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Chapter 1 
Introduction: The Kyrgyz Economy 
at the Crossroads
Hal Hill, Takashi Yamano, and Edimon Ginting

1.1.	 Introduction and Overview 

One of the world’s leading authorities on transition economies recently 
observed that “the move from a centrally planned economy to a market 
economy is more complex than often assumed. A wide variety of 

institutions must be created—often from scratch—when a country transitions 
from a command system to a market system. The managers of these new 
institutions must also learn to operate in a very different way than in the old 
system, and that can take time” (Perkins 2018).

This observation is highly relevant in any evaluation of the Kyrgyz 
Republic’s economic development. The Kyrgyz Republic1 has managed the 
transition from a republic in the former Soviet Union to an independent  
nation-state. After independence from the Soviet Union, the Kyrgyz Republic  
has not only survived as a nation-state with its territorial integrity intact,  
it has also developed a parliamentary system with a full set of national  
institutions. Indeed, on most comparative indicators it is regarded as the most 
open economy and society among the former Soviet republics in Central Asia. 

During the first half of the 1990s, the Kyrgyz economy experienced a 
catastrophic decline, with real gross domestic product (GDP) estimated to have 
fallen by almost 50%, one of the sharpest contractions both in Central Asia and 
among the other former Soviet republics. After a quarter century, per capita 

1	 At the time of independence, the country was known as the Republic of Kyrgyzstan; while in May 1993 
the country’s official name was changed to the Kyrgyz Republic. Throughout this chapter the term 
“Kyrgyz Republic” is used to refer to the country since its independence, and “Kirgizia” is used to refer 
to the country prior to its independence. 

















similar to that of Kazakhstan (although the latter pulled away during the 21st 
century oil boom), and larger than that of Uzbekistan. But the Kyrgyz Republic’s 
decline was smaller than that of other “stan” states.

Growth has been volatile, reflecting the effects of exogenous shocks in 
a small and open economy, and of domestic events. For example, a banking 
crisis in 1998–1999 explains the dip in growth at that time. The Kumtor gold 
mine commenced operations in 1997 and it provided an immediate economic 
boost. During 1997–2009, the mine generated 7%–10% of the country’s GDP. 
Its temporary closure in 2002 is the main reason for the low economic growth 
in that year. The country’s two major political crises in 2005 and 2010 explain 
the low growth in both these years. The commodity-driven Russian economic 
boom for the decade through to 2014, and the subsequent recession, spilled over 
positively and then negatively to the Kyrgyz Republic through export demand, 
remittances, tourism, and other channels.

As explained by Pomfret (2019), the national accounts need to be 
interpreted with caution, particularly in the 1990s, owing to (1) diminished 
public sector capacity, and  (2) the transition from Soviet-era statistical concepts, 
with its distorted set of prices and its understatement of service sector output. 
Moreover, the estimation of reliable national accounts statistics throughout 
this period has been complicated by four additional factors: the large informal 

Figure 1.1:  Economic Growth, 1991–2018

GDP = gross domestic product, GNI = gross national income.
Sources: ADB (2007); ADB (2018); NSC. http://www.stat.kg/en/statistics/nacionalnye-schema 

(accessed April 2019); World Bank. WDI. 
https://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
(accessed April 2019).
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the Som/$ exchange rate presents an incomplete picture of the exchange rate 
regime: continuing nominal depreciations have been necessary to restore 
international competitiveness.

The Kyrgyz Republic has run twin deficits throughout its independent 
history, and earlier, in the Soviet era, through net transfers from Moscow. As 
Figure 1.6 shows, the current account deficits have been very large, frequently 
in excess of 10% of GDP. These deficits have been financed principally through  
ODA, FDI, and other long-term capital inflows. In turn, the balance-of-trade 
deficit has been larger still, much of it financed by remittances. Summary snapshot 
balance-of-payments data are presented in Table 1.2. Chapter 2 examines the 
various components of the balance of payments and their drivers in more detail.

All of the ODA and a sizable proportion of the long-term capital flows 
have been used to finance the government’s large fiscal deficits. Both the 
current account and fiscal deficits have generally been sustainable owing to 
the long-term nature of these capital flows and the highly concessional nature 
of ODA. The Russian Federation and western partners have on occasion 
granted debt forgiveness. As a result, for most of this century public debt has 
remained within the Maastricht guidelines, partially adopted by successive 
Kyrgyz administrations, that it not exceed 60% of GDP. Almost all public debt 
is external, and all of it is foreign-currency denominated. There is also rising 

Figure 1.6:  Fiscal Balance and Current Account Balance (% of GDP)

GDP = gross domestic product.
Sources: ADB (2007); ADB (2018); and NSC. http://www.stat.kg/en/statistics/nacionalnye-scheta/ 

(accessed April 2019).

–25 

–20 

–15 

–10 

–5 

0 

5 

19
93

19
98

20
03

20
08

20
13

19
94

19
99

20
04

20
09

20
14

19
95

20
00

20
05

20
10

20
15

19
96

20
01

20
06 20
11

20
16

19
97

20
02

20
07

20
12

20
17

20
18

Fiscal Balance Current Account Balance 

Kyrgyz Republic: Improving Growth Potential

16

























Asian economies, with which the Kyrgyz Republic has considerable potential 
complementarities, remain minuscule.

The way forward will involve both strategic initiatives to develop closer 
commercial relations with the PRC and a focus on supply-side issues. As 
shown in Chapter 7, transport and logistics costs remain high, although these 
are declining, at least on the PRC side of the border, as the latter proceeds 
with its massive investments in all forms of transport. The proposed major 
railway corridor through the Kyrgyz Republic, connecting the PRC to the east 
and Uzbekistan to the west, are under ongoing discussions between relevant 
stakeholders.

With regard to supply-side issues, the Kyrgyz Republic’s agricultural 
export potential is limited by food safety and standards issues (see Chapter 3), 
which will need to be resolved before the country can successfully penetrate 
markets beyond the EEU. For example, dairy and meat products encounter these 
barriers, reportedly owing to animal disease and hygiene issues. Horticultural 
products have to resolve sanitary and phytosanitary and standards issues. Such 
technical issues can be resolved with foreign technical support and joint venture 
operations with investors from export destination markets. The many small and 
dispersed producers, some highly inaccessible, require adaptable and flexible 
agricultural extension services and trade networks.

The government has been developing responses to these challenges, 
including the 2017 Food Safety Law and the Dairy Development Program. 
Traceability mechanisms are being instituted. Inspection procedures are being 
streamlined, with the 2017 Law reducing the number of agencies from 22 to 11. 
For high-value perishable food products, expensive air freight remains a problem, 
while direct flights to the EU are not yet available.

