therefore needs to reduce the size of
the public sector. Indeed, the contraction of the Kyrgyz government’s wage bill has been
partly due to retrenchment in public sector employment, as ministries were reorganized,
redundant positions eliminated and management techniques modernized. However,
expenditure savings also resulted from a fall in the real value of public sector wages as high
annual inflation rates were not matched by any wage increase during the last three years.
Similarly, expenditure on transfers shrank not only due to the tightening of eligibility criteria
and the elimination of widespread privileges, but also due to a decline in the real value of
benefits in absence of effective indexation mechanisms. This raises questions whether these
adjustments are sustainable or whether efforts need to be made to reduce employment further
and to rationalize social expenditures more than has taken place. Indeed, the authorities are
planning a substantive public administration reform starting in 2001, and changes to the
social benefits system are also underway (Box 5).

Box 5. Social Assistance Programs in the Kyrgyz Republic

The unified monthly benefit (UMB) is a means—tested cash benefit given to the poorest families. It covers

10 percent of the population and is paid in respect of dependent members—mainly children— of eligible
households. The benefit is determined as the difference between the minimum guaranteed level of consumption
(currently som 100) and the average aggregate income of the family/citizen, with a maximum benefit of som
100 per month. In 1999, 487.5 thousand people received an average benefit of som 47.3 with total spending of
som 380 million. UMB recipients also are eligible for privileges on electricity and coal tariffs.

State social benefits are categorical cash benefits payable to orphans, certain groups of invalids, and retirees
ineligible for pensions, specified as percentages of the maximum per capita income threshold for UMB (e.g.
150 percent for full orphans). Social beneficiaries also qualify for housing and utility privileges.

Privileges are pricing discounts of up to 100 percent for a wide array of goods and services for 11 broad
categories of individuals. The central government budget is to reimburse providers, but this is sometimes
delayed, partial, or nonexistent. The cost of privileges financed from the budget was about som 180 million in
1999, about half for energy price discounts (since 1998 in the form of a coupon system). Most privileges are
categorical and many members of the privileged groups do not have low incomes.

In the city of Bishkek, there is also a means-tested program of housing subsidies. The subsidy compensates
cligible households for the difference between the household payment due for utilities consumed within certain
standard norms and a given share of household income (currently set at 23 percent of household income). At
present this program only covers households living in apartment style multi-flat housing.

Finally, users of electricity receive support in the form of lifeline tariffs, involving marginal prices for
successive blocks of energy use. This ensures low tariffs (relative to cost) for households that limit their
consumption to no more than 90kWh per month.

The government is augmenting these social protection measures under a World Bank program, including
compensation for energy tariff increases for low-income households, and categorical assistance to five
categeries of currently privileged households. Concurrently, the government has submitted a draft law aimed at
streamlining privileges and reducing the aggregate costs.




- 80 -

162. Total expenditure on education and health declined significantly. Both sectors
experienced substantial retrenchments between 1995 and 1999, when overall expenditure on
education fell from 6.5 to 3.9 percent of GDP and that on health from 3.7 to 2.3 percent of
GDP. Yet, non-wage expenditure fell much less than overall expenditure, indicating that the
drastic cuts largely stemmed from falling real wages and to some extent shedding of staff and
has not necessarily been at the cost of the quality of the services in these sectors. Over-
staffing, duplication of facilities, and an overemphasis on non-essential services inflated
spending in both sectors in the past and continue today. Consequently, a further streamlining
of activities, better targeting, and improved resource management should allow the quality of
education and health services, even under tightened resource allocation, to be maintained.®

163. The steep rise in capital expenditure has been almost entirely financed by external
borrowing. Having started in 1994, the foreign financed public investment program (PIP)
reached 9%z percent of GDP in 1999, and accounted for 65 percent of the external budget
financing 1 the same year. Currently, some 50 foreign financed PIP projects are underway,
including works such as the construction of the Bishkek-Qsh road, the rehabilitation of
KyrgyzEnergo power, the reconstruction of the Manas airport, irrigation rehabilitation and
agricultural development projects, with an undisbursed pipeline in excess of $450 million (or
close to 40 percent of GDP).” The large investment program has contributed to the rapid
increase in the stock of public and publicly guaranteed debt in recent years. In 1999, the latter
reached almost 100 percent of GDP (excluding IMF and Kumtor-related debt). Similarly, as
noted above, debt service payments have increased substantially. Debt service by the budget
in 1999 (including principal payments) amounted to 2.8 percent of GDP, absorbing

18 percent of fiscal revenue (excluding grants) and representing about 14 percent of cusrent
expenditure. Projections based on the general parameters underlying the medium-term
projections of the PRGF program show that these ratios will worsen in the future. These
projections show that the fiscal position is likely to remain under pressure, with little room
for other expenditures, unless revenues can be raised or debt service expenditures reduced.

164.  Against this background, the authorities have taken steps to improve the
implementation of the PIP, enhance expenditure control, and establish standard criteria for
project selection and evaluation. A unit in the Ministry of Finance was established to monitor
financial flows, and starting in August 2000, project implementation units will report to the
Ministry of Finance on a monthly basis. Further, a system of project selection criteria has
been introduced. Existing projects were prioritized and several delayed or suspended. Criteria
to be used to classify both on-going and proposed f{uture projects include: (i) compliance of
project with strategic goals regarding economic development and growth, especially in the
context of the PRSP; (ii) impact of the project on economic, social, and ecological

%! More details can be found in Kyrgyz Republic: Review of Social Expenditure, World
Bank, July 2000.

®2 The totat size of the current PIP is about $675 miltion.
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conditions; (iii) prospects for economic growth, gtven the structure of GDP; (iv) social
importance, which will be determined by the projects prospective impact on social security
provision, unemployment, poverty alleviation, the delivery of social services such as
education and health care, and the environment; (v) and the need for counterpart funds and
future operating and maintenance expenditures. An inventory of investment projects financed
by international financial institutions and donor countries has recently been completed. The
inventory will aliow the authorities to reassess project implementation and viability, and thus
provide a guide for determining the benefits of future projects.

Table 25. Kyrgyz Republic: External debt service {in percent) 1/

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

To GDP 4.5 54 54 34 39 39 4.4 4.3 4.5 4.5 4.1
To fiscal 31.3 328 30.9 18.7 20.1 20.0 224 215 226 226 204
revenue 2/

To current 216 274 28.6 203 221 22.3 242 233 248 251 232
expenditure 3/

1/ excluding IMF
2/ excluding grants
3/ including amortization

165. Reform of the public utility companies is a further necessary step to improve the
fiscal position. The implicit subsidies for electricity, heating and gas were estimated to be as
much as 9 percent of GDP in 1998. Poor performance of these enterprises reflected the lack
of cost-effective tariffs, an extensive system of privileges and low collection rates in general
due to theft, the lack of metering and disconnection policies, and poor incentives to improve
efficiency. The authorities have now initiated a comprehensive restructuring plan of the
utility sector, as agreed with the World Bank and other creditors. Gas tariffs were increased
to market eveis, and, as of June 2000, were unified for privileged and nonprivileged users. In
addition, electricity tariffs were raised by 40 percent in the first half of 2000, an increase that
exceeded inflation and depreciation and therefore should improve the financial position of
the electricity company. Further steps, including tariff increases are scheduled.

166. On the revenue side, tax revenues have shown an almost continuous decline. Tax
revenue fell from 15 percent of GDP in 1995 to less than 12 percent in 1999, This ratio is
low both by international standard and among CIS countries. Indeed, with the exception of
excises, revenue as a share of GDP was lower for every tax category in 1999 than it had been
four years ago, with income taxes generating only a little more than half of what they had in
1995. In principle, the four major taxes—V AT, excise, income and profits —taken together
should provide for a simple and transparent tax system. However, taxes and fees levied
through various special legislative acts often impose heavy burdens on specific bases
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whereas significant loopholes exist for others. Moreover, compliance costs are high because
the tax code is new and still in flux (changes to the tax system are summarized in
Appendix I}.

167. There has been a growing reliance on nontax revenues. In the face of weakening tax
revenues, nontax revenue almost tripled since 1995, making up over 17 percent of total
revenue (including grants). Next to government fees, and revenue from automobile
registration, penalties etc., the so called “special funds”—still at zero in 1995—have become
the driving factor behind nontax revenue over the past vears. These special funds are
typically raised by local governments and institutions such as hospitals or universities in the
form of additional fees demanded for their services. Although it is common for revenue
systems to have certain institutions charge fees from those who use specific services and
therefore should cover the related costs (equivalence principle), the special resource
measures in the Kyrgyz Republic stem from the lack of resources at the central level. Since
special funds are guaranteed to at least partially remain within the collector’s own budget, the
collection effort 1s strong and revenue creation comparatively high. However, the ad hoc
levying of fees at the sub-national Ievel clouds the transparency of the revenue system (see
below), and also raises equity concerns as additional fees are usually levied where they can
be best enforced regardless of ability-to-pay constderations.

168. The authorities are in the process of considering a number of measures to improve the
tax system and raise revenue collection. First, the authorities have begun to work on the draft
of a modemized system for presumptive taxation of small businesses, which will improve the
existing patent system. Second, the authorities are considering a switch to the destination
principle in trade with Russia, which would increase VAT revenue significantly, since the
Kyrgyz Republic is a net importer from Russia. The destination principle is already applied
with respect to most countries except for a few in the CIS. This move will be coordinated
with Russia and cover all imports, except petroleum products.

169. In the area of trade, the customs code will be overhauled. Its current form has proven
to be too detailed, complex, and difficult to understand both for the customs administration
and the trade community. There are a wide variety of exemptions from customs duties and
taxes available to importers. In 1999, the revenue foregone from these exemptions was
estimated to be around 50 percent more than the revenue collected. The State Customs
Inspectorate (SCI) is faced with complex verification responsibilities, particularly related to
the WTO valuation agreement, rules of origin, and tariff classification. In order to enhance
customs revenue by making best use of their scarce resources, the SCI has recently
established a small post-release verification and anti-smuggling teams on the basis of Fund
technical advice. These teams are expected to enhance revenue and contribute to the
modernization of customs administration. The majority of resources of the SCI are devoted to
controlling the legitimate traders who voluntarily report to the customs administration. In the
meantime, insufficient resources are assigned to address major smuggling activities and
revenue loss due to smuggling is reported to be sizable (for example, around 40 percent of
imported tobacco).
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170.  Finally, the authorities are considering increasing taxation of the agricultural sector.
Although agriculture accounts for the largest share of GDP, the sector’s contribution to tax
revenue has remained marginal so far, because it is exempt from virtually all taxation. In the
short term, an increase in the land tax is likely to be the first step. Over the medium term,
there are proposals to impose VAT, both on agricultural commodities and processed goods,
possibly granting exemptions for certain inputs (fertilizers and seeds), although these
proposals are in an early stage.

B. Fiscal Transparency

171.  Fiscal transparency is one of the key aspects of good fiscal management and
governance, because it requires policy makers to be open about the structure and functions of
government, fiscal policy intentions and projections, and the public sector accounts. Fiscal
transparency strengthens accountability and can enhance policy credibility, the benefits of
which will be reflected in lower borrowing costs and stronger support for sound
macroeconomic policies by a well-informed public.

172.  In 1998, the Fund adopted a Code of Good Practice on Fiscal Transparency.® This
code enumerates a list of principles to ensure transparency, including:

o Clarity of roles and responsibilities in the government sector;

¢ Full provision of public information on past, current, and projected fiscal activities of the
government;

» (Conducting budget preparation, ¢xecution and reporting, including policy objectives,
assumptions, and identifiable major risks, in an open manner; and

¢ Public and independent scrutiny of fiscal information.

173. At this stage, the Kyrgyz Republic appears to have a somewhat mixed experience in
adhering to these principles. With regard to the first point, while there is some clarity of roles
between different levels of government, there is considerably less of a distinction vis-a-vis
the government and the private sector. The government’s involvement in the economy is
considerable and not well-defined. Faced with a lack of revenues at the central level, there
has been a proliferation of special purpose funds derived from fees and charges that do not
adhere to the principle of cost recovery. Further, some public institutions engage in
nontransparent quasi-fiscal activities. Although the legal framework for fiscal management is
- well laid-out, administrative accountability is not, and the authorities acknowledge that tax

% This Code is elaborated in the Fund’s Manual on Fiscal Transparency, which can be found
on the website http:\www imf org\fiscal. '
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payers, for instance, have expressed difficulties in understanding the tax code and
administrative practices.

174.  The Kyrgyz authorities publish fiscal execution information through monthly
statistical bulletins, and year-end reports are forwarded to the legislature and the auditor
within six months of the year-end (although there is no formal commitment in law to publish
fiscal information). Thus, a good deal of public information concerning fiscal activity of the
government is made available to the public. However, this information is incomplete in a
number of respects. The Social Fund, which is significant both in fiscal terms and in its role
in social policy, is not included in the budget, although a separate statement of the Fund is
provided to the Parliament; information on contingent liabilities is not available; the
government’s equity participation in private companies is not clearly reported in public
statements (although some information on this is provided to a limited extent); and a public
statement on the financial assets of the government is lacking.

175.  With regard to the third principle, the budget is formulated on the basis of three-year
rolling estimates of revenues and expenditures and there are some general statements made
on mediuvm-term priorities. The budget classification system corresponds to the GFS system
and provides information by economic and functional classification and by administrative
agency. Thus, some elements of this principle are now followed. Even so, important elements
of transparency are missing as well, such as a clear statement of assumptions used in
formulating the budget, an elaboration of risks, and the difficulty in tracking expenditures at
lower levels of government,

176.  The fourth principle, regarding public and independent scrutiny of fiscal information
is more or less adhered to, although there is no legal basis for this to occur. The constitution
only requires the Chamber of Accounts (the public auditor) to report to the President and the
legislature on the state of the public accounts, but there is no institutional arrangement to
ensure that its recommendations are followed. (However, the independent National Statistics
Committee also provides information on these accounts.)

177.  Looking ahead, the authorities have expressed their intention to implement the

Minimum Standard of Fiscal Transparency (based on IMF codes) by mid-2002. Some small
steps have already been taken toward this end, such as the setting of monthly financial cash
plans, cash limits and limits for offset operations for government each government ministry,
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Kyrgyz Re

ublic: Summary of the Tax Structure as of end-1999

Tax

Nature of Tax

Rates

Exemptions

Income tax

* Comprehensive, encompassing all
sources of global income (both monetary
and in-kind).

» For non-residents, applicable to income
carned in the Kyrgyz Republic only.

« Tax revenues are allocated to
Republican budget (65 percent) and local
budgets (35 percent).

Up to 5 times minimal annual wage —
5 percent of the income amount.

From § {o 20 times minimal annual
wage — tax amount from 5 times
minimal annual wage plus 10 percent of
the amount exceeding it.

From 20 to 100 times minimal annual
wage — tax amount from 20 times
minimal anmual wage plus 20 percent of
the amount exceeding it.

Over 100 times minimal annual wage
— tax amount from 100 times minimal
annual wage plus 33 percent of the
amount excecding it.

= State allowances, stipends, personal gifts, alimonies, life
insutance benefits, income transfer as a result of divorce,
pensions, and unemployment benefits.