The Kyrgyz Republic and the Eurasian Economic Union 

As noted, the Kyrgyz Republic liberalized its economy and opened its borders 
faster than any other Central Asian economy (see Chapter 2 and Pomfret [2019],  
and chapters 7 and 10). It was also the first former Soviet republic to join the World 
Trade Organization (WTO), in July 1998. In addition to the WTO, the Kyrgyz 
Republic’s principal international commercial commitment is its membership in 
the EEU. The EEU, which also comprises Armenia, Belarus, Kazakhstan, and the 
Russian Federation, is a WTO-compliant customs union, in principle analogous 
to the EU. It stipulates free trade in goods and services as well as unrestricted 
capital and labor mobility inside a common external customs zone. However, 
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Tables 1.3 and 1.4 compare the Kyrgyz Republic’s socioeconomic indicators 
with those of the five comparator countries at the end of the Soviet era and most 
recently.24   Here also the 1990 data are approximate and need to be treated with 
caution. The legacy of the Soviet era and the Kyrgyz Republic’s relatively low 
inequality are clearly evident in 1990. The years of schooling indicator is more typical 
of an upper-middle-income country, while life expectancy and even infant mortality 
are at middle-income standards for that era. The gender disparities are also quite 
mild. The Kyrgyz Republic compares favorably with its neighbors and is well ahead 
of the Lao PDR. Its Human Development Index ranking approximates that of its 
GDP per capita, when the sharp economic decline had set in.

In spite of its indifferent economic performance since the 1990s, the 
Kyrgyz Republic’s social indicators remain relatively good (Table 1.4). Its years 
of schooling now approximate upper-middle-income norms and the gender gap 
has virtually disappeared. They are broadly similar to its richer neighbors, and 
well ahead of the Lao PDR. Life expectancy has increased slightly, in line with 
its neighbors. Infant mortality is now about one-third of that in the early 1990s, 
the second lowest among the six, and reflecting the country’s comparatively 

24	 Although there are data limitations in all the comparative analyses, reflecting its more open society, 
the Kyrgyz Republic’s socioeconomic statistics are considered among the region’s best. See also 
Pomfret (2019, Tables 2.1, 2.2, and 2.8) for analyses of a similar set of comparative socioeconomic 
statistics.

Figure 1.11:  Poverty and Inequality (%)

Note: Poverty headcount is at 2011 purchasing power parity dollars.
Source: World Bank. WDI. https://databank.worldbank.org/data/reports.aspx?source=world-development-

indicators (accessed April 2019).
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for intertemporal analysis that the magnitude of reporting errors remains  
constant, for two reasons. First, the share of informal trade and remittances as 
well as the rate of actual implementation of approved investment projects varies 
over time. Second, the procedures followed by the data recording and compiling 
agencies to deal with informal trade and remittances seem to have changed from 
time to time. For the latter reason, in some cases it takes several years (not just 
1–2 years, as in countries with mature data reporting systems) for some data 
series to be settled.

The chapter begins with a review of the reform process and market-
enhancing policies and the incentive structure, with emphasis on the  
incomplete reform agenda. The next section provides an overview of the 
country’s external payments situation to set the context for the ensuing  
analysis. This is followed by the three core sections, each dealing with reform 
outcomes and further reform imperatives relating to trade, FDI, and labor  
migration. The chapter concludes with a summary of key findings and policy 
inferences. 

2.2.	 Reforms and the Incentive Structure

Trade policy

Among the Soviet republics that became independent with the dissolution of the 
Soviet Union on 25 December 1991, the Kyrgyz Republic stands out for embarking 
on a path of liberalization and global economic integration at an early stage of the 
transition process. In 1993, the country signed a bilateral cooperation agreement 
with the United States that paved the way for extensive international assistance. 
The reform process received strong support from international institutions such 
as the Asian Development Bank, International Monetary Fund, World Bank, 
other international development organizations, and major bilateral donors.

State monopolies on foreign trade were eliminated, import licensing 
requirements were lifted, and tariff reforms were initiated within the first 5 years. 
To complement trade opening, practically all price controls on domestic trade 
were removed, apart from public transport, electricity, and municipal services 
and in July 1998, it became the first among the Soviet successor states to accede 
to the World Trade Organization (WTO).1 Trade liberalization and currency 

1	 The Russian Federation became a WTO member in 2012. Among the Central Asian countries, 
Kazakhstan and Tajikistan acceded to the WTO in 2013 and 2015, respectively.  Turkmenistan and 
Uzbekistan are still not WTO members.
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Final Bound Rates Applied Rates
Product Groupa Average Duty-Free Maximum Average Duty-Free Maximum
Animal products 17.1 8.7 95.0 15.0 19.0 55.0
Dairy products 14.4 0.0 15.0 14.9 0.0 18.0
Fruit, vegetables, plants 8.1 0.2 13.0 8.2 4.8 20.0
Coffee, tea 5.4 4.2 20.0 5.4 20.8 3.0
Cereals and preparations 9.6 1.9 15.0 9.4 4.0 20.0
Oil seeds, fats, and oils 5.6 32.0 60.0 6.6 19.1 15.0
Sugar and confectionary 10.2 0.0 233.0 11.1 0.0 54.0
Beverages and tobacco 20.5 2.1 0.0 21.7 4.4 233.0
Cotton 0.0 100.0 10.0 0.0 100.0 0.0
Other agricultural products 5.3 0.8 14.0 4.8 7.4 10.0
Fish and fish products 0.8 88.6 15.0 7.2 4.5 30.0
Minerals and metals 7.0 0.4 5.0 7.6 6.8 17.0
Petroleum 5.0 0.0 12.0 4.4 12.7 5.0
Chemicals 4.7 9.1 15.0 5.0 8.7 13.0
Wood, paper, etc. 5.0 37.6 15.0 8.2 6.4 16.0
Textiles 7.4 0.2 24.0 8.0 0.6 20.0
Clothing 8.9 0.0 15.0 9.1 0.0 24.0
Leather, footwear, etc. 6.0 4.2 15.0 6.2 9.9 20.0
Nonelectrical machinery 6.4 31.1 15.0 2.6 67.3 15.0
Electrical machinery 4.8 41.1 15.0 4.5 45.1 20.0
Transport equipment 7.5 11.6 15.0 8.1 16.8 23.0
Other manufactures 7.0 22.5 15.0 8.0 21.0 20.0
Summary
Total imports
�Simple average 7.5 6.9
�Trade-weighted average 7.7
Agriculture
�Simple average 12.7 9.2
�Trade-weighted average 17.9
Nonagriculture
�Simple average 6.7 6.5
�Trade-weighted average 6.0
a	 Products identified at the two-digit level of the Harmonized System.
Source:	 WTO. 2018. www.wto.org/statistics (accessed 8 May 2018).

Table 2.1:  Most-Favored Nation Applied Import Duties,  
Kyrgyz Republic, 2017 

(%)
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Garments

During the Soviet era, textile and garment production was a key focus of industrial 
production in Kirgizia. At the time the Soviet Union dissolved, textiles and 
garments accounted for 65% of Kirgizia’s light manufacturing, with over 100,000 
workers employed in 14 major state-owned factories (Botoeva and Spector 2013). 

In the aftermath of the Soviet Union’s disintegration, textile and garment 
production collapsed owing to the breakdown of the centrally planned supply 
chains. The textile industry never recovered because it is a capital-intensive 
industry not suited to the Kyrgyz Republic’s resource endowment. But the garment 
industry, the quintessential starter of export-oriented industrialization in a low-
wage country, re-emerged in the 2000s in the liberalized economy as the country’s 
major manufacturing export. The share of garments in total merchandise exports 
increased from 2.0% in 1995–1996 to 11.7% in 2015–2016 (Box 2.3).