Additional allowance for work in highland conditions.
» Compensation payments for work accidents, health insurance
payment for trauma.
s Income from the sale of apartments, residential houses, cars
owned by taxpayers, income from the sale of livestock, poultry
or other animals alive, raw or processed, income from the sale
of goods grown in the taxpayer’s personat lot, income from the
sale of blood.
+» Allowances received by people working in the Ministry of
Internal Affairs, State Security Ministry and Defense Ministry
{allowance in cash, addition for military rank and for length of
service).
+ Inheritance.
+» Interest income, insurance compensation, in-kind gifts from
enterprises, emerpency financial assistance.

Members of peasant and farmer communities for whom land
is a principal means of production
+ Dividends reinvested in an enterprise for technical
reconstruction.

Incomes of invalids and veterans of wars, widows of military
men perished in wars, except incomes from economic
activities.

Social
insurance
deductions

* Levied on all types of income.

« Consist of contributions to the Pension
Fund, Employment Fund and Health
Insurance Fund.

« Collected and managed by the Social
Fund.

Employers: 31 percent

of which:

* 25.5 percent to the Pension Fund

* 1,5 percent to the Employment Fund
2.0% Social Insurance Fund

* 1.5 percent to the Health Insurance

Fund

Employees. T percent

Of which:

* 6.5 percent to the Pension Fund

= 0.5 percent to the Employment Fund

« I the agricultural sector, employers’ contribution to the
Pension Fund is on quarter of the land fax base rate.

= Although legally introduced in January 1997, the increased
rates for health insurance have not been collected so far.
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Kyrgyz Republic: Summary of the Tax Structure as of end-1999
Tax Nature of Tax Rates Exemptions
Profit tax » Complex cash, accrual or combined * 30 percent for taxable profit * Exemptions apply to

basis tax applicable to all legal entities
engaged in business activity in Kyrgyz
Republic.

» Tax Base is defined as total revenue
miinus total expenses,

¢ The following is deductible when
determining a taxable income ;

(1) Traveling expenses with daily
benefits deductible within an amount
fixed by the Government;

(2) Deduction of interest paid on a credit
can not exceed the sum of the taxpayer’s
interest income plus 50 percent of the
taxable income;

(3} No deduction ts allowed for the cost of
acquisition or installation of capital assets.
* Losses can be carried over for five years
as a deduction.

* Depreciation: currently five categories
(int percent per year):

(1) Automobiles - 30 percent

(2) Automotive fleets - 25 percent

(3} Depreciable assets and expenses of the
same status not included in ancther
category - 20 percent

{(4) Railroad, sea and river transportation
equipment - 10 percent

» O percent for dividends
+ 5 percent on interest income

(1) Non-profit public organizations for income from charity
activities, profits of correctional institutions;

(2) Legal entity in which the blind and the deaf comprise over
70 percent of the total employees;

(3) Registered enterprises with foreign capital participation
based on the foreign investment law as follows:

(a) during the first 5 years for profits from activities in the area
of industry or construction;

(b) during the first 3 years for profits from mining and
processing of natural resources, agriculture, transport or
communications;

(c) during the first 2 years for tourism, trade, banking or
insurance activities.

« Tax reducticns are available to enterprises with foreign
capital invested upon the expiration of exemption period:

(1) by 50 percent for reinvested profits;

(2) by 25 percent, if no less than 50 percent of manufactured
production and services is exported;

(3) by 25 percent, if no less than 50 percent of the production is
manufactured from imported raw materials;

(4) by 25 percent, if no less than 20 percent of the profit is used
for professional training.
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Kyrgyz Republic: Summary of the Tax Structure as of end-1999

Tax

Nature of Tax

Rates

Exemptions

VAT

 Credit-invoice method.

+ Applicable to legal entities.

* Turnover threshold for registration:
100,000 soms.

+ Provision for voluntary registration.

» Credit allowed for VAT acquired on
material resources (including raw
materials and equipment, fuel, spare parts,
etc.). Credit arises upon shipment of
goods (accrual principle).

+ Excess credits are carried forward to the
next VAT tax period and may be offset
against other tax liabilities,

* Origin basis for trade with Russia, and
destination principle for trade with other
countries.

20 percent flat

«Zero rated:

(1) exports to another CIS countries, and
(2) diplomatic privileges.

*Exemptions:

(1) Land and buiidings

(2) Financial services

(3) Insurance and pension services

(4) Postal services

(5) Municipal transport services

(6) Privatization

{7) Supplies by non-profit organizations
{8) Gambling

(9} Specified imports goods

(10} Imports by taxable subjects of fixed assets for direct use
(11) agricultural supplies

(12} food processing

Right-to-trade

* Local tax

+ Ranges from 0-2 percent.
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| Kyrgyz Republic: Summary of the Tax Structure as of end-1999
Tax Nature of Tax Rates Exemptions
Excises = Cover alcohol beverages, tobacco, * Vodka: 44 soms/liter = Exports of excisable goods if exported to CIS countries,

coffee, tea, carpets, crystal, electronic
goods, jewelry, leather goods, fur,
firearms and gas weapons, gasoline and
distilled petrolenm products.

» The taxable base for domestic goods is
given by wholesale price excluding other
taxes. For imported goods it is the
customs value of the goods.

* Rates are recalculated quarterly with
adjustment for inflation according to
procedures determined by the
government,

« Wine: 10 soms/liter
* Spirits: 80 soms/liter
+ Beer:
- Bottled or canned: 3.2 soms/liter
- otherwise -2.0 soms/liter
*» Champagne: 20 soms/liter
= Cognac: 28 soms/liter
*» Fermented tobacco: 4 soms/kg
» Cigareites:
-with filters: 64 soms/thousand
-without filters: 16 soms/thousand
* Petroleum products:
-benzin: 3,000 soms/ton
-diesel fuel and fuel oil: 1,200
soms/ton
-oils and gas condensate: 1,400
soms/ton
-crude oil: 600 soms/ton
= crystal: 20 percent
¢« gold: 15 percent

+ Goods imported by physical persons in limited amounts set
by the Government,

* For the following imported goods:

- Goods necessary for operation of vehicles for international
cargoes, transportation etc.;

- Goods damaged before crossing the border;

- Humanitarian assistance;

- Charity purposes, including technical assistance by the state,
government and international agencies;

- For use by foreign officials, members of the diplomatic corps;
- Goods in transit for re-exporting.

Customs duties

* Levied on non-excisable goods.

* 10 percent flat rate for non-oil goods.
* 20 percent rate for computers

* Goods imported from CIS-countries if produced within the
CIS.

+ Goods produced by companies located in Free Economic
Zones.

* Imports of property for the use of an enterprise with foreign
participation according to the Foreign Investment Law.,
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Kyrgyz Republic: Summary of the Tax Structure as of end-1999
Tax Nature of Tax Rates Exemptions
Land tax » Applicable to physical and legal land = For agricultural areas, the amount of | » Tax reduction of 50 percent for areas rated by the
users. the tax is determined based on quality | Government of the Kyrgyz Republic as difficult lots with
* 75 percent of the tax obligation is (fertility) of soils, location and area of | unfavorable natural and climatic conditions.
collected during the third and fourth the land lot. + Exemptions:
quarter of the current year (before » For non-agricultural use areas, the - national parks and sites with historical significance or used
December 25th) from the current year’s infrastructure and town planning for cultural purposes etc.;
crop. potential is also 1ake into account. - cemeteries;
= 25 percent is collected from the - cattle tracks and cattle stopping places;
previous year’s crop during the first -land used by enterprises subsidized or financed by the budget;
quarter. (before March 25th). -fand used by organizations of invalids, or participants of the
war;
-land belonging to the Society of the Deaf and the Blind;
~-land reclaimed for agriculture in a previously barren condition
{requiring recultivation) for a period set by the local Kenesh.
Extraordinary | » Applied to enterprises, associations and | = 1.5 percent of turnover.
Fund organizations as a percentapge of turnover.
Road tax « Applied to enterprises, associations and | » 0.8 percent of turnover for

organizations, based on turnover on
manufacturing and construction
enterprises, and commodity turnover, for
warchouses.

manufacturing and construction
enterprises.

» .08 percent of commodities tumover
for warehouses.

...[6-
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Table 26. Kyrgyz Republic: Progress in Transition, 1995-99 1/

1995 1996 1997 1998 1959

Private sector share of GDP (percent) 2/ 40 50 60 60 &0
Enterprises 3/

Large-scale privatization 4 3 3 3 3

Small-scale privatization

£
+a
Y
B
=

Enterprise restructuring 2 2 2 2 2
Markets and trade 4/

Price liberalization 3 3 3 3 3

Trade and foreign exchange system 4 4 4 4 4

Competition policy 2 2 2 2 2
Financial institutions 5/

Banking reform and interest ratio liberalization 2 2 3- 3- 2+

Securities markets and non-bank fiscal institutions 2 2 2 2 2

Legal reform
Extension and opportunities of legal rules on interest 2 2 nfa n/a nfa

Source: EBRI) Transition Report.

1/ Based on the transition indicators produced by the EBRD, Table 2.1, Transaction Report. For detailed classification, see various reports.

2/ EBRD mid-year estimate,

3/ For enterprises, in general a "1" ranking signals little private ownership or progress while a "4+ signals standards and performance typical of advanced
industrial economics,

4/ For markets and trade, a "1" ranking signals extreme controls, while “4+" is typical of standards and performance of advanced industrial countries,

5/ For financial institutes, a "1" ranking signals litte progress, while "4+" is typical of standards and performance of advanced industrial countries.



-93 - STATISTICAL APPENDIX

Table 27. Kyrgyz Republic: Value Added in the Main Production Sectors, 1995-2000

1995 1996 1997 1998 1999 2000
Ql Qi

(In millions of som)

Nominal GDP 16,1451 233993 30,6837 341814 48321.1 901813 119572
Manufactyring 1,931.3  2,587.9 50774 55592 828457 22322 26952
Construction 9925 1,396 1,384.8 1,5373  1,882.8 271.2 728.4
Agriculture and forestry 6,568.1 10,8383 12,6387 12,3242 185203 1,866.0 3,1093
Transport and communications 731.7 1,071.5 1,290.0  1,5350 2,134.3 303.3 354.4
Others 1/ 59215 7,505.0 10,2948 13,2257 16,9380 4,508.6  5,065.9

(In percentage change from previous year)

Real GDP growth -5.4 7.0 10.0 2.1 36 1.0 12.7
Manufacturing -24.7 39 397 53 -1.7 -4.8 11.0
Construction 62.5 Q.0 -17.0 -27.7 -5.0 105 108.0
Agriculture and forestry -2,0 15.2 12.3 29 8.7 3.6 15.8
Transport and communications -0.7 9.8 4.6 -1.8 34 1.0 5.1
Others 1/ -10.4 5.3 9.8 6.9 5.1 37 6.0

(In percent of GDP)

Share of GDP
Manufacturing 12.0 11.1 lo.5 16.3 18.3 243 225
Construction 6.1 6.0 4.5 4.5 39 3.0 6.1
Agriculture and forestry 40.7 46.3 41.2 36.1 38.3 20.3 26.0
Transport and communications 4.5 4.6 4.2 4.5 4.4 33 3.0
Others 1/ 36.7 321 335 38.7 35.1 49.1 424

Source: National Statistical Committee.

1/ Includes services industry: trade and catering; procurement; supplies; information and computing services; real estate;
geological; business services; and others.



Table 28. Kyrgyz Republic: Industrial Production by Sector, 1995-2000

(Volume, percent change)

- 04 .

STATISTICAL APPENDIX

1995 1996 1997 1998 1999 2000 1/
QI QI
All industry -36.9 39 39.7 5.3 -1.7 -4.8
Electricity 10.1 9.7 -7.3 7.5 5.7 14.2
Fuel industry 374 400.2 213 27.7 349 371
Ferrous and nonferrous metallurgy 28 388.2 22,6 -4.6 -6.8 -2.0
Chemicals and petrochemical industry -1.8 3.7 -44.0 270.7 -50.1 351
Machine building and metalworking 3.4 -14.1 -1.2 1.9 -30.2 -19.1
Forestry, woodworking,
pulp and paper industry -38.6 49.8 -11.9 -20.8 -11.0 133
Construction materials 1.4 219 7.2 -30.5 -20.0 -1.7
Light industry -4.9 -13.5 319 -7.8 28.7 36.3
Textiles -15.4 -32.1 -12.5 17.3 17.0
Clothing -13.1 -10.6 50.0 264.9 59.0
Leather and shoe -26.4 -54,2 -37.3 53.9 57.0
Food industry -1.9 3.0 11.6 -10.9 -7.7 2.3
Sugar -46.1 -1.7 -20.3 -1.3 43
Alcoholic beverages 8.8 4.7 -30.4 207 45.9
Tobacco 66.2 59.8 9.3 -54 -13.2
Meat -46.0 -22.6 57 15.8 289
Dairy products 27.1 14.6 1.3 33 10.6
Flour and cereals 18.0 4.1 -1.6 -18.7 -1.0
Printing and publishing 231 433 -24.1 -30.6 -30.3

Source: National Statistical Committee.

1/ Over same quarter previous year.
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Table 29. Kyrgyz Republic: Output of Selected Industrial and Manufacturing Products, 1995-2000

1995 1996 1997 1998 1999 2000

QI QI
Coal (thousand tons) 463 410 522 432 417 80 58
0Oil (including condensate) (thousand tons) 89 84 8BS 77 77 18 19
Natural gas (million m3) 36 26 24 18 25 7 6
Electric engines (AC) (thousand) 49 44 27 14 1 0 0
Steel-cutting machines (units) 27 17 44 12 0 0 3
Stamping machines (units) 0 2 10 35 14 0 5
Centrifugal pumps (thousand) 12 7 5 2 1 0 0
Trucks (thousand) 8 1 12 0 0 0 0
Hay-compacting machines (thousand) 201 17 0 13 6 0 0
Cement (thousand tons) 310 546 658 709 386 60 135
Window glass (million m2) 2 3 2 2 1 0 0
Roofing sheets (millions of pieces) 66 102 129 150 132 22 32
Rugs (thousand m2) 979 768 326 232 33 10 4
Textiles (thousand m2}) 23,163 29,253 25,191 16,765 14,033 3,910 2
Knitted fabrics (thousand pieces) 1,512 743 1,119 634 411 62 18
Shoes (thousand pairs) 755 605 436 196 &8 17 25
Stockings and socks (thousand pairs) 8,822 12,601 7489 5,429 4,146 784 1
Washing machines (thousand) 4 3 2 0 0 0 0
Light bulbs (millions) 138 157 180 200 213 66 58

Source; National Statistical Committee.
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Table 30. Kyrgyz Republic: Agricultural Production, 1995-99

1995 1996 1997 1998 1699

(In thousand of tons, except when otherwise noted)

Grains 013.3 1,3293 1,618.9 1,619.0 1,629.9
Wheat 625.0 564.1 1,273.7 1,203.7 1,109.1
Barley 158.9 166.4 151.6 161.7 179.9
Corn 116.1 182.2 170.6 2279 3084
Rice 6.7 9.2 11.7 11.0 15.1

Cotton 74.5 73.1 62.4 77.8 86.9

Sugarbeet 107.4 189.8 205.5 429.2 536.1

Tobacco 17.6 17.9 25.7 28.1 29.8

Vegetable oil crop 20.1 34.9 37.8 43.8 578

Potatoes 431.6 562.4 678.0 7735 957.2

Vegetables 3184 368.3 478.7 3559 7193

Melons 233 40.5 38.3 46.6 62.8

Fruits and berries 673 82.7 110.7 102.6 100.9

Grapes 19.7 14.3 22.8 17.2 18.1

Hay 906.8 955.8 899.4 905.3 907.5

Forage 1,009.6 734.0 602.6 552.6 379.3

Meat (slaughtered) 179.9 1855 185.9 191.1 195.5

Milk 864.2 885.3 9115 972.7 1,064.5

Eggs {millions) 146.7 159.6 163.9 175.8 192.6

Wool 14.8 122 11.4 11.5 11.7

{Percentage change from previous year)

Crains -8.3 45.5 21.8 0.0 0.7

Wheat 10.5 54.3 321 -5.5 -1.9

Barley -44.9 4.7 -89 6.7 11.3

Comn -10.2 56.9 -6.4 336 353

Rice 71.8 373 27.2 -6.0 37.3
Cotton 393 -1.9 -14.6 247 11.7
Sugarbeet -5.9 76.7 8.3 108.9 24.9
Tobacco =516 1.7 43.6 .93 6.0
Vegetable oil crop 41.5 73.6 8.3 159 322
Potatoes _ 38.8 303 20.6 i4.1 237
Vegetables 19.9 15.7 299 . 161 29.4
Melons 233 73.8 -54 21.7 4.3
Fruits and berries -14.9 229 339 -7.3 -1.7
Grapes 11.9 =274 594 -24.6 5.2
Hay 38 5.4 -5.9 . 0.7 0.2
Forage 47.5 -273 -17.9 -8.3 -314
Meat (slaughtered) -8.8 3.1 0.2 2.8 23
Milk -0.8 24 3.0 6.7 9.4
Egps -27.2 8.8 2.7 7.3 9.6
Wool -30.2 -17.6 -6.6 09 1.7

Source: National Statistical Committee,



Table 31. Kyrgyz Republic: Agricultural and Animal Production by Farm Type, 1995-99

{In thousands of tons)
1995 1996 2/ 1997 1998 1999
State I+ Farmers Houscholds Fotal State I/ Farmers Households Total State I/ Farmers Households Total State  Farmers  Houscholds Total State  Farmers Houscholds Total
Agriculturat production )

Girains 569.9 2436 99.8 9133 654.% 530.8 1439 1,320.2 673.% T3 166.7 16189 5764 856.3 [86.3 16190 516.5 908.5 2049 16299
‘Wheat 426.4 164.0 3446 625.0 5266 3862 513 964.1 560.6 647.4 657 12737 454.6 675.5 715 1,203.4 395.1 £40.0 740 LHS.1
Barlcy 107.8 46.6 5.3 1589 89.0 69,6 78 166.4 84.3 60.4 69 1516 8.9 716 6.2 161.7 731 100.2 6.6 179.9
Com 284 29.% 377 El6.0 126 68.2 814 182.2 226 58.4 6.4 170.6 30.5 859 1015 prii) 40.5 148.8 L19.1 084
Rice 3.0 22 15 6.7 21 4.9 22 9.2 25 6.9 23 11.7 31 54 2.5 11.0 30 9.6 25 15.1

Cotton 54,3 203 74.6 38.3 34.7 a0 730 313 i 62.4 284 494 iRH 778 19.8 67.0 .1 869

Sugarbeet 7.6 29.2 0.6 1674 136.6 532 189.8 124.2 77 7.6 205.5 182.1 2201 20.1 429.3 1410 362.2 J29 536.1

Tobaceo 9.0 8.4 02 17.6 71 98 1.0 179 8.2 143 32 257 7.7 16.8 36 28.1 55 19.2 5.1 298

Vegetable oil crop 16.1 34 16 20 11.9 16.4 6.6 349 9.0 212 1.6 318 101 26.3 7.4 43R 125 358 9.4 579

Polaloes 397 275 644 4316 40.3 LS 4506 562.4 Bd.6 127.7 4656 6719 84.2 1731 5162 7735 1238 212.7 620.7 957.2

Vegetables 62.6 42.0 2139 3185 674 72.4 2287 368.5 6h.6 19.9 2472 478.7 658 165.5 3246 555.9 98.7 271.% 3495 7193

Melons 9.0 1.1 34 232 13.9 21.7 50 406 122 1.4 5.7 383 154 252 6.0 46.6 17.8 359 o1 2.8

Fruits and berries 132 1.7 524 673 19.0 80 55.7 827 20.9 139 759 r10.7 139 10.9 7.8 102.6 15.0 13.0 128 008

Grapes 132 Q.9 57 138 6.5 1.4 6.4 143 104 (R4 10.5 2.7 22 0.8 14.2 17.2 30 24 127 184

Hay 370} 338 195.6 906,7 321.0 515.6 119.2 955.8 259.6 5252 114.6 8594 2167 S68.8 118.7 905.2 1943 6188 4.4 2075

Forape 993.4 54 10.7 1,009.5 698.3 10.7 25.0 7344 5596 213 21.6 602.6 5155 285 8.6 552.6 360.7 129 57 37193

Animal production
Beef 148 B4 61.5 54.7 8.5 183 59.5 863 4.0 18.7 724 95.1 44 24.5 65.7 946 18 299 6L.7 95.4
Pork 1.7 0.2 2690 279 1.2 0.5 7.0 28.7 05 0.5 246 25.6 0.5 0.7 29.2 304 0.4 0.8 EIN| 32.3
Sheep 74 94 373 54.1 24 138 1.7 542 1.2 12.6 299 437 08 13.2 30.0 440 0.7 16.1 264 432
Chicken 0.2 143 24 7 0.1 02 2.7 30 0.1 02 28 341 0.2 0.4 34 40 0.2 0.6 3.6 44
Horse 20 g 4.4 10.2 14 5.9 58 13.1 0B 63 111 18.2 0.7 8.6 B.6 119 0.6 105 89 200

Milk 1164 inia 652.4 B64,2 63.1 170.2 652.0 8853 61.5 1923 650.7 L] 45.5 2499 667.3 9727 474 349.8 6673 10645

Eggs (millions) 6.9 6.9 1329 146.7 L3 17.4 1409 159.6 2.1 220 139.8 151.9 4.0 30.1 141.7 175.8 6.1 44,2 142.3 1126

Waool 28 2.5 0.5 14.8 1.2 35 76 2.3 0.6 30 78 114 04 32 79 1.5 0.3 4.3 71 1.7

Source: Naticnal Statistical Commitee.

1/ State includes collective farms,
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Table 32. Kyrgyz Republic: Yields of Major Commodities, 1995-99
(100 Kilogram per hectare)

1995 1996 1997 1998 1999
Grains 18.1 22.7 24.2 26.0 262
Wheat 18.3 22.2 23.7 24.6 243
Barley 13.0 16.7 18.8 21.6 19.7
Corn 374 432 45.9 49.2 53.0
Rice 15.5 17.5 19.3 22.0 245
Cotton 224 23.1 251 24.6 251
Sugarbeet 123.1 152,1 180.7 199.7 203.3
Tobacco 20.8 21.1 213 224 24.5
Vegetable oil 4.6 5.3 6.9 7.9 8.7
Potatoes 99.0 114.0 121.0 131.0 150.0
Vegetables 103.0 113.0 132.0 143.0 152.0
Melons 65.0 83.0 121.0 123.0 156.0
Fruits and berries 20.9 24.1 271 254 239
Grapes 29.6 224 313 23.0 24.1
Hay 42.6 45.3 49.1 54.0 48.0
Forage 139.3 150.8 174.6 196.0 170.8

Source: MNational Statistical Committee.
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Table 33. Kyrgyz Republic: Consumer and Producer Prices, 1995-2000 2/ 3/

Consumer Price Index Producer Price Index
Percent Index Percent Index

change (1994=100) change (1994=100}

1995 Average 1/ 433 143.5 -14.6 B5.4
1996 Average I/ 31.9 189.2 9.0 93.0
1997 Average 1/ 23.5 233.6 -12.6 81.3
1998 January 1.9 2409 -3.3 78.1
February 0.7 242.5 1.4 99.2
March 09 2447 2.2 80.9
April ' 0.7 2464 1.3 81.9

May 28 2533 1.6 83.2

June 2.5 2597 0.8 839

Tuly 29 252.1 -(.4 83.5
August -1.5 248.4 -0.5 83.1
September 1.1 251.1 32 B5.8
October 0.7 252.8 34 88.7
November 5.4 266.5 6.6 94.6
December 3.4 275.6 5.1 99.5
Average 1/ 8.2 2528 4.8 84.2

1999 January 33 2847 38 83.4
February 1.7 289.5 0.2 83.4
March 2.7 297.3 79 86.2
April 5.5 313.7 7.3 94.8

May 7.9 3384 2.7 97.6

June 7.9 365.2 7.0 99.4

July -0.1 364.8 -3.7 96.6
August -1.3 360.1 2.5 98.7
September 1.3 364.8 2.8 101.0
October 2.8 375.0 4.2 110.2
November 1.2 379.5 0.1 110.6
December 1.5 385.2 2.4 111.0
Average 1/ 35.7 343.2 14.9 97.7

2000 January 1.9 3925 1.9 82.0
February 1.1 396.8 26 82.8
March 1.4 402.4 35 84.7
April 0.4 404.0 7.1 90.7

May 1.4 409.5 0.0 90.7

June 0.7 4124 -2.6 88.3

Sources: National Statistical Committee; and Fund staff estimates.

1/ Year-on-year averages.

2/ Consumer price index composed according to international standards.

3/ National Statistical Committee introduced new methodology. The data have been revised
using 1998 consumption basket weights.



Table 34. Kyrgyz Republic: Energy Prices, 1995-2000
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{(Soms)
1993 1996 1997 1998 1999 2000

Q1 QIL
Crude QOil (ton) 644.6 813.6 650.8  1,002.0 1,540.3 1,513.3 2,329.4
Natural Gas (1000M*) 804.8 837.6 865.4 655.8 1,185.7 1,436.2 1,378.6
Electricity {1000Kwh) 92.1 131.8 188.0 214.3 309.5 348.2 557.6
Coal {ton) ' 160.9 183.0 2254 284.8 344.2 373.8 368.9
Gasoline (ton) 4,427.5 7,046.7 9,646,7 9,865.7
Diesel (ton) 2,815.8 4,104.2 4,743.3 6,496.7
Mazut (ton) 1,204.9 1,717.9 1,896.7 2,103.3

Source: National Statistical Committee.
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Table 35. Kyrgyz Republic: Nominal and Real Wages, 1995-2000

Nominal wages Index of real
(som) 1/ wages (1994=100)
Average Minimum Average Minimum
1995 Average 2/ 3903 69.2 117.4 82.9
Average 3/ 368.2 110.0
1996 Average 2/ 493.7 75.0 112.8 68.1
Average 3/ 490.9 111.1
1997 Average 2/ 630.4 82.5 1164 60.7
Average 3/ 680.2 124.7
1998 January 665.1 100.0 116.8 70.0
February 700.1 100.0 122.1 69.4
March 746.2 100.0 128.9 68.8
April 7442 100.0 127.7 68.3
May 749.7 100.0 125.1 66.5
June 799.7 100.0 130.2 64.8
July 822.0 100.0 137.7 66.7
August 799.5 100.0 136.0 67.7
September 791.3 100.0 133.1 67.0
October ’ 8152 100.0 135.6 66.5
November 311.0 100.0 129.2 63.1
December 978.1 100.0 150.0 61.0
Average 2/ 785.2 100.0 131.0 66.6
Average 3/ 840.6 100.0 139.6 66.6
1999 January 799.8 160.0 118.6 59.1
February 8325 100.0 1214 58.1
March 896.2 100.0 127.3 56.6
April 870.1 100.0 117.1 53.6
May 901.6 100.0 112.5 49.7
June 982.5 100.0 113.6 46.0
July 599.0 100.0 115.6 46.1
Angust 993.0 100.0 116.4 46.7
September 1,015.0 100.0 117.4 46.1
October 997.8 100.0 112.3 448
November 1,038.4 100.0 115.5 44.3
December 1,305.1 100.0 143.0 43.6
Average 2/ 976.3 100.0 120.1 49.0
Average 3/ 1,049.9 100.0 128.2 49.0
2000 January 977.6 100.0 135.1 42.8
February 1,015.1 100.6 107.9 424
March 1,062.8 100.0 I11.4 417
April 1,036.1 100.0 108.2 41.6
May _ 1,070.6 100.0 110.3 41.0

Source: National Statistical Committee.

1/ The December average wage reflects year-end bonus, typically one month's wage.
2/ Based on the monthly wage statistics.

3/ Based on annual wage statistics with a broader coverage of the sectors than the monthly statistics,
especially with respect to agriculture.
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Table 36. Kyrgyz Republic: Average Wages by Economic Sector, 1995-2000

(As a percent of total average wage)

1995 1996 1997 1998 1999 2000
QI QH
Average wage 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Industry 1552 150.3 173.8 168.8 161.8 168.2 162.1
Agriculture and forestry 41.3 51.6 54.2 48.8 59.5 589 61.8
Transport and communication 128.6 123.9 119.9 126.4 138.2 154.8 155.1
Construction 158.5 158.6 140.6 138.9 162.5 153.3 157.2
Services 91.5 85.6 78.9 81.2 77.4 76.8 76.8
Memorandum items:
Minimum monthly wage 18.8 15.3 121 11.9 10.2 9.8 9.7
Average pension, year end 53.5 50.3 451 44.9 394

Source: National Statistical Committee,
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Table 37. Kyrgyz Republic: Labor Market, 1995-2000

1995 1996 1997 1998 1999 2000
QI
(In thousands)
Labor force
Number of persons in the labor force 1,741.7 1,791.5 1,792.3 1,811.3 1,854.8 .
Working age population 2,385.1 24225 24568 2,4941 2,542.1 25853
Employment
Number of employed persons 1,641.7 1,651.5 1,689.3 1,704.9 1,718.0
Of which
Forced leave or part-time 1/ 68.9 58.5 52.3 54.9
Private sector employment L1250  1,1%68  1,2527 13000 11,3275
Public secor employment 516.7 4547 436.6 404.9 390.5
Unemployment
Number of unemployed persons 504 77.2 54.6 55.9 547 58.5
Of which
Unemployment insurance beneficiaries 289 252 203 19.7 54 5.3
Total unemployment 2/ 100.0 140.0 103.0 106.4 136.8
{(In percent)
Official unemployment rate 3/ 2.9 4.3 3.0 3.1 29 32
Actual unemployment rate 4/ 5.7 7.8 57 5.9 74
Labor force participation rate 5/ 73.0 74.0 73.0 72.6 73.0
Employment rate 6/ 68.8 68.2 68.8 68.4 67.6

Source: National Statistical Committee.

1/ Includes those employees on forced vacation on the instruction of their employers and those engaged in part-time employment,

2/ Defined as the labor force less total employment.

3/ Ratio of number of officially unemployed to the labor force.

4/ Ratio of total unemployment to the labor force.
5/ Ratio of labor force to working age population.