Almost all garment exports from the Kyrgyz Republic are destined for 
Kazakhstan and the Russian Federation. The key determinants of the successful 
penetration of Kyrgyz apparel in these markets are relatively low labor cost, 
ability to produce better quality items to meet customer preference in middle-
level markets and easy access to imported fabric (mostly from the PRC, but also 
from Turkey) through the bazaar-centered trade networks (Box 2.3). 

A striking feature of the composition of Kyrgyz garment exports is the 
heavy concentration in women’s garments (Figure 2.5). During 2000–2016, 
women’s garments accounted for over 90% of total garment exports, whereas 
this share in total garment exports from developing countries during the same 
period (calculated from the United Nations Comtrade database) was only 68%. 

Direction of trade 

Since 1997, when commercial production began in Kumtor mine,  Switzerland has 
been by far the largest destination country for total Kyrgyz merchandise exports. 
Switzerland’s share in total merchandise exports varied in the range of 30%–
33% during this period. The only product exported from the Kyrgyz Republic to 
Switzerland is gold, and Switzerland accounts for 97% of the gold exported from 
the country. Data excluding exports to Switzerland are, therefore, representative 
of the geographic profile of nongold exports from the Kyrgyz Republic. This is 
the focus of the following discussion.
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2.6.	 Foreign Direct Investment

During the first decade of independence, annual FDI in the Kyrgyz 
Republic recorded an upward trend, from $10 million in 1993 to $109 million in 
1999 (Figure 2.7 and Table 2.8). This trend was severely disrupted by political 
instability during the early 2000s: the average annual FDI plummeted to a mere 
$5 million during 2000–2002. The subsequent years show significant increase, 
though with significant annual variations. The total volume of FDI during 2010–
2016 was $558 million, up from $174 million during the preceding 7 years. The 
share of FDI in total gross domestic capital formation increased from 25% to 28% 
during these two periods. The volume of FDI flows into the Kyrgyz Republic has 
been much smaller throughout compared with the resource-rich Central Asian 

Table 2.7:  Geographic Structure of Merchandise Imports

Country 1993–2004 2010–2011 2016–2017
CIS countries 93.0 52.0 45.1

Belarus 0.8 2.2 1.5
Kazakhstan 20.7 10.6 13.2
Russian Federation 30.3 33.6 26.3
Ukraine 1.4 2.8 0.9
Uzbekistan 17.2 2.4 2.7
Other CIS countries 22.7 0.4 0.4

Non-CIS countries 7.0 48.0 54.9
Canada 0.2 0.6 0.2
PRC 0.8 21.2 35.0
Germany 0.8 3.1 1.5
Iran 0.9 0.2 0.2
Japan 0.4 3.4 0.6
Korea, Republic of 0.5 1.5 0.9
Netherlands 0.1 0.9 0.3
Switzerland 0.1 0.4 0.4
Turkey 1.5 2.7 4.9
UAE 0.0 0.2 0.1
UK 0.1 0.5 0.3
US 0.1 5.4 3.6
Other non-CIS countries 1.6 8.0 6.3

Total share 100 100 100
Amount ($ million) 358 3,742 4,245
CIS = Commonwealth of Independent States, PRC = People’s Republic of China, UAE = United Arab 
Emirates, UK = United Kingdom, US = United States.
Source:	 NBKR. various years. Balance of Payments. http://www.nbkr.kg/index1.jsp?item=138&lang=ENG 

(accessed 18 May 2018).
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Kyrgyz Republic’s agriculture is being “reinvented” by adopting modern 
production systems and joining global value chains. Given its small size, Kyrgyz 
agriculture must rely on technological knowledge and inputs from outside to 
increase its productivity. By joining global value chains, the export destinations 
for Kyrgyz agriculture products could be diversified beyond neighboring 
countries, and farmer groups and cooperatives could obtain knowledge and 
inputs with international assistance from both public and private sectors. The 
Kyrgyz government can play an important role in facilitating the integration of 
Kyrgyz agriculture with global value chains. In addition, government investments 
in infrastructure such as irrigation and logistics facilities can ease the constraints 
farmers and traders face, but such investments need to be demand based. This 
chapter first describes the Kyrgyz agriculture sector and discusses the export 
potential of its subsectors. A few successful cases illustrate the options, and 
lessons are drawn from the cases. Policy recommendations at the end of the 
chapter aim to facilitate further development of agriculture’s export potential.

3.2.	 The Kyrgyz Republic’s Agriculture

Historical overview of agriculture policy 

The various phases of agrarian reform in the country brought on crucial 
transformations in the agriculture sector (Table 3.1). During the first reform 
phase, 1991–1993, the transfer of agriculture landownership to farmers was the 
focus of the agriculture policy. Collective farms were reorganized into joint-stock 
companies, agriculture cooperatives, and peasant farm associations, although 
most of their farm operations resembled those of the former socialist ways 
(Mogilevskii et al., 2017). Many farmers remained dependent on government 
subsidies despite the collapse of the state budget. In 1994, about 12% of the 
Kyrgyz Republic’s land was distributed to individual farmers despite a lack of 
clarity on landownership. Land shares and assets had been distributed on paper, 
and many collective farm workers could claim land shares in separate locations 
and establish an individual peasant farm (Sebates-Wheeler and Childress 2004). 
In the same period, deregulation of agriculture prices coupled with the process 
of land distribution resulted in a slow decline of agricultural output. 

The second phase of the reform started in 1994, after the proclamation 
of a new presidential decree that initiated new measures and procedures to 
implement the Agrarian Reform Program. The program successfully reorganized 
about 262 state and 190 collective farms (Akramov and Omuraliev 2009). During 
this period, about 75% of the arable land was distributed to individual farmers 
(Bloch et al., 1996), 68% of state farm livestock was given to individual farmers, 
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and 16% of tractors and buildings went to private farms. Akramov and Omuraliev 
(2009) noted that the centrally planned irrigation systems also started to be 
decentralized, involving farmers in the on-farm irrigation networks. A legal base 
paved the way for the creation of water users associations (WUAs) and on-
farm irrigation ownerships; however, the interfarm irrigation system remained 
state property. About 920,000 hectares (ha) of arable land were redistributed to 
peasant farms and household plots, while less than 400,000 ha were left to large 
agricultural enterprises and other users. The average farm size decreased from 
15 ha in 1994–1996 to 3 ha in 2002. Under the new water reform act of 2002, 
the WUAs were given a legal entity as noncommercial organizations, allowing 
them to manage and maintain irrigation systems in rural areas, collect water 
fees, allocate water within their service areas, and take charge of the operation 
and maintenance of irrigation systems using the fees collected. However, WUA 
management remained weak and the WUAs faced significant challenges in 
collecting water fees, which gave a few better-off farmers the opportunity to take 
advantage of better access to water.