6/ Total employment as a percentage of the working age population,
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Table 38. Kyrgyz Republic: Employment by Sector, 1995-99

1995 1996 1997 1998 1999

(In thousands of workers)

Total employment 1,641.7 1,651.5 1,689.3 1,764.9 1,718.0

Industry 205.0 182.8 171.6 167.9 158.0
Construction 65.7 57.9 57.0 50.7 419
Agriculture and foresiry 776.4 778.6 815.6 837.1 885.9
Transport and communication 76.4 81.2 79.2 753 66.0
Services 518.2 551.0 565.9 573.9 566.2

{As percent of total employment)

Industry 12.5 11.1 10.2 9.8 9.2
Construction 4.0 35 34 3.0 24
Agriculture and forestry 473 47.1 48.3 49.1 516
Transport and communication 4.7 49 47 44 3.8
Services 316 334 335 337 33.0

Source: National Statistical Commitiee.
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Table 39. Kyrgyz Republic: Balance of Payments 1995-2000
{In millions of 1.3, dollars)

STATISTICAL APPENDIX

1995 1996 1997 1998 1999 2000
Prel. est. Qi
Curretit account balance 1/ -242.2 -424.7 -139.1 -3229 -200.3 =203
Trade balance -179.0 -250.7 -153 -170.7 -84.4 -15.0
Exports, fob 4049.0 5361 630.8 585.1 462.6 994
CIS countries 269.3 3939 346.2 302.0 1915 335
Energy 45.5 78.0 86.5 28.3 531 28
Other 2218 3159 2598 2738 1384 308
Other countries 139.7 1372 284.5 283.1 271.0 65.8
Gfwhich: Gold (Kumtor) 00 0.0 184.0 195.8 183.1 41.0
Imports, fob 5380 782.8 646.1 755.7 5469 114.4
CIS countries 346.4 431.1 3960 3917 244.5 5.7
Encrgy 180.6 2077 1775 173.8 109.0 247
Other 165.8 2234 218.6 217.8 135.6 330
Qther countries 2416 3517 230.1 364.1 3024 56.6
Of which: Getd (Komior) 444 77.1 25.0 242 452 10.7
Services (net) -141.8 +256.2 -1914 -193.7 -168.9 315
Non-interest service -105.8 2176 -126.1 1126 935 234
Receipts 300 35.6 36.4 62.8 649 156
Payments -136.8 -253.2 -162.5 -180.4 -158.5 -38.0
Qf witich : Technical assislance -43.3 -44.8 -233 -19.8 -18.5 =338
Interest payments (schednied) 286 -34.3 -56.8 -63.7 ~67.3 -8.3
Other net income 0.0 -4.3 -85 -10.4 -8.0 -1.%
Transfers (net) 786 83.2 676 41.5 52.8 272
Official 93.6 80.8 65.4 518 73.9 27.8
Private -20.0 4 2.2 -10.4 -21.] -0.6
Capital account balance 248.5 M2 2589 2793 2139 253
Commercial banks «3.3 0.5 0.8 10.0 -5.8 1.7
Medium-and long-term loans, nei 2000 9.7 151.7 1156 143.7 6.6
Disbursement 2722 360.2 167.1 168.5 196.6 217
Amortization (schedunled) -72.2 -50.5 -15.4 -53.0 -52.9 -15.1
Foreign direct investment 96.1 46.3 83.0 101.% 44.4 15.5
Orher assets (including accounts payable and receivable} 443 83 234 il9 3t 15
Errors and omissions and shore-term capital -86.3 36.9 -74.3 12.6 -13.9 -123
Qverall balance -80.0 -20.5 45.5 -3L0 19.5 -13
Financing 80.0 20:5 -45.6 310 -194 13
Net international veserves a.a 1.5 ~48.1 15.5 -41.7 13
Gross official reservies (- increase) 0.3 -13.1 -82.6 12.8 -61.2 40
IMF (net) 46.6 19.6 34.4 27 195 33
Purchases and disbursements 46.6 235 439 142 26.8 6.4
Repurchases and repayments 0.0 3% 9.5 -11.6 -7.3 -1
Exceptional financing (including arrears) 329 19.0 26 155 223 0.0
Financing gap (-} (afier fiscal teasures) 0.0 0.0 0.0 0.0 00 [}
Memorandum jtems:
GDP (in mitlions of U.S. dollars) 0.0 1,826.7 1,767.3 1,629.4 1,232.0 217.6
Growth of exports of goods and non-factor services 18.1 238 177 29 -18.6 130
Growth of exports of goods, excluding gold 00 0.0 0.0 -12¢ -282 -16.7
Growih of imports ef goods and non-factor services 453 42.9 -219 158 -24.8 -6.7
External public debt 2/ 584.7 1326 956.6 LiT73 1,373.5 -
In percent of GDP 36.4 40.1 54.1 723 1115
Debe service ratio 2/ 19.5 0.0 0.0 7.5 5.1
External public deb/GDP (in net present value tenns) 2/ 0.0 29 40.7 507 65.1
Extermal public debt/exports (in net present value terms) 2/ 3/ 0.0 96.7 114.8 131.% 130.6
Gross reserves 4/ 1143 1104 141.8 130.4 1835 1803
In months of the subsequent year's imports cover 1.3 5.6 1.8 2.2 32
In percent of short term debt by remaining maturity [12.0 137.2 Hnz4 157.2 2221 e
Current account balance (in percent of GDP) 162 -23.2 -7.49 ~20.2 -16.3 2.3

Sources: Kyrgyz authorities; and Fund staff estimates and projections.

1/ Including transfers,
2/ Public. and publicly-guarantesd debt service; excluding Kumtor related debi.
3/ Based on three.year average exports of goods and non-factor services.

4/ Valued at end-year exchange rates. Gross reserves exclude NBER, pledges to secure povernment-guaranteed leans and blocked deposits.
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Table 40. Kyrgyz Republic: Exports of Goods by Sector, 1995-2000

1995 1996 1997 1998 1999 2000
QI

(In millions of U.S. dollars)

Total exports 1/ 499.0 331.2 603.9 5137 4338 97.8
Industry 366.1 468.0 558.7 461.1 396.9 81.8
Electric energy 41.0 73.6 83.2 25.6 52.0 23
Oil and gas industry L5 2.8 24 29 1.4 03
Coal industry 31 2.0 1.8 0.5 0.2 0.0
Ferrous metallurgy 10.4 6.9 3.0 29 1.6 6.7
Nonferrous metallurgy 62.7 819 216.2 221.0 217.2 51.4
Chemical and petrochemical 20.3 16.2 16.5 10.5 8.4 2.3
Machine building 44.5 56.2 61.6 70.1 46.8 8.1
Lumber and paper 1.8 24 36 4.6 0.7 0.2
Industrial construction materials 1.6 21.8 26.9 249 82 1.7
Light industry 82.6 74.4 60.7 40.8 323 11.1
Food industry 82.8 127.0 79.6 54.5 19.1 32
Other industry 3.8 2.8 3.2 37 8.9 0.3
Agriculture 429 63.2 45.2 525 56.8 16.0
Other 0.0 0.0 0.0 0.0 0.2 0.0
{In percent of total)
Total exports 100.0 100.0 100.0 100.0 100.0 100.0
Industry 39.5 881 92.5 89.8 87.4 83.6
Electric energy 10.0 13.9 13.8 5.0 11.5 2.6
Oil and gas industry 0.4 0.5 0.4 0.6 0.3 0.4
Coal industry 0.8 0.4 0.3 0.1 0.0 0.0
Ferrous metaljurgy 2.5 1.3 0.5 0.6 0.3 0.7
Nenferrous metallurgy 15.3 154 358 43.0 47.9 52.5
Chemical and petrochemical 5.0 3.0 2.7 2.0 1.9 2.4
Machine building 109 10.6 10.2 136 103 83
Lumber and paper 0.4 0.5 0.6 0.9 0.2 0.2
Industrial construction materials 2.8 4.1 4.5 47 1.8 1.7
Light industry 20.2 14.0 16.1 7.9 7.1 il.4
Food industry ' 20.2 239 13.2 10.6 4.2 33
Other industry 0.9 0.5 0.5 0.7 20 .3
Agriculture 10.5 11.9 7.5 10.2 12.5 16.4
Other - 00 0.0 0.0 0.0 0.0 0.0

Sources: Kyrgyz authorities; and Fund staff estimates.

1/ Data for 1997 and 1998 do not include estimates of unrecorded exports to other CIS countries. Data may differ
~from Table 38 due to incomplete coverage.
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STATISTICAL APPENDIX

Table 41. Kyrgyz Republic: Imports of Goods by Sector, 1995-2000

1995 1996 1997 1998 1999 2000
QI

{In millions of U.8. dollars)
Total imports (c.i.f) 1/ 522.5 837.5 709.3 841.5 599.7 123.6
Industry 505.5 809.8 674.7 822.9 568.3 107.9
Electric energy 8.6 26.7 23.8 7.9 28 0.0
Cil and gas industry 162.6 187.6 175.9 181.5 99.1 26.0
Coal industry 17.0 25.1 7.0 17.5 19.6 2.1
Ferrous metallurgy 17.8 15.0 9.9 21.6 9.5 1.8
Nonferrous metallurgy 11.2 8.7 224 306 229 1.3
Chemical and petrochemical 30.1 87.4 96.1 103.4 81.0 227
Machine building 103.6 230.5 154.0 2193 2024 30.5
Lumber and paper 16.8 26.2 29.2 353 19.1 4.4
Industrial construction materials 10.1 15.8 13.3 16.0 11.0 0.9
Light industry 23.2 16.6 48.4 60.3 386 79
Food industry 96.7 162.0 83.3 106.6 542 8.9
Other industry 4.8 82 114 225 7.9 1.4
Agriculture 17.0 277 34.6 18.6 314 15.7
Other 0.0 090 0.0 0.0 0.0 0.0

{In percent of total)

Total imports 100.0 100.0 100.0 100.0 100.0 100.0
Industry 96.7 96.7 95.1 97.8 94.8 87.3
Electric energy 1.6 32 3.4 0.9 0.5 0.0
Oit and gas industry 3t 224 24.8 21.6 16.5 21.0
Coal industry 33 30 1.0 21 3.3 1.7
Ferrous metaliurgy 14 1.8 1.4 2.6 1.6 1.4
Nonferrous metallurgy 2.1 1.0 32 3.6 3.8 1.0
Chemical and petrochemical 5.8 10.4 13.5 12.3 13.5 18.4
Machine building 19.8 27.5 21.7 26.1 33.8 24.7
Lumber and paper 38 31 4.1 4.2 3.2 3.5
Industrial construction materials 1.9 1.9 1.9 1.9 1.8 0.8
Light industry 44 2.0 6.8 7.2 6.4 6.4
Food industry 18,5 1.3 11.7 12.7 9.0 7.2
Other industry 0.9 1.0 ib 2.7 1.3 1.1
Agriculture 33 3.3 4.9 2.2 52 12.7
Other 0.0 0.0 0.0 0.0 0.0 0.0

Sources: Kyrgyz authorities; and Fund staff estimates.

1/ Import data for 1995 does not incorporate estimates of unrecorded imports. Data may differ from
those in Table 38 due to incomplete coverage,
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Table 42. Kyrgyz Republic: Exports of Goods to CIS and Non-CIS Countries, 1995-2000
(In millions of U.S. dollars)

1995 1996 1997 1998 1999 2000
QI
Total exports 409.1 5314 603.8 513.4 453.9 97.8
Exports to CIS countries 1/ 2694 393.9 319.2 230.6 183.3 325
Industry 231.2 333.5 285.7 187.8 135.6 9.2
Electric energy 41.0 73.5 83.2 25.6 520 2.3
Oil and gas industry L5 1.6 15 2.2 0.9 0.2
Coal industry 3.1 35 1.8 0.5 0.2 0.0
Ferrous metallurgy 3.0 38 1.3 1.7 03 0.0
Nonferrous metallurgy 11.9 24.4 10.4 6.6 25 0.3
Chemical and petrochemical a.1 149 1.1 7.1 6.4 12
Machine building 385 47.3 49.8 53.7 335 6.0
Lumber and paper 1.3 1.7 2.8 4.0 0.5 0.1
Industrial construction materials 114 11.8 26.7 24.0 8.1 1.7
Light industry 28.2 385 227 14.8 14.0 5.1
Food industry 77.9 108.1 72.1 453 15.6 1.7
Other industry 33 4.4 23 23 1.6 0.2
Agriculture 382 60.4 33.5 429 4715 13.4
Other 0.0 0.0 0.0 0.0 0.2 0.0
Exports to non-CIS countries 139.7 137.5 284.6 282.7 270.5 65.3
Industry 135.0 121.9 2729 273.0 261.2 62,7
Ferrous metalhurgy 7.4 24 1.7 1.2 13 0.7
Nonferrous metailurgy 50.7 59.3 2059 - 2144 214.8 51.1
Chemical and petrochemical 11.2 6.1 54 34 20 1.1
Machine building 5.0 7.6 11.8 16.4 133 2.0
Lumber and paper 0.6 0.2 0.7 0.6 03 0.0
Industrial construction materials 0.2 0.3 0.2 0.0 0.1 0.0
Light industry 54.4 36.1 38.0 26.0 18.4 6.0
Food industry 49 94 7.5 9.2 5 i.6
Other industry 0.6 0.5 1.7 1.4 7.2 0.1
Agriculture 4,7 15.6 1.7 9.7 9.3 26
Other 0.0 0.0 0.0 0.0 0.0 0.0
Memorandum items: .
Exports associted with "shuttle trade” 0.0 0.9 58.4 422 21.9 37
Included in official statistics 0.0 0.0 314 20.8 13.2 22
Estimated (added to official statistics) - 0.0 0.0 27.0 214 8.7 1.5

Seurces: Kyrgyz authorities; and Fund staff estimates.

1/ Data for 1997 and 1998 do not include estimates of unrecorded exports to other CIS countries. Data may differ
from those in Table 38 due to incomplete coverage,
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Table 43. Kyrgyz Republic: Imports of Goods from CIS and Non-CIS Countries, 1995-2000
(In millions of U1.8. dollars)

1965 1996 1997 1998 1999 2000

QI

Total imports 5227 837.6 709.2 841.5 599.7 124.3

Imports from CIS (c.i.f) 1/ 3538 486.7 4357 440.7 2593 61.8

Industry 3500 473.5 4229 428.6 2488 56.0

Electric energy 3.6 26.7 238 1.9 238 0.0

Oil and gas industry 159.9 183.1 172.7 176.1 96.8 253

Coal industry 17.0 25.1 6.9 174 19.6 2.1

Ferrous metaliurgy 16.3 14.3 9.1 17.0 6.0 1.6

Nonferrous metallurgy 10.1 7.1 16.9 257 12.8 0.7

Chemical and petrochemical 22.8 473 47.6 529 22.6 3.0

Machine building 46.6 69.3 58.0 56.9 394 838

Lumber and paper 15.8 18.6 18.8 21.2 10.0 28

Industrial construction materials 8.2 10.9 10.6 1.5 7.6 0.6

Light industry 16.0 10.7 11.7 5.6 10 0.3

Food industry 252 57.3 419 21.2 256 5.2

Other industry 35 3.1 49 15.2 . 26 0.6

Agriculture 38 13.2 12.8 12.0 10.5 5.8

Other 0.0 0.0 0.0 0.0 0.0 0.0

Imports from non-CIS (c.i.f) 1/ 168.9 3509 2735 400.8 340.5 624

Industry 155.6 31364 2517 394.2 3195 517

Electric energy ¢.0 0.0 0.0 0.0 0.0 0.0

Oil and gas industry 2.6 4.5 32 5.4 23 0.7

Coal industry 0.0 0.0 0.1 0.0 0.0 0.0

Ferrous metallurgy 1.5 0.7 0.8 4.6 35 0.1

Nonferrous metaliurgy 1.1 1.6 5.5 4.9 10.1 G.e

Chemical and petrochemical 7.3 40.1 48.5 50.5 58.4 14.7

Muachine building 57.0 161.2 96.0 162.4 163.0 21.7

Lumber and paper 4.0 1.6 10.4 14.1 9.1 1.7

Industrial construction materials 1.9 5.0 2.7 4.5 34 0.3

Light industry 7.2 5.9 36.6 54.7 357 7.6

Food industry 71.6 104.7 414 854 287 3.6

Other industry 14 5.1 6.5 17 54 0.8

Agriculture 133 14.5 21.8 6.6 2190 10.7

Other 0.0 0.0 0.0 0.0 0.0 0.0
Memorandum items:

Imports associted with "shuttle trade” 36.6 54.2 824 100.5 583 13.6

Included in official statistics 0.0 0.0 59.4 72.7 44.8 10.6

Estimated (added to official statistics) 36.6 54.2 230 27.8 13.5 3.0

Sources: Kyrgyz authorities; and Fund staff estimates.