Table 3.1:  Agricultural Reform Measures, Policy, and Strategy Milestones  
in the Kyrgyz Republic

Phases of Reforms 
in Agriculture Date Reform Measures, Policies, and Strategies
Post-Soviet
 First phase 1991 Law on Peasant Farms, Law on Enterprises, Law of Land Reform, 

Land Code
1993 New Constitution

 Second phase 1994 Measures on Deepening Land and Agrarian Reform, Creation of the 
National Land Fund (renamed to Land Redistribution Fund)

1998 Referendum on Private Land Ownership
Presidential Decree on Private Land Ownership
Law on State Registration of Immovable Property Rights and 

Transactions
1999 Land Code, Law on Peasant Farms
2001 Law on Agricultural Land Management  

(lifting of moratorium on land sales)
 Third phase 2004 New Directions and Measures of Land and Agrarian Reform, Law 

on Cooperatives
2008 Tax Code on Land Taxation
2009 Law on Pastures
2013 National Strategy of Sustainable Development

New strategy policies 2016 Food Security and Nutrition Program
2017 Forty Steps to New Era: 2018–2023
2018 Development Program of the Kyrgyz Republic for the period  

of 2018–2022 “Unity, Trust, Creation.”
Sources: Lerman and Sedik (2009) and Mogilevskii et al., (2017). 
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the production value of cereal and root crops increased from 18% to 23% of the 
total agricultural production value, and that of vegetables and fruits increased 
from 11% to 24%. Similarly, the production values of these crops increased in 
Tajikistan and Uzbekistan. 

The status of agricultural production in Central Asia in 2016 is presented 
in Table 3.2. Central Asian countries privatized land gradually in several stages 
after the collapse of the Soviet Union, with countries taking different paths.  
In all countries except Kazakhstan, land privatization is mostly complete. 
Notably, more than 90% of agricultural land is owned by individual farmers in 
two countries—the Kyrgyz Republic and Uzbekistan. In Kazakhstan, only 39% 
of the land is owned by individual farmers. Furthermore, Kazakhstan has vast 
agricultural land areas, but the lowest land productivity and the highest labor 
productivity among the four counties. In Uzbekistan, the total agricultural value 
added is more than $10 billion, and both the land and labor productivities are high. 

Land productivity in the Kyrgyz Republic is low compared with that 
in Tajikistan and Uzbekistan. The value added is only $90.8/ha in the Kyrgyz 
Republic, versus more than $300/ha in Tajikistan and Uzbekistan. The main 
reason for their high land productivity is their reliance on vegetable and fruit 
production, with the gross production value share of vegetables and fruits at 
about 34% of agricultural production in Tajikistan and 40% in Uzbekistan.

Contribution to gross domestic product and employment

Immediately after the collapse of the Soviet Union, workers returned to their 
home villages looking for temporary employment in the agriculture sector. 
Consequently, the share of agricultural employment increased from about 33% 

Table 3.2:  Agriculture Land Use and Value in Central Asia, 2016

Country
Land Use

(million ha)

Land in 
Individual 

Farms 
(%)

Total 
Agriculture 

Value Added 
(constant 2010 

$ million)

Agriculture 
Value Added 
per Hectare 

(constant 
2010 $)

Agriculture 
Value Added 
per Worker 

(constant  
2010 $)

Kazakhstan 217.0 39 8,574 39.5 7,766
Uzbekistan 26.8 98 10,493 391.5 4,072
Kyrgyz Republic 10.6 95 963 90.8 1,968
Tajikistan 4.9 83 1,528 311.8 1,936
$ = United States dollar, ha = hectare.
Note:	 For agricultural value added, Kazakhstan and the Kyrgyz Republic use 2016 figures, Tajikistan 

uses 2016, and Turkmenistan, 2010. 
Source:	 World Bank. WDI. https://datacatalog.worldbank.org/dataset/world-development-indicators 

(accessed February 2018).
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3.3.	 Export-Led Development: Two Case Studies 

Kidney beans 

Sector development. Kidney beans became an export crop through the efforts 
of Kurdish farmers who had access to Turkish dry bean importing firms.4 
Initially, the beans were cultivated by the Kara-Buura district’s Kurdish people 
(Figure 3.12),5 who comprise 2.5% of the Talas Oblast population and live in 
the Kara-Buura and Manas districts (NSC 2010). In Talas Oblast, kidney bean 
is the dominant legume crop. Prior to the arrival of Turkish companies, Kurds 
cultivated small quantities of kidney beans for their own use. With the emergence 
of marketing opportunities, Kyrgyz farmers also started cultivating beans in 
increasing quantities. The sustainable demand for kidney beans from Turkish 
exporting firms played a key role in promoting them as the oblast’s main crop. 
Some commercial cultivation commenced at the end of the 1990s, and kidney 
beans were widely cultivated after 2005. Figure 3.12 shows the total area under 
leguminous crops of the Kyrgyz Republic and that of Talas Oblast. Kidney bean 
is a leguminous crop and a dominant crop in this group. As is clear in the figure, 
little land is allocated to leguminous crops outside of Talas Oblast. The total 

4	 Kurdish farmers who had connections to the Turkish firm Robin started cultivating kidney beans for 
export in 1995, on 230 hectares (Bolotova 2010).

5	 Kurds were removed from the Caucasian republics and interned in Central Asian republics of the 
former Soviet Union in the 1930s during the Stalinist era (Minahan 2004).

Figure 3.12:  The Growth of Legumes in Cultivated Areas  
in the Kyrgyz Republic and Talas Oblast, 1999–2017  
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Source: NSC. Agriculture. http://stat.kg/en/statistics/selskoe-hozyajstvo/ (accessed March 2018).
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3.4.	 Policy Recommendations 

Since the Kyrgyz Republic’s independence, its agriculture has achieved remarkable 
progress. The Kyrgyz government has largely completed land reform and 
established legislative frameworks for WUAs, pasture management committees, 
and Rural Advisory Services. Farmers have gradually adopted market-oriented 
agricultural systems. The development of the dry bean clusters in Talas Oblast 
is privately led. The government could continue focusing on facilitating the 
development of the agriculture sector, as specified in its new 5-year program, 
“Unity, Trust, Creation,” while preparing to handle risks to agriculture. Regional 
development is an important government policy, and agricultural policy has 
significant implications for regional development, as discussed below. 

The successful export of dry beans from Talas Oblast demonstrates the 
importance of international knowledge and market access. Concerns about the 
sector include (1) the lack of additional land to expand bean cultivation, (2) the 
effects of monocropping, and (3) the limited export destinations (the Russian 
Federation and Turkey) leaving the sector vulnerable to external shocks. Sustaining 
the bean cultivation is critical for Talas Oblast, which largely depends on it. 

Dairy is a major industry for the northern zone. Milk and dairy products are 
important exports to Kazakhstan and the Russian Federation. Border disputes are 
a main economic risk, and the government needs to work to avoid them. Ensuring 
food safety, reducing transaction costs associated with customs, and facilitating the 
business environment in the dairy sector are the main areas to address. 

The central zone is dependent on livestock, and is thus vulnerable to animal 
health risks. The vaccination programs need strengthening, and farmers have 
little knowledge about disease prevention and control, which leads to concerns 
about food safety. Government intervention is clearly needed in this area. 

The opening of trade between the Kyrgyz Republic and Uzbekistan, based 
on an agreement between the two countries in 2017, is expected to increase 
agricultural trade. Agriculture in the Fergana Valley7 zone can benefit significantly 
from increased trade between the two countries. Farmers, processing firms, and 
traders need to make some adjustments under the new trading environment, and 
the government may need to nurture the agricultural trade. Increased trade in 
the southern zone will contribute to balancing trade within the country. 