1/ Import data for 1994 and 1995 do not incorporate estimates of unrecorded imports. Data rnay differ from those
in Table 38 due to incomplete coverage.
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Table 44. Kyrgyz Republic: Direction of Trade, 1995-2600
(In millions of U.S. dollars)

1995 1996 1997 1998 1999 2000
Ql
Exports

Total non-CIS 141.5 137.2 284.6 2831 270.5 653
China 68.5 364 3l.6 15.7 253 8.4
United Kingdom 27.4 5.3 1.4 1.6 124 1.5
United States 4.0 17.6 17.9 7.6 1.2 0.3
France 3.6 1.8 0.3 1.0 8.2 0.¢
Turkey 32 53 8.0 7.4 4.6 1.1
Ttaly 2.9 25 26 26 0.3 0.0
Germany 2.1 28.1 18.1 192.2 148.2 24.8
Poland 1.3 a5 1.5 10 0.5 0.7
Switzerland 1.8 0.9 162.3 1.1 18.1 17.8
QOther 26.7 338 40.9 47.0 417 10.7

Total CIS 1/ 2692 3936 319.4 230.6 1833 32.6
Armenia 0.0 0.0 0.0 0.0 0.1 0.0
Azerbaijan 2.1 3.2 28 2.6 15 0.6
Belarus 50 5.6 8.6 53 50 1.1
Georgia 0.7 0.1 0.6 0.5 04 0.1
Kazakhstan 66.8 1125 87.1 855 45.0 52
Moldova 1.0 08 0.0 0.2 0.5 0.0
Russia 104.8 i34.6 08.9 83.7 70.7 20.1
Tajikistan 83 84 12.7 8.3 9.5 1.1
Turkmenistan 22 32 2.6 1.2 28 08
Ukraine 83 9.4 4.6 4.7 1.5 02
Uzbekistan T0.0 1158 101.5 38.5 46.6 34

Tetal exports 410.7 530.8 604.0 513.6 4538 979

Imports 2/

Total non-CIS 168.8 350.8 2735 400.8 340.5 61.7
Turkey 383 47.6 43.7 374 23.1 34
Cuba 227 221 0.0 12.1 4.1 0.0
United States 19.1 357 39.6 40.9 4.2 19.8
Germany 187 31.8 384 531 47.3 4.5
Japan 72 12,5 2.7 43 12.0 6.1
China 6.3 7.8 32.5 44.4 36.9 b9
Canada 59 42.5 5.2 144 254 19
Other 50.6 150.8 i11.4 194.3 1374 20.1

Total CIS 1/ 3534 487.0 4359 440.7 2593 62,0
Anmnenia 0.6 0.0 0.3 04 0.0 0.0
Azerbaijan 33 1.4 25 7.2 3.4 0.6
Belarus 5.0 6.1 10.3 9.6 5.3 0.9
Georgia 0.3 1.6 31 0.3 0.2 a1
Kazakhstan 1125 139.5 69.6 753 72,7 15.4
Moidova 0.2 0.2 0.4 0.0 0.2 0.0
Russia 114.3 174.5 190.8 204.1 108.4 26.0
Tajikistan 4.8 6.3 10.0 6.4 4.0 [HR]
Turkmenistan 18.6 136 15.5 8.2 7.8 4.6
Ukraine 49 12.3 4.8 6.9 6.3 22
Uzbekistan 389 131.5 128.6 122.2 50.0 12.2
Other 14.2 15.6 26.6 239 13.1

Total imponts 5222 8378 709.4 841.5 5997 1237

Source: Data provided by the Kyrgyz authorities.

1/ Data for 1997 and 1998 do not include estimates of unrecorded exports to other CIS countries.

2/ Import data for 1995 do not incorporate estimate of unrecorded imports. Data may differ from those in Table 38
due to incomplete coverage.
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Table 45. Kyrgyz Republic: Production, Imports and Exports of Energy Products, 1995-2000

1995 1996 1997 1998 1999 2000
QL
1. Natural gas (million m3)
Domestic production 35.7 259 237 17.9 2540 6.6
Imports 246.6 1,027.3 982.3 1,001.9 576.4 174.0
Exports 0.0 0.0 0.0 0.0 0.0 0.2
2. liquefied gas (thousand tons)
Domestic production 0.0 0.0 0.0 0.0 0.0 0.0
Imnports 9.5 16.4 13.5 0.2 88 22
Exports 0.0 0.0 0.0 0.0 0.0 0.0
3. Coal (thousand tons)
Domestic production 413.0 410.0 538.0 4324 415.2 79.8
Imports 499.7 844.5 290.5 8064 1,0753 129.4
Exports 170.6 100.4 78.0 23.0 10.8 7.3
4. Petroleum products {thousand tons)
Domestic production
Crude petroleum 88.5 84.0 84.7 71.1 76.9 18.3
Gasoline 0.0 2.8 47.8 53.1 70.4 6.9
Kerosene . 00 0.0 0.0 0.0 0.0 0.0
Mazut 0.0 4.3 37.6 41.1 479 .
Diesel fuel 00 5.3 263 356 46.1 6.9
Imports
Crude petroleum 3.0 12.1 70.2 62.4 64.8 36
Gasoline 2118 . 1744 125.6 231.7 158.5 19.9
Kerosene 62.2 75.0 413 572 422 119
Maznt : 92.0 165.3 63.5 107.8 362 317
Diesel fuel 133.1 132.6 94.4 82.0 84.4 153
Exports
Crude petroleum 24.6 21.1 0.0 6.0 0.0 0.0
Gasoline 0.5 0.8 0.3 5.2 0.1 .0
Kerosene 0.0 ¢.0 0.0 3.3 37 1.0
Mazut 00 0.0 0.0 0.0 0.0 0.0
Diesel fuel 0.7 0.1 0.8 1.1 6.5 0.2
5 Electricity (millions of kilowatts per hour)
Domestic preduction 12,349.0 13,7590 12,5845 11,618.1 13,119.3 4,764.9
Exports 1,622.0 2,880.8 2,4174 9984  2,011.2 206.8
Imports 2544 815.1 714.9 3943 1839 0.0

Seurce: Kyrgyz authorities.
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Table 46. Kyrgyz Republic: Net Foreign Direct Investment by Country of Origin, 1995-99
(In millions of U.S. dollars)

1995 1996 1997 1998 1999
Total direct foreign investment 96.1 46.8 83.0 109.2 5.5
CIS countries 0.3 1.3 2.8 33 -1.1
Belarus 0.0 0.0 0.0 0.0 ¢.0
Kazakhstan 0.0 0.3 1.4 22 -0.7
Russia 0.2 0.8 1.2 0.4 -0.7
Ukraine 0.0 .0 0.0 0.5 0.0
Uzbekistan 0.0 0.2 0.2 0.0 0.6
Non-CIS countries 95.8 45.5 30.3 105.9 38,5
United States 0.0 44 6.0 250 7.0
Canada 92.3 19.2 313 1.3 -4.8
European Union 0.5 34 18.4 29.8 26.1
of which:
Germany 0.2 0.7 4.4 0.5 12.1
United Kingdom 0.0 0.6 10.2 20,7 11.5
Italy 0.0 0.8 3.0 - 3.0 2.5
Switzerland 20 4.3 0.9 26 -1.7
Turkey 0.1 10.9 16.2 9.0 12.7
Japan 0.0 0.2 0.5 9.6 0.2
India 0.0 0.0 1.1 0.5 -1.5
Pakistan 0.0 0.0 0.3 03 0.1
Malaysia 0.0 0.1 2.1 1.7 0.1

Others 0.7 2.8 3.6 27.1 -1.7

Source: Kyrgyz authorities.
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Table 47. Kyrgyz Rapublic: External Public Debt and Debt Service, 1995-2000 1/
(In millions of U.S. doliars)

1995 1995 1597 1998 1599 2000
Ql

Stock, end-of-period
External public debt

Debt outstanding 594.1 7420 965.0 1,1331 1,373.5 1.409.7
Multilateral 300.9 426.6 599.1 731.1 9112 9389
Concessional 234.0 3433 500.4 630.2 769.1 794.2
IDA 139.6 1935 255.2 KEI N 3547 J6lz
PRGF 60.4 834 1272 13%.1 169.7 174.8
Cthers 34.0 66.4 118.0 1600 2447 258.2
Non-concessional 66.9 83.3 98.7 100.9 142.1 144.7
IMF 66.6 5713 492 378 30.7 289
Others 0.3 26.0 49.5 63,1 111.4 1158
Bilateral 25832 3154 366.9 4019 462.3 4708
CIS (non-concessional) 176.9 150.0 187.9 177.3 180.3 1RO}
Non-CIS 1163 1654 179.0 224.7 282.0 290.8
Concessional 789 1136 117.0 127.1 181.7 189.7
Non-concessional 374 518 62.0 915 100.3 101.1

Flows

Debt service

Disbursements 207.7 150.0 2109 172.8 207.1 396
Multilateral 162.7 134.2 180.6 133.3 149.0 30.8
Concessional 162.7 1174 157.1 124.4 131.0 26.4
IDA 524 575 61.7 66.7 184 6.5
PRGF 46.3 235 43.8 14.2 267 6.4
Others 340 36.4 516 43.4 85.9 135
Non-concessional 0.0 16.8 235 8.9 18.0 4.4
IBED 0.0 0.0 0.9 0.0 0.0 09
IMF 00 0.0 0.0 0.0 0.0 0.0
Others 0.0 16.8 23.5 B9 18.0 4.4
Bilateral 450 45.8 303 39.5 58.1 88
CIS (non-concessional) 0.0 0.0 231 6.3 0.0 0.0
Non-CIS 45.0 4538 12 332 38.1 58
Concessional 379 312 72 226 553 8.0
Non-concessional 7.1 4.6 .0 10,6 28 03
Interest payments 222 185 20.8 249 193 1.4
Multilateral 6.4 52 6.2 9.6 109 08
IDAABRD i8] 1.4 1.8 Lo 24 0.4
IMF 39 32 34 6 2.1 03
Others 19 0.6 1.3 5.1 6.4 ol
Bilateral 5.8 13.3 14.6 153 8.3 0.5
CIS [3.9 7.3 7.1 5.8 1.0 0.1
Non-CIS 19 58 15 g5 73 0.4
Amortization 373 45.5 203 27.3 13.7 14
Multifaterat 0.0 3¢ 9.9 16.1 12.9 31
IDANBRD 0.0 0.6 0.0 [+ 0.0 0.0
IMF 0.0 39 9.8 11.3 T4 31
Others 0.0 0.0 0.1 4.6 55 0.0
Bilateral 373 41.6 10.4 11.2 0.7 0.3
CIS 313 36.6 4.0 7.3 00 0.3
Mon-CIS 0.0 5.0 6.4 37 0.7 0.0

Sources: Kyrgyz authorities; and Fund staff calcutations.

i/ Includes only public and publiciy guaranteed debt.
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Table 48. Kyrgyz Republic: Summary of State Government Operations, 1995-2000

1995 1996 1997 1998 1999 2000
QI QII
Prel, Prel.

(In million of soms})

Total revenue and grants 2,703 3,728 4,973 6,149 8,608 1,954 2,204
Total revenue 2,648 3,527 4,778 5.953 7.612 1,755 2,146
Curreat revenue 2,599 3,233 4,652 5,863 7,464 1,752 2,137
Tax revenue 2,423 2,968 3,847 4,867 5,972 1,457 1,777
Income tax 713 669 685 892 1,151 373 336
VAT 705 1,250 1,733 1,967 2,000 531 663
Customs and excise 432 452 696 1,103 1,572 316 351
Land tax 73 122 278 291 199 27 29
Road tax and Emergency Fund 1/ 217 239 319 422 566 151 336
Other 2/ 282 236 136 192 485 59 63
Nontax revenue 176 265 805 997 1,491 295 360
Capital revenue 49 293 126 90 148 2 g
Grants 55 201 195 197 996 200 57
Total expenditure (include PIP) 5,358 5,905 1778 9,843 14,802 2,924 4,277
Cusrrent expenditure 4,031 4,907 6,638 7,764 9,887 2,041 3,050
Wages 3/ 1,528 1,682 2,065 2,630 2,787 622 1,061
Transfers 4/ 1,119 1,698 1,070 1,196 1,238 312 441
Social Fund 91 293 446 344 300 38 69
Interest 68 284 520 715 1,436 277 390
Foreign interest 59 203 278 423 1,203 155 329
Domestic interest (including FINSAC) 9 81 242 292 233 123 61
Other 1,226 1,549 2,538 2,878 4,126 792 1,088
Net lending 556 101 -17 -165 -189 -75 21
Lending 282 524 74 22 0 18
Repayment -182 =541 -238 210 =75 -39
Capital investment with PIP 771 397 1,157 2,244 5,104 958 1,248
Surplus(+} / deficit (-) -2,788 -2,232 -2,813 -3,242 -5,817 915 -1,895
Total financing 2,788 2,232 2,812 3,242 5,817 915 1,895
External financing 1,467 1,620 2,451 3,046 7,084 840 2,060
Public Investment Program (PIP) 610 739 949 1,952 4,578 880 1,071
Disbursements (BOP support) 1,293 885 1,477 1,123 2,560 0 1,057
Turkish loan 143 102 115 o 0 0 0
Total amortization -579 -188 -169 -254 -168 -514 -337
Arrears and rescheduling 82 78 225 114 474 270
Domestic financing 1,321 612 361 197 -1,267 76 -165
NBKR, of which. 1,252 453 117 76 -1,015 89 -375
Direct loans granted 1,002 600 -268 -1,939 0 0 0
Drawdown of budgetary deposits [t} -147 128 32 -1,076 88 -351
Drawdown of counterpart funds 5/ 250 | -200 78 122 ¢ g
Commercial banks n 22 132 39 -247 -15 105
Nonbank 0 22 N -2 -123 -14 6
Privitization Receipts o 116 22 84 118 16 PH]
Memorandum items:
Fiscal savings -1,378 -1.473 -1,791 -1,264 -1,778 -89 -855
Arrears (stock at end period) 6/ ) 213 158 290 592 241 150 242
Non-wage education expenditure 0 U] 577 047 676 129 202
Non-wage health expenditure ] 0 529 478 7 540 112 163

Ghp 16,146 23,400 30,684 34,181 48,321 60,615 60,615
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Table 48. Kyrgyz Republic: Summary of State Government Operations, 1995-2000, (concluded)

1995 1996 1997 1998 1999 2000
9]} QI
Prel. Prel.
(In percent of GDP)
Total revenue and grants 16.7 15.9 16.2 18.0 17.8 3.2 3.6
Total revenue 16.4 15.1 15.6 i74 15.8 29 3.5
Current revenue 16.1 13.8 152 17.2 154 2.9 35
Tax revenue 15.0 12,7 12.5 14.2 12.4 24 29
Income tax 4.4 29 22 2.6 2.4 .6 0.6
VAT 4.4 53 5.6 58 4.1 0.9 1.1
Customs and excise 2.7 19 23 32 3.3 0.5 0.6
Land tax 0.5 0.3 0.9 0.9 04 Q.0 0.0
Road tax 2nd Emergency Fund 1/ 1.3 1.0 1.0 1.2 1.2 6.2 0.6
Other 2/ 1.7 1.0 0.4 0.6 1.0 0.1 0.1
Nontax Tevenue 1.1 1.1 26 29 3.1 0.5 0.6
Capital revenue 0.3 1.3 0.4 0.3 0.3 0.0 0.0
Grants 0.3 0.9 0.6 0.6 2.1 0.3 0.1
Total expenditure 332 25.2 253 288 30.6 4.8 7.1
Current expenditure 250 210 21.6 22.7 20.5 34 5.0
Wages 3/ 9.5 7.2 6.7 1.7 5.8 1.0 1.8
Transfers 4/ 6.9 47 3.5 3.5 26 0.5 0.7
Social Fund 0.6 1.3 1.5 1.0 0.6 0.1 0.1
Interest (including FINSAC) 04 12 1.7 2.1 30 0.5 0.6
Other 7.6 6.6 83 8.4 8.5 13 1.8
Net lending 14 04 -0.1 -0.5 (.4 0.1 0.0
Capital investment 4.8 38 38 6.6 10.6 1.6 21
Surplus(+) / deficit (-} -17.3 -9.5 -9.2 -9.5 -12.0 -1.5 3.1
Total financing 17.3 9.5 9.2 9.5 12.0 1.5 3.1
External financing 9.1 6.9 8.0 8.9 14.7 1.4 3.4
Domestic financing 8.2 24 1.2 0.6 -2.6 0.1 -0.3
Of which: Privatization revenue 0.0 0.0 0.1 0.2 0.2 0.0 0.0
Memorandum items:
German loan 0.0 0.0 0.1 0.0 0.0 0.0 0.0
Turkish loan 0.0 0.1 0.1 0.1 0.0 0.1 0.1
Arrears (stock at end period) 6/ 1.3 0.7 09 1.7 0.5 03 0.4
Non-wage Education ¢xpenditure 0.0 0.0 19 1.9 1.4 0.2 0.3
Non-wage Health expenditure 0.0 0.0 1.7 . 1.4 1.1 0.2 0.3

Sources: Data provided by the Kyrgyz authorities; and Fund staff estimates.

1/ Both tamover taxes.

2/ Includes right-to-trade and other small taxes on forest and water resources.

3/ Includes social contributions.

4/ Includes unemployment compensation benefits, student stipends, military pensions and housing subsidies.
5/ In 1994, drawdown of counterpart funds znd deposits are accounted together.

6/ Includes wage, transfers and pension arrears.
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Table 49. Kyrgyz Republic: State Government Revenues, 1995-2000

1995 199 1997 1998 1999 2000

Ql Qn
Prel. Prei,

{In millions of soms)

Total revenue and grants 2,703 3,728 4,973 6,149 8,608 1,954 2,204
Total revenue 2,648 3,527 4,778 5,953 7.662 1,755 2,146
Current revenue 2,599 3,233 4,652 5,863 7,464 1,752 2,137
Tax revenue 2,423 2,968 3,847 4.867 5,972 1,457 1,777
Income tax 713 669 685 802 1,51 373 336
Incorne tax 284 288 318 405 546 173 177
Profit tax 413 365 350 452 568 191 151
Domestic taxes on goods and services 1,491 2,037 2910 3,594 4,256 1,033 1,381
VAT 705 1,250 1,733 1,967 2,000 531 863
Retail sales tax 1/ 167 114 83 151 187 47 53
Excises 298 246 451 722 1,265 265 291
Right-to-trade 3 27 9 1 1 0 0
Land tax 73 122 278 291 199 27 29
. Read tax 77 30 107 133 184 48 190
H Emergency Fund 140 159 212 288 383 103 16
Other 2/ 24 39 36 40 38 11 10
Customs 134 206 245 331 307 51 [}
Other 3/ 84 56 8 9 259 ¢ Q
Montax revenue 176 265 805 997 1,491 205 360
Government fges 69 81 101 1t9 163 35 49
Special resources 0 i 536 611 599 148 222
Arrcars ¢ollection 60 28 0 12 0 4] 0
Other nontax revenue 4/ 47 86 168 254 730 112 39
Capital revenue 49 293 126 90 148 2 o
Grants 55 201 195 197 995 200 57
(In percent of GDP)
Total revenue and grants 16.7 159 16.2 18.0 17.8 213 i8.4
Tax revenue 150 12.7 12.5 4.2 12.4 159 14.9
Income taxes 4.4 29 22 2.6 24 4.1 28
Income tax 1.8 12 1.0 1.2 11 L.9 1.5
Profit tax 26 1.6 1.1 1.3 12 21 1.3
Dosmestic taxes on goods and services, of which: 9.2 87 9.5 10.5 8.8 112 1.5
VAT 44 33 5.6 58 4.1 58 55
Retail sales tax 1/ 1.0 0.5 0.3 0.4 04 0.5 0.4
Excises 1.8 1.1 L5 21 2.6 29 24
Customs 0.8 0% 0.8 1.1 0.6 06 05
Other 2/ 0.5 02 0.0 0o 0.5 0.0 0.0
Monitax revenue 1.1 1.1 2.6 29 31 3.2 3.0
Capital revenue 03 13 0.4 0.3 0.3 0.0 0.1
Cirantg 0.3 0.9 113 0.6 pA | 22 0.5
(In percent of Total reverue)
Total revenue and grants 1000 100.0 100.0 100.0 100.0 oo 1000
Tax revenue 89.7 796 774 74.1 69.4 746 80.6
Income taxes 26.4 17.5 3.8 14.5 [3.4 19.1 3.2
Income tax 10.5 7 6.4 6.6 63 89 30
Profit tax 153 9.8 70 74 6.6 0.3 6.8
Domestic taxes on goods and services, of which: 552 54.6 58.5 58.5 49.4 528 627
VAT 26.1 335 34.8 30 23.2 212 301
Retail sales tax 1/ 6.2 3i 1.7 25 22 24 24
Excises 110 6.6 9.1 11.7 14.7 13.5 13.2
Cusioms 5.0 5.5 49 6.2 36 25 28
Other 2/ 31 1.5 Q.2 6.0 3.0 0.0 0.0
- Nontax revenue 6.5 71 16.2 16.2 17.3 151 163
Capital revenue 1.8 79 25 1.5 1.7 0.1 G4
Grants 2.0 54 3.9 32 1.6 10.2 2.6
Memorandum itern:
Nominal GDP 16,146 23,400 30,684 34,181 48,321 9,181 11,957

Sources: Data provided by the Kyrgyz authorities; and staff estimates,

1/ Abolished as of January 1997, became a local tax.

2/ Includes Mineral taxes, water fees and forest fees.

3/ Includes social protection tax in 1994, productive property tax.
4/ Inciudes automobile registration, penalties and sanctions.
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Table 50. Kyrgyz Republic: Govemment Expenditure by Functional Classification, 1995-2000

1995 19951/ 1997 1998 1999 2000

Ql Qit
Prel. Prel.
{In millicos of soms)

Total expenditures 3/ 4,748 5,166 6,829 7451 10,575 2,095 2964
General public services 362 555 835 984 1,267 321 366
Defense 237 291 461 474 808 186 32
Public order and safety affairs 334 404 472 412 439 101 207
Education 1,051 1,228 1475 1,632 1,892 388 539
Health 590 738 886 990 1,122 238 303
Social security and welfare affairs 8o% 885 1,059 983 1,198 167 328

Social insurance 796 799 876 758 772 96 164
Social security 104 86 182 225 426 71 164
Housing and community services 183 296 275 375 469 130 187
Recreationat, cultural and religious activities 127 126 144 188 293 45 92
Energy complex (electricity production) 1 0 1 146 77 ] 12
Agriculture, water resources, forestry 171 195 236 350 361 69 124
Mining and mineral resources &1 59 70 67 98 23 17
Transportation and communication 70 103 176 232 524 79 119
Other economic affairs and services 50 35 182 54 38 8 20
Other 611 25t 558 566 1,969 340 329
Intcrest payments 68 284 520 715 1,436 277 390
Foreign interest payments 59 203 278 423 1,203 155 329
Domestic interest payments 9 81 242 202 233 123 6l
Net lending 2/ 556 101 -17 -165 ~189 -75 21
Unspecified expenditures -13 -134 55 16 722 137 -40

{In percent of GDP)

Total expenditures 29.4 2.1 223 21.8 219 22.8 24.8
General public services 2.2 24 2.7 29 2.6 35 kA
Defence L5 12 1.5 1.4 17 2.0 27
Public order and safety zffairs 2. 1.7 15 1.2 1.0 1.1 1.7
Education 6.5 52 4.8 4.8 39 4.2 4.5
Health 3.7 32 29 29 2.3 2.6 25
Social security and welfare affairs 56 38 35 29 2.5 1.8 27

Social insurance 4.9 34 29 2.2 16 1.0 1.4

Social security . 0.6 0.4 06 0.7 0.9 0.8 1.4
Housing and community services 1.1 1.3 0.9 11 1.0 1.4 1.6
Recreational, eultural and religious activities 0.8 4.5 0.5 0.3 0.6 0.5 0.8
Agriculture, watcr resources, forestry 1.1 0.8 0.8 1.0 0.7 08 10
Mining and mineral resources 04 0.3 02 0.2 0.2 0.3 0.1
Transportation and communication 0.4 0.4 0.6 a7 11 09 1.0
Other ¢conomic affairs and services 03 0.1 0.6 0.2 18] 0.1 0.2
Other 38 1.t L8 1.7 4.1 3.7 28

(In percent of expenditure)

Total expenditures 100.0  100.0 1000 1000  t00.0 1000 160.0
General public services 7.6 10.8 12.2 13.2 12,0 153 12.3
Defence 5.0 5.6 6.8 6.4 7.6 8.9 10.9
Public order and safety affairs 7.0 7.8 6.9 55 43 48 7.0
Education 221 23.8 216 21.9 17.9 18.5 13.2
Health 124 14.3 13.0 13.3 10.6 1.4 10.2
Social security and welfare affairs 189 171 15.5 13.2 113 8.0 1.1

Social insurance 16.8 15.5 12.8 10.2 73 4.6 55

Sovial security 22 1.7 27 3.0 4.0 34 5.5
Housing and community services 18 5.7 4.0 5.0 44 6.2 6.3
Recreational, cultural and religious activities 27 24 2.1 25 2.8 2.2 3.1 -
Agriculture, water resources, forestry 16 38 35 4.7 34 33 4.2
Mining and minerai resources 1.3 11 1.0 0.9 0.9 1.1 0.6
Transportation and communication 1.5 20 26 3.1 5.0 38 4.0
Other economic affairs and services 1.0 0.7 27 0.7 0.4 0.4 0.7
Other 129 49 82 7.6 18.6 16.2 11.1

Memorandum #tems:

Public investment program © 61D 739 949 1,952 4,578 880 1,071
Nominal GDP 16,146 23,400 30,684 34,181 48,32] 9,181 11,857

Sources: Kyrgyz authorities; and Fund staff estimates,

1/ Inciudes special resources for functional categories starting in 1996,
2/ Inciudes loans to agriculture and loans from Turkey,
3/ Tatal expenditure does not include PIP,
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Table 51. Kyrgyz Republic: Social Fund Financial Accounts, 1995-2000

1995 1996 1997 1998 1999 2000
QI-Qi
Prel,

(In millions of soms)

Total revenues {not including bank deposits) 1,313.2 1,868.9 23693 25841 3,025.8 1,5508
Pension Fund 1,016.1 L6005  2,0719 22095 25058 13610
Total contribution and carvied over balance 905.0 1,014.7 1,507.9 1,705.1 2,017.3 1,153.0
Mandated transfer and dividends on shares (1] 104.3 117.8 160.4 188.5 102.0
Government subsidy 1111 293.0 446.2 3440 3600 106.0
Arrears collections 188.5 0.9 0.0
Social Insurance Fund : 154.6 2020 170.0 158.8 186.2 753
Empioyment Fund 1425 66.4 86.4 1014 133.1 624
Total contribution and carried over balance 51.9 664 264 1011 132.1 624
Government subsidy 90.6 .0 0.0 0.0 1.0 0.0
Medical Fund 41.0 1147 200.8 61.1
Expenditure 1,344.4 1,943 22896 24918 29575 14936
Pension Fund ) 1,199.8 17835  2,0664 22434 26881 1,372.6
Of which: Payment of arrears 31.2 794 8.0 165.2 56.6
Social Insurance Fund 109.4 105.8 137.6 1292 123.0 530
Employment Fund 35.2 59.0 76.4 88.3 733 316
Medical Fund 0.0 0.0 9.2 30.9 73.1 364
Surplus(+Mdeficit{-) (after government subsidy)
Pension Fund -183.7 -183.0 5.5 -33.9 -182.3 -11.6
Social Insurance Fund 45.2 96.2 324 29.6 63.2 223
Employment Fund 107.3 7.4 100 12.8 59.8 308
Medica! Fund 0.0 0.0 318 83.8 127.7 24.7
Carried-over grain stock 0.0 0.0 87.7 923 1239 66.4
Arrears (pew) -31.2 =794 -8.0 -165.2 -54.8 -101.1
{In percent of GDP)
Total revenues 8.1 8.0 77 7.6 6.3 26
Pension Fund 6.3 6.8 6.8 6.5 52 22
Total contribution and carried over balance 56 4.3 4.9 50 4.2 1.9
Mandated transfer 0.0 0.4 04 05 0.4 0.2
Government subsidy 0.7 1.3 1.5 L0 0.6 0.2
Arrears collections 0.0 0.8 0.0 0.0 0.0 0.0
Soacial Insurance Fund 1.0 0.9 0.6 0.5 0.4 0.1
Employment Fund 0.9 0.3 0.3 0.3 @3 0.1
Total contribution and carried over balance 0.3 0.3 0.3 0.3 0.3 0.t
Government subsidy 0.6 3.0 0.0 0.0 124] 0.0
Medical Fund 0.0 0.0 0.1 03 0.4 0.1
Expenditure B3 B3 7.5 7.3 6.1 25
Pension Fund 74 7.6 67 6.6 5.6 3
Of which: Payment of arrears 0.0 Q.1 063 0.0 03 0.1
Social Insurance Fund 07 Q.5 04 0.4 0.3 0.1
Employment Fund 0.2 0.3 0.2 0.3 02 0.1
Medical Fund 0.0 0.0 0.0 0.1 0.2 0.1
Pension Fund -1.1 -0.8 0.0 <01 0.4 0.0
Social Insurance Fund 0.3 0.4 0.1 ot 01 0.0
Employment Fund 0.7 0.0 a0 0.0 0.1 0.1
Medical Fund 0.0 0.0 0.1 0.2 03 0.0
Carried-aver grain stock 0.0 0.0 0.3 03 0.3 0.1
Arrears (new) -0.2 -0.3 0.0 -0.5 0.1 0.2

Memormandum item:
GDP {in millions of som) 16,143.6 23,399.7 30,6841 34,1814 48321.1 60,6145

Sources: Kyrgyz authorities; and Fund staff estimates.