7	 A study by the Asian Development Bank on “Identifying Constraints to Cross-Border Horticulture 
Value Chain Development in the Fergana Valley” aims to analyze business opportunities and 
identify investments and policy support needed to develop horticulture value chain in the Valley. 
The study is ongoing and target to be released by 2020.
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4.1.	 Introduction

Since its independence, the Kyrgyz Republic has been highly dependent on 
agriculture, trade, gold production revenues, remittances, and foreign aid. 
However, generating a sustainably higher economic growth and more jobs 

requires higher productivity, as well as a more diversified and broader-based 
economic growth model. Higher and sustainable growth requires sectors that 
have good potential for producing high value added products and services that 
can penetrate new markets and attract more private sector investments while 
generating more jobs.

This chapter briefly assesses the service sector as an engine of sustainable 
and inclusive economic growth in the Kyrgyz Republic. The service sector is 
currently an important source of economic output and growth in the country, 
and a major provider of jobs. However, information on the quality of jobs in the 
sector and its positive impact on poverty reduction is lacking. Developing the 
service sector can be a daunting and challenging task. Creating more competitive 
services requires effective policy reform toward eliminating a wide range of 
internal and external market distortions that hamper productivity growth. In 
addition to policy reforms, complementary investments in physical infrastructure 
and human capital are necessary to support service sector growth.

4.2.	 Status of the Service Sector 

The Kyrgyz economy has been steadily shifting from agriculture and industry 
to services, which is currently the country’s largest and the fastest-growing 
sector. It has accounted for the largest share of the economy’s value added since 
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2002 and has absorbed the largest number of workers since 2004. The country’s 
membership in the World Trade Organization (WTO) in 1998 expanded its 
international trade and logistics services, particularly reexports. Although the 
service sector has expanded, the country needs the sector to be more productive. 
The Kyrgyz Republic could explore ways to enhance the sector’s productivity 
and increase its employment.

The economy’s structural shift toward greater service sector output and 
employment through time largely mirrors international experience. The policy 
reforms, which were introduced to facilitate the country’s transition from a 
centrally planned to a market economy since its independence, supported this 
shift. After a decade of negative growth pursuant to independence, the service 
sector tripled in size between 2000 and 2017, outpacing the growth of agriculture 
and industry (Figure 4.1). From contributing less than one-third of the country’s 
gross domestic product (GDP) in 1990 and 2000, services accounted for about 
57% of  GDP in 2017 (Figure 4.2). The service sector accounted more than half 
of the country’s total jobs in 2017 (Figure 4.3), many of which were occupied by 
female workers (i.e., the female workers held 57.6% of service sector jobs). The 
opportunities available to women increased with the sector’s rapid growth.

The wholesale and retail trade subsectors largely dominate the service 
sector (Tables 4.1 and 4.2), and represented 20.3% of GDP in 2016 and 15.5% of 
total employment in 2015. The transport, storage, and communication subsector 
accounted for 8.5% of GDP and 8.2% of employment, and the education subsector 

Figure 4.1:  Gross Domestic Product by Sector, Selected Years, 1990–2017 
(in constant 2010 $ billion)

Source: World Bank. WDI. https://datacatalog.worldbank.org/dataset/world-development-
indicators (accessed 05 December 2018).
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Table 4.2:  Employment Shares by Sector and Subsector 
(% of total employment)

Sector and Subsector
Year

2007 2008 2009 2010 2011 2012 2013 2014 2015
Agriculture 34.5 34.0 32.4 31.2 30.8 30.1 31.7 31.6 29.3
Industry 20.3 20.5 21.2 21.1 21.0 21.7 20.2 20.4 20.9
Manufacturing 8.3 8.0 7.8 7.8 7.6 7.6 6.9 7.0 7.4
Services 45.2 45.5 46.4 47.7 48.3 48.2 48.1 48.0 49.8

Wholesale and retail 
trade

14.7 14.4 14.3 15.0 15.2 15.1 15.9 15.1 15.5

Accommodation 
and food service 
activities

2.7 3.3 3.7 3.7 3.8 3.7 3.5 3.7 4.2

Transport and storage 6.2 6.0 6.5 6.6 6.5 6.0 6.3 6.3 6.9
Information and 

communication
— — — — — 1.2 1.1 1.2 1.3

Financial and 
insurance activities

0.5 0.7 0.7 0.8 0.8 1.0 1.0 1.1 1.1

Real estate activities 2.1 2.3 2.5 2.6 2.5 0.2 0.3 0.4 0.4
Other 19.0 18.8 18.6 19.0 19.6 20.9 19.9 20.2 20.3

— = no data available.
Source: ADB. Statistical Database System. https:/www.adb.org/data/sdbs (accessed 28 February 2018).

Kazakhstan and Tajikistan have also experienced an upward trend in their 
service sectors’ output shares in the last two decades (Figure 4.4). But, unlike 
in Kazakhstan and Tajikistan, an upward trend in the Kyrgyz Republic’s service 
sector trade (exports plus imports) was also observed. The share of services trade 
in GDP more than doubled from 14.1% in 1995 to 29.2% in 2010 before falling 
slightly to 23.0% in 2017. The country’s accession to WTO membership in 1998, 
along with its private sector reforms, helped expand the value of the country’s 
goods and services exports and imports, including trade-related services such 
as logistics and financial services. However, the Kyrgyz Republic remains a net 
importer of both goods and services.

4.3.	 Strengthening the Service Sector 

Economic growth and development typically follow a certain path of structural 
transformation of output and employment. As industrialization increases, 
agriculture’s shares of employment and output fall, while those of manufacturing 
and services increase. In East and Southeast Asian countries, the output share of 
manufacturing expanded after export-oriented trade policies were implemented 
(Park and Noland 2013). Eventually, the share of manufacturing output peaked 
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and started to decline as the economies rebalanced in response to rising incomes. 
Another stage of structural transformation occurs when the service component 
of domestic demand increases in importance. With export-oriented open trade 
policies, the growth of shares in manufacturing and services will outpace that 
in agriculture. However, this pattern does not apply for the Kyrgyz Republic 
and other Central Asian countries due to their lack of economies of scale and 
comparative advantage. 

In many Central Asian countries, transport costs are usually high not only 
because the countries are landlocked and road conditions are unfavorable, but 
also because of border delays, multiple clearance processes, and cartels in the 
trucking industry. Central Asian countries, including the Kyrgyz Republic, lack 
comparative advantage in manufacturing products. As discussed earlier, the 
Kyrgyz economy relies heavily on the service sector. This pattern of structural 
transformation from agriculture directly to services primary stems from 
generally disadvantageous costs of the manufacturing sector. To achieve more 
sustainable and inclusive economic growth, it is therefore critical for the Kyrgyz 
Republic to focus on developing its services and eliminating the constraints to 
trade, growth, and development. 