1/ For 1997 expenditure estimates are derived from Social Fund estimates, They include payment of arvears of som
72 milliory as of March 1, 1997 an increase of average pensions by 16 percent alorg with a halving of payments
to working pensioners and a 1/3 decrease in agricultural pensions; a 20 percent increase of basic pensions beginning
July 1, 1957, and introduction of a medical insurance program funded by a 2 percent employer payroll tax. Monghly
paymients increase from som 136 million to som 156 million initially and to som 177 million at mid-year.
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Table 52. Kyrgyz Republic: Budgetary Expenditure Arrears. 1995-2000

{(In millions of soms; end-period stocks)

1995 1996 1997 1998 1999 2000

Ql

Prel.

Arrears of the Republican government 60.5 65.6 599 4118 421.6 766.2
Wages 19.2 5.6 99.0 20.7 0.0
Social Fund contributions 3.2 2.6 24.4 34 0.0
Pension supplements 0.0 0.0 0.0 0.0 0.0
Subsidies to the Social Fund 15.1 29.0 0.0 0.0 0.0
Allowances for poor families 10.0 17.7 98.3 10.9 28
Categorical grants 0.0 0.0 162.5 74.1 0.0
Extemal debt service 18.1 0.0 0.0 286.0 726.2
KyrgyzEnergo and other utility 5.0 27.6 26.5 372
Other 0.0 0.0 0.0
Aurears of the local povernments 152.6 110.0 91.1 3425 179.7 150.3
Wages 70.2 389 255 177.6 102.9 82.5
Social contributions 824 71.1 46.6 101.3 76.8 67.8
Pension supplements 0.0 0.0 0.0 0.0 0.0
Allowances for poor families 0.0 0.0 0.0 0.0 0.0
KyrgyzEnergo and other utility i5.0 63.6 0.0 0.0
Other 0.0 0.0 0.0
State government expenditure arrears 213.1 157.5 I51.0 5918 2412 190.3
Social Fund 89.0 149 78.0 54.8 932
Pensions 89.0 14.9 78.0 54.8 95.2
Other 0.0 0.0 0.0
General government expenditure arrears 302.0 157.5 1659 669.8 296.0 283.5

Source: Ministry of Finance,
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Table 53. Kyrgyz Republic: Tax Arrears, 1995-2000

(In millions of sems; end-period stocks)

STATISTICAL APPENDIX

1995 1996 1997 1998 1999 2000
QI QI
Prel. Prel.
Total tax arrears (stock, end-period) 136.1 208.9 509.6 453.4 3684 468.8 456.8
Income tax 0.0 0.0 6.1 19.3 214 25.2 20.2
Profit tax 242 39.5 3318 46.8 36.1 68.3 47.2
VAT 54.4 87.7 3738 244.1 190.9 2144 239.3
Excises 25.0 11.8 16.8 19.1 15.2 27.3 35.9
Emergency Fund 12.6 231 19.9 41.3 31.2 60.2 46.7
Road tax 4.5 10.4 36.6 16.4 i4.4 26.1 19.2
Land tax 9.2 147 21.3 552 44.2 30.7 32.2
Other 6.2 21.7 L3 15.2 15.0 16.6 16.1
Net Increase in total tax arrears (flow) 300.7 -56.3 -198.4 100.4 -12.0
New tax arrears 328.0 194.8 165.8 193.8 2429
Gross tax arrears reduction 273 251.1 364.2 93.4 2549
Memorandum items:
Tax offsets 552.1 916.7 867.1 1,336.5 9454 76.1 107.7
Tax collections 24231  2,967.9 3,847.3 4,866.5 59725 1,457.1 1,776.9
Tax offsets as percent of tax revenues 22.8 309 225 275 15.8 52 6.1 -

Source: Ministry of Finance.



Table 54. Kyrgyz Republic:

National Bank of Kyrgyz Republic (NBKR) Accounts, 1995-2000

{in millions of soms)

1995 1996 1997 1998 1999 2000
Dec, Dec. Dec. Mar. Jun. Sep. Dee. Mar. Jun. Sep. Dec. Mar. Jun.
Net foreign assets (NFA) -497.8 -301.1 386 4276 150.6 198.9 318.0 469.2 434.0 1,477.3 2,601.9 2,562.9 34199
Net international reserves <ML -188.1 489.3 536.8 264.7 251.2 3726 520.7 4982 1,540.0 2,664.6 2,625.0 34814
Claims on other BRO countries 1/ -386.7 -1119 -107.7 -109.2 -114.2 2523 -54.5 -51.4 -64.2 -62.7 “62.7 -62. 1 -61.4
Medium-term NBKR obligations -436.4 -748.1 -880.0 -982.4 -986.3 -1,139.3 -1,512.9 -1,737.8 -2,170.4 -2,2143 -2,3374 -2,519.8 -2,488.7
Net domestic assets (NDA) 2,9784 31,5825 3,567.5 3,7089 3,984.9 38574 4,472.7 44287 4,967.7 4,317.2 3,829.5 3,749.9 33221
Credit to central government, net 2,033.9 3,763.5 3,949.0 39722 4,123.4 4,220.4 4415.8 4,415.2 4,711.8 4,440.7 3,863.1 3,987.4 3,365.2
Direct credits 1,606.8 22063 1,938.8 1,938.8 1,9388 1,938.8 0.0 0.0 0.0 0.0 0.0 Q.0 0.0
Budget account deposits -58 -147.3 -19.6 -50.5 -49.6 -59.0 -53.1 -150.0 -168.7 -390.3 -1,154.3 -1,i25.5 -1476.7
Foreign loans counterpart funds 0.8 0.1 -200.1 <1755 -10.4 -50.7 -121.7 0.0 -6.6 -46.3 0.0 0.0 0.0
Government bonds 2/ 0.0 985.5 1,020.1 1,020.1 1,020.1 1,020.1 1,020.1 1,020.1 1,020.1 1,036.5 1,096.7 1,096.7 1,097.7
Treasury bills (actual vatue) 0.0 0.0 1.9 439.3 4394 461.6 2,396.2 2,163.1 2,080.7 2,080.7 2,080.7 2,080.7 1,853.2
Turkish loan onlending 4336 719.0 7879 799.9 785.2 907.0 1,204.5 1,383.5 1,7279 1,762.9 1,862.7 1,957.9 1,926.1
Credit to ather government, net -2 -6.5 0.0 0.0 0.0 0.0 0.n 0.0 0.0 0.0 0.0 0.0 0.0
Credit to banks 1,178.7 123.7 506 163.6 192.3 2259 3230 3923 349.9 289.9 269.4 509.6 501.8
Of which
EBRD credil line 2.8 291 20.5 163.5 1922 2259 2952 3426 4128 3929 433.7 468.7 453.7
Other items, net -232.2 -298.2 -472.0 -426.9 -330.8 -548.9 -66.0 -378.8 -94.1 -213.4 -303.0 -747.0 -544.9
f which .
Reverse repos 0.0 0.0 -183.2 -58.4 =247 -93.6 -31.7 -114.3 “78.7 -155.0 -226.1 -345.4 -2605 —
[0
Reserve money 2,0442 2,533.3 3,069.1 3.147.0 3,149.2 2,9570 32778 3,160.2 3,231.3 3,780.1 4,043.9 3,793.1 42534
Currency in circulation 1,963.2 2,439.0 2,741.8 2,806.4 27751 2,629.7 2,930.0 29138 3.0458 3,591.4 3,7320 3,521.4 3,945.4 '
Bank deposits 81.0 94.4 3273 340.7 3741 327.3 347.8 2463 185.5 188.7 3119 271.6 3079
Memorandum items:
NIR {in U.S. dollars) 24 -11.3 28.2 29.7 138 11.2 12.7 15.4 1.8 358 58.7 55.0 1
Velocity (quarterly} 72 9.1 8.4 5.0 56 10.0 88 56 6.5 13.2 1.1 6.1 6.9 3/
Annual growth rate of;
Broad meney 76.7 229 25.4 17.2 339
Reserve money 914 239 211 6.3 239
Credit to the economy 43 -2.9 19.9 e
Money multiplier 1.3 1.3 1.4 1.4 1.5 L6 1.5 1.7 1.7 1.7 L6 L7 16
Share of currency in broad money T3 7.8 639 60,0 56.9 53.8 576 538 53.1 54.1 54.4 52.5 54.7
Foreign currency deposits/total deposits 27.2 420 42,6 390 371 43.2 558 59.4 63.0 63.5 64.4 62.2 59
Exchenge rate i1.2 16.7 17.4 18.1 19.2 224 204 337 42,1 43.0 45.4 47.8 46.9

Sources: National Bank of the Kyrgyz Republic; and Fund staff estimates,

1/ From Drecember 1996 onwards, incorporates a revaluation of claims and lizbilities vis-a-vis other CIS countries .

2/ From December 1996 onwards, reflects the acquisition of government honds by the NBKR as part of the restructuting of the financial sector, leading to a corresponding reduction in credit to the cconomy.
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(In mitlions of soms)

Table 55. Kyrgyz Republic: Monetary Survey, 1995-2000

1995 1996 1997 1698 1999 2000
Dec. Dec. Dec Mar, Jun. Sep. Dec. Mar. Jun. Sep. Dec Mar. Jun.
Net foreign assets (INFA) -490.4 -38.6 749.4 7583 3951 369.5 576.3 919.5 863.6 2,1632 3,236.8 3,275.7 4,231.6
Mediutn-term NBKR obligations -436.4 -748.1 -880.0 -089.4 -986.3  -1,1393  -1,5129 -1,737.8  -2,1704 22143 -2,387.4 -2,519.8 -2,488.7
Net domestic assets (NDA) 3,645.3 4,1274 43188 4,775.3 5,312.7 54745 5,846.7 6,038.2 6,821.8 6,446.2 57252 56262 5,146.7
Credit to central government, net 2,174.1 3,925.7 42428 4,414.7 4,647.7 46702 4,548.8 4,679.7 5,000.9 4,541.2 3,949,1 4,061.1 3,543.9
Credit from the NBKR 1/ 2,033.9 3,763.5 3,949.0 39722 4,123.4 4,220.4 44158 4,415.2 4,711.8 4,440.7 3,863.1 39874 33652
Credit from commercial banks 140.2 162.2 293.9 442.6 5243 449.8 133.1 264.5 289.0 100.5 86.0 737 178.7
Credit to other government, net -60.7 -27.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Credit to rest of the economy 1/ 1,948.7 873.8 1,047.3 1,337.6 1,585.1 1,783.1 1,803.7 2,071.9 2,386.0 2,450.5 2,4459 24934 23924
Other items, net 4178 -6444 -971.3 -977.0 -920.1 -978.8 -505.9 -713.4 -565.1 -545.5 -669.8 -928.3 -789.6
Broad money 2,718.5 3,340.8 4,188.3 4,545.2 4,721.5 4,704.8 4,910.0 52199 55150 6,335.0 6,574.5 6,382.1 6,889.6
Currency outside banks 1,937.6 2,398.0 26717 2,726.0 2,6854 2,529.8 2,829.2 2,810.1 29275 34288 3,5784 1,347.6 3,7170.2
Deposits 780.8 942.8 1,510.6 1,819.2 2,036.2 2,175.0 2,080.8 2,400.8 2,587.5 2,906.3 2,996.1 3,0346 31194

Of which

Foreign currency deposits 212.0 3957 64313 710.0 755.2 9399 1,163.0 1,432.7 1,629.3 1,844.1 1,824.8 1,888.8 1,834.5

Sources: National Bank of the Kyrgyz Republic; and Fund staff estimates and projections.

1/ From December 1996 onwards, reflects the acquisition of government bonds by the NBKR as part of the restructuring of the financial sector, leading to a corresponding reduction in credit to the economy.
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Table 56. Kyrgyz Republic: Key Central Bank Interest Rates, 1996-2000
(In percent unless stated otherwise)

Prime interest rate 3-month Lombard rate Reverse repo rate Repo rate Reserve requirement Penalty rate for
{End-of-period) 1/ Treasury Bill rate (End-of-period) 3/ (End-of-period) 4/ (End-of-period) 5/ rate {(RR) &/ RR non-compliance 7/
(Weighted average) 2/
1996
March 6.2 a5.5 412 - - 15.0 426
June 36.7 34.0 41.7 - -- 13.5 40.8
September 40.0 54.2 45.0 - - 13.5 650
December 45.9 523 51.0 - - 15.0 62.8
1997
March 45.1 45,1 54.2 - - 200 54.2
June 259 259 3t 25.0 - 200 363
September 29.6 29.6 5.6 43.6 3%.4 20.0 1.5
December 235 235 282 216 - 200 329
1998
March 24.5 245 294 21.5 - 200 26.5
June 50.0 41.5 60.0 50.0 60.0 20.0 100.0
Septemnber 50.0 58.9 70.0 65.0 - 0.0 140.0
December 329 329 90.9 650 - 20,0 128.1
1999
March 320 32.0 320 23.0 -- 200 90.6
June 45.8 45.8 628 490 - 200 199.7
Septernber 54.2 54.2 542 339 54.5 20.0 166.0
December 55.1 551 62.4 560 - 200 [72.2
2000
March 421 42,1 42.1 39.0 - 20.0 127.1
June 139 156 139 - - 20.0 57.9

Sources: National Bank of the Kyrgyz Republic; and Fund seaff estimates and projections. )

1/ Rate at which the NBKR lends to commercial banks. Until December 1996, NBKR credit auction rate. Starting January 1997, afier the abolition of credit auctions, equal to 3-month Treasury Bill rate i
in the primary market. Since June 1998, set independently by NBKR Board of Directors. Since December 1998 again equal to the 3-month Treasury bill rate.

2/ Weighted average annual rate on 3-month Treasury Bills in the primary market.

3/ Rate at which the NBKR extends collateralized short-tetm liquidity loans to banks. From December 1998 Lombard facility is an avernight facility.

4/ Rate at which the NBKR sells government securitics to commercial banks to mop up liguidity.

5/ Rate at which the NBKR purchases government securities from commersial banks to riop up liquidity.

&/ Required reserves on deposits in national and foreign curvency to be held by commercial banks on accounts with the NBKE,

7 Untit March 1997, penalty rate for non-compliance was 1.2 {imes the 3-month Treasury Bili raie in the primary market at the end of the reporting period. Between April 1997 and July 1998, penalty
tate was raised to 1.4 times that Treasury Bill rate. Beginning August 1998, penalty rate was raised to 2 times the Lombard rate, and beginning November 17, 1998, to three times the Lombard rate.
As of Brecember I, 1998, the penalty rate was set at three times the prime interest rate.

i X4
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Table 57. Kyrgyz Republic: Interest Rates Developments, 1996-2000 1/
{(In percent)

-124 -

STATISTICAL APPENDIX

Credits Commercial deposits Retail deposits 3-month

US.dollars  Soms2/  US.dollars Soms2/  U.S. dollars Soms Treasury

Bills 3/
1996 March 71.63 18.07 19.62 29.69 42.10
June 68.79 31.49 18.80 31.17 41.15
September . 57.35 e 34.39 18.38 36.49 58.69
December 40.87 65.02 15.00 36.73 14.71 25.06 56.99
1997 March 69.61 70.49 18.59 38.26 12.87 40.85 63.78
June 53.58 57.91 9.08 3378 11.03 19.77 3332
Septernber 50.40 59.90 23.72 36.10 6.19 23.14 36.34
December 2746 49.40 5.00 39.60 5.10 31.38 29.83
1998 March 37.70 52.08 0.00 24.06 5.02 34.20 29.42
June 39.46 55.65 0.00 32.11 14.89 27.98 39.33
September 46.35 67.77 17.37 26.66 12.61 37.55 76.48
December 43.61 73.44 18.15 47.50 11.52 64.10 72.03
1999 March 3576 56.00 19.14 26.88 5.76 29.55 31.83
June 19.12 51.77 17.71 23.50 5.23 2543 56.95
September 35.84 66.73 16.98 22.48 2.67 12.48 54.57
December 37.01 60.86 9.68 29.67 2.29 20,67 55.57
2000 March 33.98 56.17 8.89 27.84 1.70 16.54 42.11
June 3751 71.21 8.40 24.81 0.87 12.62 15.58

Source: National Bank of the Kyrgyz Republic.