Figure 4.4:  Service Sector and Service Trade Shares of Gross Domestic 
Product in Selected Central Asian Countries 

(% of GDP)

GDP =  gross domestic product.
Note: Services trade is the sum of exports and imports.
Source: World Bank. WDI. https://datacatalog.worldbank.org/dataset/world-development-indicators 

(accessed 5 December 2018).
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Strengthening growth and productivity in the service sector requires 
developing a robust private sector. Robust private sector development can further 
drive industry and overall economic growth, and make them more inclusive. 
However, the private sector in the Kyrgyz Republic remains underdeveloped. 
Achieving strong private sector growth requires promoting greater access to 
credit, upgrading public infrastructure and human capital, facilitating trade, and 
improving the business environment (ADB 2013, Park and Noland 2013). 

Along with the increasing shortage of qualified workers, the limited 
availability and high cost of financing continue to limit entrepreneurs’ ability 
to expand and upgrade the value of goods they produce and services they offer 
(ADB 2013). The link between credit expansion and economic growth remains 
weak (IMF 2016). Better public infrastructure, more reliable and simpler access 
to electricity, and effective industrial development coordination can help make 
the production of output and provision of services more competitive (UNESCAP 
2016, EBRD and World Bank 2013).

Continuing policy reforms to further improve the country’s investment 
and business environments and to reduce the cost of doing business are critical 
for private sector development. Studies suggest that extensive and cumbersome 
requirements and procedures for business registration, licensing, permits, tax 
payments, and resolving insolvency are critical constraints for market entry and 
exit (UNCTAD 2013, IMF 2016). These issues also explain why a large share 
of employment and output in the Kyrgyz Republic is in the informal market.1 
Understanding why many workers and entrepreneurs thrive and remain in 
the informal sector can help identify critical constraints to private sector 
development, and how to address them. 

The country should also identify specific industries that have the potential 
to not only grow by themselves and attract more investment, but also possibly 
enable the growth of output and employment in other businesses and sectors. 
For example, financial services and tourism are among the subsectors that 
can have high forward and backward linkages to other industries, and trigger 
higher private-sector-led growth. In other words, financial sector development 
and tourism growth potentially have ripple effects on the rest of the economy: 
more tourists can help generate demand for manufactured goods as well as 
entertainment. Diversifying exports and services in terms of both products and 
markets is also important for sustaining growth and minimizing volatilities 
(McIntyre et al., 2018).

1	 The size of the informal economy is estimated at 24%–40% of GDP (IMF 2016). Informal market 
activities are mostly in trade, hospitality, transport, and agriculture.
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the country explore opportunities for adding value and deepening tourism’s 
backward linkages to other industries. It is also important to identify the 
bottlenecks to enlarging tourism demand within the chain, and strategies for 
diversifying service offerings.

A bigger tourism industry requires more people who are capable of 
working in the industry and willing to do so. For example, the industry requires 
tour operators and guides who can communicate in various languages, coordinate 
different services efficiently, and offer a wider range of activities to attract 
different types of tourists. Different target markets may also require different 
promotion strategies and media platforms, and, therefore, varied human 
resources. Limitations on the capacity of small local businesses to contribute to 
and benefit from the tourism value chain should be addressed. It is also important 
to mitigate negative cultural and environmental impacts that tourism could have 
on the recipient communities. 

Direct, indirect, and induced impacts of tourism 

The travel and tourism sector is an important income source in many countries. 
In addition to its direct impact on an economy, there are sizable indirect and 
induced impacts. The World Travel & Tourism Council (2017) presents an overall 
flow of the process (Figure 4.10). The direct impact includes commodities and 
services that tourists purchase, including hotel accommodation, food, travel 
agents, air and other transport services, and other leisure activities.

Figure 4.9:  Tourist Arrivals

Source: World Bank. WDI. https://datacatalog.worldbank.org/dataset/world-development-indicators 
(accessed 29 May 2019).
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Figure 4.11:  Detailed Breakdown of the Contributions of Travel  
and Tourism Spending, 2011–2017 

(som billion, real 2016 prices)

The induced contribution includes the broader contribution to GDP 
and employment through the spending by those who are directly or indirectly 
employed in the travel and tourism sector. 

Figure 4.11 shows the detailed breakdown of direct, indirect, and induced 
contributions of travel and tourism spending to the Kyrgyz Republic’s annual 
GDP during 2011–2018. In 2017, the sector contributed about Som19.1 billion  
(in  2016 prices) to GDP, equivalent to about $277 million. Figure 4.11 and 
Table 4.3 show that while the direct economic contribution of the travel and 
tourism sector is only one-third of its total economic contribution, its indirect 
contribution accounts for almost one-half. The sizable economic impact of the 
tourism sector suggests that increasing capital investment and implementing 
government policy that will assist the domestic supply chain to promote tourism 
growth have important economic growth implications. 

Kyrgyz tourism has progressed more slowly than that in its regional 
partners (Table 4.4). In 2017, the Kyrgyz Republic had 4.6  million tourist 
arrivals, which is lower than in Kazakhstan (7.7 million), the main competitor 

E = estimated, GDP = gross domestic product.
Note:  The direct contribution equals total internal travel and tourism spending within a country less the 

purchases made by those industries including imports. The indirect impact equals domestic supply 
chain plus capital investment plus government collective spending plus imported goods from 
indirect spending.

Source: WTTC. Data Gateway. https://www.wttc.org/datagateway (accessed 23 November 2018).
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has its own particular requirements, customers, and products.”5 A niche can 
refer to a particular market segment for which specific products may be tailored. 
Figure 4.12 provides examples of tourism niches.

The WTO and World Travel & Tourism Council maintain that niche 
tourism is more beneficial to the host communities than mass tourism (Hall and 
Lew 1998). What exactly can niche tourism do for the Kyrgyz economy, given 
that tourism plays an important part in GDP growth? As shown in Table 4.3, 
approximately half of travel and tourism’s contribution to GDP comes from the 
induced effect. If the Kyrgyz Republic could successfully attract niche tourists 
to new destinations, the economy could enjoy the spillover effects as well as 
additional tourism spending. 

The Kyrgyz Republic has a huge potential for niche tourism. However, 
studies show that more investments are needed before the Kyrgyz Republic will 
be a world tourist destination. Issyk-Kul has potential for increased tourism. 
It is the world’s second largest mountain lake at about 182 kilometers long and 
60 kilometers wide, and covers about 6,236 square kilometers.6 About 118 rivers 
and streams flow into the lake. It is fed by springs, including many hot springs, 

5	 Collins English Dictionary. https://www.collinsdictionary.com/dictionary/english/niche (accessed 
29 August 2018).

6	 International Lake Environment Committee. World Lake Database. Lake Issyk-Kol. http://wldb.ilec.
or.jp/Details/Lake/ASI-55 (accessed 22 January 2018).

Figure 4.12:  Alternative Tourism Segments

Source: Novelli (2005).
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food services and restaurants invest in their staff development so that potential 
employees may gain the skills that are most in demand by the industry. In doing 
so, such an organization helps to (1) bridge the gaps in technical skills and set up 
training programs in coordination with vocational institutions and schools, and 
(2) introduce specific qualifications for and certifications of standards. 