1/ Rates refer to new credits and deposits exiended during the rmonth.
2/ Weighted average annual rate on new loans in som granted for a period of 1-3 months to all sectors.
3/ Weighted average annual rate on 3-month Treasury Bills in the primary market.
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Table 58. Kyrgyz Republic: Developrment of Foreign Exchange Auctions and Interbank Market, 1996-2000
(In millions of U.S. dollars unless stated otherwise)

Volume of Volume of Of which: Total Volume of NBXKR Sor per LS. dollar 1
NBKR sales to NBKR sales 10 Volume of Volume of volume of purchases in Average End-of-period
Central Treasury privaie segtor NBKR sales in NBKR sales in NBKR sales interbank market
auctions interbank markst
M @=3)+4) (3) @ SF(H2) ()

1996 16.3 105.4 104.0 1.4 121.7 8.1 12.8 16.7
January 0.2 17.1 17.1 0.8 17.2 0.5 1.2 1.3
February 28 123 10.9 1.4 15.1 0.5 11.3 114
March 1.7 9.2 92 0.0 10.9 0.5 1.4 114
April 2.5 10.5 10.5 0.0 3.0 0.2 1.6 117
May [th) 6.2 6.2 0.0 6.7 ol 2.1 12.0
June 1.8 57 3.7 G.0 7.5 Q.7 12.3 122
July 0.9 54 54 0.0 6.2 19 122 12.3
August 20 62 6.2 0.0 8.2 2.} 12.2 122
September 1.1 4.1 4.1 0.0 52 0.5 128 133
Cetober 212 7.5 7.5 0.0 97 0.0 .0 15.4
November 0.2 13.7 13.7 0.0 139 0.0 15.8 16.9
December 0.4 7.5 7.5 0.0 1.9 1.3 16.8 16,7

1997 28.1 46.5 46.5 0.0 746 4.4 17.4 17.4
January 1.8 8.0 B.O 0.0 98 0.6 17.0 17.1
February 0.8 43 43 0.0 51 0.2 15,9 17.3
March 37 39 39 2.0 7.6 0.6 176 176
April 23 32 32 0.0 55 0.5 17.9 7.9
May 0.8 3l 3.1 0.0 39 0.9 17.9 17.8
June 59 26 28 0.0 8.3 0.1 17.3 17.4
July 23 43 4.3 0.0 65 0.0 17.3 17.3
August 24 337 3.7 0.0 6.2 0.0 17.3 17.2
September £9 34 3.4 00 53 0.7 175 174
October 0.7 1.7 L7 0.0 24 0.4 17.2 17.0
November 26 4.5 4.5 0.0 7.1 0.0 17.2 174
December 26 4.0 4.0 00 6.7 4.5 174 17.4

1998 2.0 51.0 154 356 79.1 4.8 21.0 254
Jarwary 21 6.3 6.3 0.0 B4 00 17.7 18.0
February 19 1.3 13 0.0 32 0.0 177 17.6
March i8 1.1 L1l 0.0 2.9 0.0 150 18.1
April 1.3 26 2.6 0.0 33 0.0 183 15.8
May 37 35 35 0.0 72 0.0 1935 20.2
June 6.1 1.0 &7 03 7.1 2.1 19.5 19.2
Juiy I/ 0.6 4.6 c.o 4.6 52 G.1 194 15.5
August 27 11.0 0.0 110 13.7 c.o 19.7 20,2
September 0.6 99 0.e 99 10.5 0.1 213 224
October L4 55 0.0 55 6.9 0.0 234 24.9
Movember 0.6 30 2.0 30 36 0.3 28.0 28.9
December 5.4 1.4 0.0 L4 6.8 22 243 294

1995 19.5 336 0.0 336 531 109 392 453
January 1.5 6.7 0.0 6.7 83 0.0 301 30.4
February 0.6 (e 0.0 0.0 0.6 43 30.7 33.8
Mazch (%3 1.2 6.0 12 20 1.2 322 304
April 2.3 39 0.0 39 6.2 0o 370 385
May 04 37 0.0 37 4.1 0.0 41.2 432~
June 2.1 Hi 0.0 L0 31 0.0 422 41.2
July 2/ L3 0.0 00 0.0 13 03 398 4.5
August 09 7.4 0.0 74 83 0.0 417 425
September L6 1.3 0.0 1.3 29 0.5 42.3 4238
October 12 0.4 0.0 0.4 L6 26 428 430
November 1.4 6.2 0.0 62 7.6 0.1 44.4 459
December - 52 1.7 0.0 L7 69 1.9 45.8 453

2000 76 2.0 0.0 12.0 19.6 20 473 480
Jarwsary 0.5 53 oo 53 58 0.3 46.6 46.7
February 14 27 0.0 2.7 4.1 03 470 474
March 1.8 12 0.0 2z 4.0 0.8 47.6 9.7
Apri} 39 1.8 0.0 L8 53 0.0 419 48.0
May 24 23 0.0 23 4.7 03 48.1 483
Tune 2.6 0.1 0.0 18 27 24 7.6 i 474

Sources: National Bank of the Kyrgyz Republic; and Fund staff estimates,

1/ Before July 1998 based on NBKR foreign exchange auctions; from July 1998 based on interbank market transactions, As of July 1998, foreign exchange auctions were abolished.
Since then, the NBKR has participated in the foreign exchange interbank market,



Table 59, Kyrgyz Republic: Stock of Quistanding Government Securities, 1996-2000

(In miliiens of som, end-of-period)

Total NBKR Commercial Banks Qther residents Non-residents
Gs0s 1/ Treasury Bills KOs 2/ Total Treasury Bills KOs2/  Total Treasury Bills KOs2/  Total Treasury Bills Total
Nominal  Actual Nominal  Actual Nominal  Actual Nominal  Actual
1996
December L1855 0.0 0.0 0.0 985.5 985.5 151.3 1234 220 1733 26,7 21.7 0.0 26,7 0.0 0.0 0.0
1997
March 1,331.8 0.0 0.0 0.0 1,002.0 1,0020 158.1 1249 121.5 2796 50.2 39.7 0.0 50.2 0.0 0.0 0.0
June 1,469.4 0.0 758 69.0 1L017.7  1,0934 185.4 150.2 119.8 305.2 350 44.6 240 57.0 1.8 11.2 13.8
September 18758 408.1 0.0 0.0 1,020.1 14281 204.7 167.9 139.5 3a4.2 339 320 2.0 409 62.6 51.8 62.6
December 1.948.4 440.8 00 0.0 1,020.1 14609 214.1 172.8 1344 1434 35.5 28.6 1.8 373 101.8 82.2 Q1.8
1998
March 2,163.0 440.8 0.0 0.0 1,020.1 1.460.9 414.9 339.6 127.2 542.0 43.0 5.2 18 44.8 115.2 943 115.2
June 22659 440.8 0.0 0.0 1,020.1 14609 4909 396.2 127.2 6181 60.6 489 1.8 62.4 124.5 100.5 1245
September 22170 440.8 26.0 22.5 1,020.1 14868 365.9 316.8 1289 4949 1195 103.5 372 1568 785 68.0 78.5
December 3,954.1 2,379.6 223 16.5 1,020.1 34220 259.6 192.8 1272 386.7 121.9 90.5 89 [3038 146 10.8 14.6
1999
March 3,601.0 2,162.6 0.7 0.5 1,020.1 3,183.3 j65.2 1248 130.7 299.9 112.5 830 54 1178 0.0 0.0 0.0
June 3,409.0 2,080.7 0.0 0.0 1,020.1 31008 86.6 65.4 13,7 2173 85.6 64.7 54 91.0 0.0 0.0 0.0
September 3,391.0 2,080.7 0.0 0.0 L0365 3,117.2 97.2 719 1i4.3 2115 57.0 45.7 5.4 623 0.0 0 0.0
December 33%.06 2,080.7 0.0 0.0 1,096.7 3,177.4 115.2 054 46.9 162.1 49,7 41.2 5.4 551 0.0 0.0 0.0
2000
March 3,658.4 2,080.7 0.0 0.0 1,096.7 31774 93.0 9 2183 3113 40.5 340 1292  169.8 0.0 0.0 0.0
June 34732 1,853.2 0.0 0.0 11489 3,002.1 147.0 125.7 1483 2953 50.9 43.5 1250 1759 0.0 0.0 G.0

Source: National Bank of the Kyrpyz Republic.

1/ G50s are non-interest bearing securities issued to securitize previousty exiended direct NBKR credit to the government and provide the NBKR with a stock of government securities to conduc
2/ Medium - to long-term govemnment bonds.
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Table 60. Kyrgyz Republic: Composition of Credits and Deposits to the Economy by Sector, Maturity, Currency, and Bank, 1996-2000

1996 1997 1998 1999 2000
Dec. Mar. Jun. Sep. Dec. Mar. Jun.  Sep.  Dec. Mar. Jun,  Sep.  Dec, Mar. Jun.
Composition of crediis (In percent of total credits)
1. By sector: 190.0 100.0 1000 1000 100.0  I0O.0 1000 1000 100.0 1000 1000 1000 1000 1000  100.0
Industry 5.3 6.7 7.1 58 5.9 4.9 B9 6.9 7.4 6.9 9.3 15.4 13.8 17.9 17.6
Agriculture 1.6 L6 13 L5 0.9 1.0 1o 1.0 0.8 0.9 1.2 11 1.9 18 18
Trade 222 22 21 19.6 16.1 16.5 432 424 330 442 249 250 240 212 16.9
Construction 9 4.7 29 2.8 25 2.8 53 58 13.7 6.1 6.6 59 1.5 5.7 56
Private citizens 18.8 369 296 171 20.1 16.8 17.1 16.2 159 145 203 21.1 204 205 221
Other 480 279 380 532 546 580 245 278 202 268 376 317 324 33.0 360
1. By maturity; 100.0 1000 1000 1000 100.0 1000 1000 1000 100.0 1000 1000 1000 100.0 130.0 1000
less than 1 month 42 0.3 0.7 26 2.8 1.4 4.0 4.7 .0 1.1 37 4.0 24 29 1.8
1 month to < 3 months 19.8 14.3 i0.4 7.8 10.0 0.2 9.4 71 7.6 7.8 10.5 114 10.7 123 11.9
3 months to < 6 months 44.1 504 269 556 588 525 283 442 343 458 284 27.8 326 270 280
6 manths to < 12 months 10.4 148 423 123 13.6 183 354 193 214 180 228 249 233 272 283
1 year 1o <5 years 20.1 186 15.5 14.4 14.5 17.4 187 245 345 273 2935 276 301 294 281
more than 5 years 14 1.6 42 314 0.3 0.2 a2 0.1 0.1 0.1 0.1 4.4 1.4 1.2 20
1. By currency: 100.0 100,06 1000 100.0 1000 1000 100.0  106.0 000 100.6  100.0 10G.0 1000 1000 100.0
National currency 61.4 552 332 467 476 445 464 432 290 238 317 30.1 292 298 327
Foreign currency 38.6 448 468 534 524 55.5 536 568 710 762 683 69.9 708 702 673
IV. By bank:
Most active bank 271 298 311 376 362 36.6 355 307 277 33.9 18.1 22.7 194 200 19.5
Four most active banks 62.8 635 4664 707 643 65.8  64.1 633 587 620 544 573 529 590 361
Composition of deposits (in percent of total deposits)

I. By depositor 100.0 100.0 100.0 1000 1000 1000 1000 1000  100.0 100.0  106.0 1000 100.0 100.0 1000
Legal entities 615 63.9 646 558 489 456 425 422 459 43 533 61.7 614 600 330
Individuzls 325 36.1 354 442 51.1 544 573 578 54,0 557 447 383 386 40.1 40.9
I1. By maturity: 100.0 1000 1000 1000 1000 1000 1000 1000 1000 100.0  100.0 1000 1000 100.0  100.0
less than 1 month 69.5 68.0 62.4 59.7 SB.1 52.4 47.4 434 48.1 56.2 59.6 62.5 586 58.8 827
1 month to < 3 months 9.0 62 8.1 8.4 70 6.5 44 7.9 16.7 229 12.4 5.8 8.0 27 7.3
3 months to < 6 months . 13.8 134 230 275 28.0 276 3.6 334 284 159 209 211 234 16.8 16.0
6 months to < 12 months 6.7 6.3 53 36 6.2 81 82 33 6.5 4.7 1.0 6.4 9.8 14.0 13.0
¥ year to <5 years L1 1.1 2 0.9 07 53 24 7.1 4.3 0.3 0.1 03 0.2 Q.7 1.0
more than 5 years
1. By currency 100.0 1000 100.C 1000 100.0 1000 1000 1000 1000 1000 1000 1000 100.0 100.c  100.0
National currency 580 575 622 609 582 6l.6 634 572 447 410 454 49 461 459 477
Foreign currency 42.0 425 378 391 41.8 384 366 428 553 590 547 551 53.9 541 523
IV, By bank:
Most active bank 14.2 14.1 154 185 17.6 243 260 228 174 14.3 i4.1 229 17.6 21 16.9
Four most active banks 63.0 569 598 606 582 598 603 617 576 533 451 522 506 558 513

Sources: National Bank of the Kyrgyz Republic; and Fund staff estimates.
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Table 61. Kyrgyz Republic: Privatization by Sector and Type of Property, 1995-2000

1995 1996 1997 1998 1999 2000
QI

) {Numbers of enterprises sold; curnulative;end-of-period)
Privatization by sector

Industry 462 483 531 527 331 531
Consumer services 1,899 1,913 1,917 1,932 1,934 1,934
Nonproductive sphere 416 428 434 453 493 506
Trade and catering 1,801 1,887 1,834 1,891 1,896 1,901
Agriculiure 342 343 354 356 359 360
Construction 390 413 418 420 425 427
Transport 136 141 154 163 165 165
Other branches 449 596 673 781 871 887
Total 1/ 5,895 6,204 6,375 6,523 6,679 6,711
Privatization by type
Conversion to joint stock company e 1,650 1,669 1,673
Rented to subsequently purchase 106 115 119
Sale through commercial competition 1,192 1,197 1,197
Conversion to limited joint stock company 206 212 213
Sale to private parties and workers' collectives 2.883 2,989 3,009
Auctioned ‘e - e 486 497 500
(Number of workers)
Employment in privatized enterprises, by sector
Industry 147 144 138 154
Consumer services 12 10 10 10
Nonproductive sphere 36 27 29 36
Trade and catering 94 141 170 176
Agriculture 738 747 785 310
Construction 48 49 49 45
Transport 32 42 43 45
Total 1/ 1,125 1,197 1,253 1,705

Source: State Property Fund,

1/ Excluding privatized housing.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