During Soviet times, Issyk-Kul received about 800,000 people annually 
from other republics of the Soviet Union. About 100 health spas, or sanatoria, 
around Issyk-Kul remain from the Soviet days. These establishments belonged 
to trade and other institutions, and most of them have been privatized. They 
now need to be refurbished or remodeled to bring them up to international 
standards. In the last 10 years or so, new accommodation establishments have 
been and are being constructed in and around the Issyk-Kul region, but they lack 
adequate service standards, professional staffs, and knowledge about managing 
professional tourist businesses. Inequitable distribution of tourism receipts and 
inadequate environmental management are also major issues needing deeper 
awareness at a national level. 

Tourism firms identify the lack of tourism infrastructure in the country 
as the main constraint for their growth (Jenish 2017). Poor international air 
connectivity, delayed or canceled flights, and poor luggage handling in the 
country gives the tourism sector a bad image. Although investments have poured 
into rehabilitating roads leading to major tourism spots such as Issyk-Kul, the 
roads are poorly maintained. In several tourist oblasts, road signs and directions 
are not in the English language. Other amenities such as pharmacies, first-aid, 
and rest stops do not have English translations and can be very difficult to find 
and use, especially for independent and self-driving tourists, including those 
heading to Issyk-Kul. Frequent power failures, irregular water supply, and 
rundown sewer systems that leak waste are also among the major issues. Parts of 
Issyk-Kul’s shores are littered and unhygienic.

Unlocking the country’s tourism growth potential requires initiatives for 
marketing the Kyrgyz Republic‘s natural beauty and promoting the activities it 
offers. Effective branding strategies are needed to position tourism products in 
overseas markets to enhance the growth prospects. Although the Department 
of Tourism has started promotions in overseas markets, its outreach has been 
limited to Central Asia, the PRC, and India. While the digital platform, Taza 
Koom, is a major advancement and investment for many tourist firms and 
tourist agencies, additional appropriate techniques and promotion strategies are 
important for attracting additional target markets, such as those in many east and 
southeast Asian countries.
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5.2.	 The Kyrgyz Republic’s E-Readiness: An Overview 

This section reviews the ICT legal and regulatory environment and the 
availability of, quality of, and demand for ICT infrastructure and services in the 
Kyrgyz Republic (its "e-readiness”). Understanding a country's e-readiness is 
essential for gauging its capacity for successfully absorbing digital interventions.

Policy, regulatory, and market dimensions 

The main body responsible for regulation, policy, and oversight relating to ICT 
in the Kyrgyz Republic is the State Committee on Information Technologies 
and Communications (SCITC). The committee was formed in July 2016 to 
incorporate the State Communications Agency and the Center for Electronic 
Governance, as well as to harmonize the cross-cutting ICT responsibilities of 
other agencies. The SCITC's creation was driven by the government’s desire to 
centralize all key ICT activities, avoid duplication of agencies’ roles, and develop 
more focused programs in the country. The State Communications Agency 
remains responsible for regulatory functions in the areas of electronic and postal 
communications, including use of radio frequency spectrum and numbering. 
The SCITC implements the overall state policy and executes the interministerial 
coordination in areas of informatization; e-government; and electronic and 
postal communications, including radio and television broadcasting. However, 
the SCITC, which is considered to be below the ministry level, continued to face 
challenges in leading the policy direction on ICT and receiving acceptance from 
the higher ministerial agencies.

Since 2002, the Kyrgyz Republic has included the development of ICT in 
its national policies and strategies (Table 5.1). However, the initial development 
strategy in 2002 failed to set tangible outputs, terms, and indicators to measure 
its achievement. This was rectified during the succeeding 2009–2011 Country 
Development Strategy, which listed the construction of a Kyrgyz national data 
transmission network as one of the priorities. To date, the country has not fully 
formed a document with the detailed ICT plans and strategy directions. So far, 
only the National Strategy for Sustainable Development of the Kyrgyz Republic, 
2013–2017  is the core national planning document that sets out the country’s 
ICT targets, focusing on three areas: (1) e-government, (2) transition to digital 
broadcasting, and (3) universal internet access.
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assets. This is expected to extend the fiber backbone to all districts and most 
municipalities of the Kyrgyz Republic.

While wholesale internet connectivity prices in the Kyrgyz Republic 
are relatively cheap—$22 per megabits per second (Mbps) in 2017—compared 
with that in most other Central Asia countries (Figure 5.4a), they remain 
more expensive than in Kazakhstan ($12) and the Russian Federation ($2). 
International internet bandwidth in the Kyrgyz Republic has been steadily 
increasing, reaching 130 gigabits per second (Gbps) by 2016 or 21.3 kilobits per 
second (Kbps) per person. Recent capacity growth has been driven by the uptake  
of mobile broadband. The Kyrgyz Republic has more international internet 
bandwidth per capita than most of its neighbors but still significantly less than 
in Kazakhstan (Figure 5.4b). The World Bank's Digital CASA project targets 
both reducing the cost of international bandwidth (to $10/Mbps in 5 years) and 
increasing international internet bandwidth (to 50 Kbps per person).

Kbps = kilobits per second, Mbps = megabits per second.
Source:  World Bank (2018b).
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Figure 5.4:  International Internet Bandwidth, Wholesale Costs,  
and Bandwidth per Capita: Selected Countries
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Promotion of IT technologies in healthcare. Healthcare centers that can 
serve the population around the clock will be streamlined. These centers will 
provide online counseling services via the internet and telephone. The use of 
automated control system for ambulance service will initially be rolled-out 
in Bishkek starting 2019, and later be introduced in other cities like Osh and 
Karakol cities from 2020.

Smart School project. The program aims to connect all schools to 
the Internet. Basic processes such as digitalizing admission process and 
enhancement of learning process among school teachers and student 
through use of multi-media will be streamlined. All other socially significant  
institutions will also benefit from this program. 

Eliminating barriers to business development. Through information 
technologies, the government aims to eliminate hurdles to business 
development. Transition to electronic provision of licenses and permits 
from government offices will be accelerated. Procedures on business  
such as registration, business closure, tax reporting, and payments will be 
enhanced and made more convenient for all enterprises. Single window 
processing units will be established within various agencies. Creation of 
electronic archives among all government agencies had been made mandatory 
to enhance transparency.

Several development agencies have indicated interest to assist the 
government in building up the country’s digital economy. The largest 
commitment by far is the $25 million World Bank Digital CASA project  
(Box 5.1). The Department for International Development of the United 
Kingdom (DFID) plans to develop a Smart City strategy (Kabar 2017a). The 
European Bank for Reconstruction and Development (EBRD) is supporting 
projects involving business licenses and registration and electronic notary 
services (Kabar 2017b). The Japan International Cooperation Agency (JICA) 
is interested in cooperating on human development aspects (JICA 2018). The 
United Nations Development Programme (UNDP) is assisting with the creation 
of a government “innovation lab” (UNDP 2018). 

Additional support for the National Digital Transformation program 
include building hard and soft digital infrastructure, including the ICT 
infrastructure; the national identity; a geospatial database; and specific 
sector and thematic digital development programs. A national spatial data 
infrastructure within the State Registration Services that could integrate 
diverse data sets, including missing data, and introduce new functionalities.  
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Box 5.1:  Digital CASA–Kyrgyz Republic Project

The Digital CASA (Central Asia–South Asia)–Kyrgyz Republic Project was approved in March 
2018. The overall objective of the project is to increase access to more affordable internet, 
attract private investment in information and communication technology, and improve the 
government’s capacity to deliver digital government services. The Digital CASA–Kyrgyz 
Republic Project has four key components. The Regional Digital Connectivity Infrastructure 
component (42% of the funding), aims to promote affordable and high-quality internet access 
for citizens, businesses, and government by incentivizing private sector network infrastructure 
investment. By purchasing bandwidth in advance, the government hopes to create a high-level 
demand that would incentivize the private sector to expand the required level of infrastructure. 
The second component, Regional Datacenters, Digital Platforms, and Smart Solutions (36% of 
the funding), aims to construct cloud-based shared datacenter infrastructure and platforms for 
the government and the private sector to securely deliver better services to citizens. The third 
component, Enabling Environment for Digital Economy (17% of funding), aims to strengthen 
and harmonize the laws and regulations related to the digital economy across the region, 
including in the context of the Eurasian Economic Union, and develop policies and strategies, 
digital leadership, digital economy skills, and strategic communications. The final component, 
Project Management, supports project activities and monitoring of results. The implementing 
agency is the State Committee of Information Technologies and Communications.

Sources:	 World Bank (2018a) and 24.kg (2017a).

A geographic information system is a critical foundation for e-government  
with applications such as managing assets (e.g., land, forestry, water, building, 
and roads); valuing real estate; and facilitating private sector investment.   

The government’s encrypted signature law legitimizes online transactions, 
but its implementation is hampered by problems with identifying users. This 
relates to the requirement for a common identification database to which diverse 
applications can link. The identification database, along with the national spatial 
data system, comprise the foundational blocks for efficient development of 
e-government services.  

Tracking medicine is a high priority of the Ministry of Health to monitor 
prices and reduce misuse. The Ministry of Health would like to develop a 
pharmaceutical monitoring system to trace the flow of drugs from the border 
through the entire supply chain. The system would link to pharmacies, health 
practitioners, and insurance companies.

The Ministry of Education and Science has discussed the importance of 
monitoring the quality of education in the country. To improve the monitoring, 
the ministry plans to create a center for educational quality. The center would 
feature a digital platform connecting all schools. The aim is to oversee education 
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6.3.	 Kyrgyz Republic’s Trade Costs vis-à-vis  
Central Asia

Trade costs are notoriously high in Central Asia, and the Kyrgyz Republic is no 
exception, as exemplified by the delays at Kyrgyz land borders. Quantifying the 
costs of doing international trade (trade costs for brevity) is, however, difficult. 
Formal barriers, including import duties, are often low. Moreover, Kyrgyz trade 
is mixed, with gold presumably having low ad valorem trade costs due to its high 
value/weight ratio, while agricultural and manufactured goods often travel in 
batches, so that their trade costs are hard to compare. Added to the complexity, a 
significant amount of trade is informal and unrecorded.

The most popular measures of trade costs are those in the World Bank’s 
Doing Business database. In Doing Business 2015, the Kyrgyz Republic ranked 102 
out of 190 countries for overall ease of doing business, and was one of the seven 
worst places in the world for ease of conducting international trade (Table 6.2). 
In Doing Business 2019, the Kyrgyz Republic had moved to a substantially higher 
rank for ease of doing business (from 102nd to 70th place), and for ease of 
international trade (from 183rd to 70th place).

The pictures offered in 2015 and 2016 are misleading. The situation was 
not as bad as the 2015 rankings imply. The Doing Business methodology is based 
on asking informed people in national capitals about the cost of shipping a 
container in dollars and in time from the country’s commercial center, which 
may be appropriate for a country such as Singapore but is less appropriate for 
the Central Asian countries where a small share of trade is by container and 
where there is a large variation between what an observer in the capital city 
may hear and what happens on the ground. The huge improvement recorded in 
costs of international trade between 2015 and 2016 is not credible. Although the 
relative position of the Central Asian countries in 2015 and in 2016 is plausible 

Table 6.2:  Ease of Doing Business, 2014–2019 

Country
Overall Ease of Doing Businessa, b Ease of International Tradeb

2014 2015 2016 2017 2018 2019 2014 2015 2016 2017 2018 2019
Kazakhstan 50 77 41 35 36 28 186 185 122 119 123 102
Kyrgyz Republic 68 102 67 75 77 70 182 183 83 79 84 70
Tajikistan 143 166 132 128 123 126 188 188 132 144 149 148
Uzbekistan 146 141 87 87 74 76 189 189 159 165 168 165
a	 Overall rank based on the unweighted average of scores in 10 areas.
b	 �189 countries in 2014 and 2015, and 190 countries in 2016–2019. Turkmenistan is not included in 

the database. 
Source:	 World Bank. www.doingbusiness.org (accessed 7 February 2019).
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Unfortunately, the CPMM reports have little information about Kyrgyz–
Tajik BCPs and none about Kyrgyz–Uzbek BCPs. Karamyk is on the most direct 
route from Karshi to Dushanbe, but the Kyrgyz Republic has declared it to be a 
bilateral BCP for Kyrgyz and Tajik users only, which disrupts transit trade along 
this route. The Kyrgyz–Uzbek border has been closed frequently and has many 
informal crossing points.

The overall picture is extremely mixed. On paper, the situation at Kyrgyz 
borders can be very good, with only short delays and fairly low costs of crossing 
through important BCPs such as on the Bishkek–Almaty road or the Torugart 
BCP between Kashi and Naryn and Bishkek. However, there are also major 
black spots, where delays and charges are high and unpredictable. The situation 
may be improving with Kazakhstan because of shared EEU membership, with 
Uzbekistan after the change of president, and with the PRC given the prospect 
of joint infrastructure projects. However, the main issue appears to be domestic 
rules and, most importantly, their implementation. 

6.4.	 The Eurasian Landbridge through  
Improved Rail Systems

One of the most exciting transport developments in Central Asia in the 21st 
century has been the establishment of regular rail freight services between the 
PRC and Europe. Initial trials consisted of block trains of containers taking 
components to European carmakers’ assembly operations in the PRC, using 
the Russian TransSiberian railway in the late 2000s.25 In 2011, following the 
implementation of the PRC’s “Go West” policy and opening of large electronic 
assembly operations in Chongqing by companies such as Foxconn (for Apple 
products), HP, and Acer, a route via Kazakhstan–Russian Federation–Belarus–
Poland to Duisburg in Germany was established. The electronics companies had 
originally planned to export via the Yangtze River, but with increased river traffic 
the locks became congested. Rail proved much faster and more reliable than river 
and sea, offsetting the higher cost per container.

Since 2011, new routes have been tried and the volume of traffic has 
increased. The PRC news service reported in December 2017 that freight trains 
had made a total of 6,235 trips on 57 routes since the PRC—Europe services 
began in 2011, connecting 35 PRC cities with 34 European cities in 12 countries 

25	 Similarly, the Daewoo car factory in Andijan (Uzbekistan, close to the Kyrgyz border) sourced 
components from the Republic of Korea on ad hoc block trains via Lianyungang and Tashkent. These 
arrangements have continued since the operation became GM Uzbekistan.
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depends greatly on the weather because the flow of water from the mountains  
during the winter depends on the extent of the winter freeze. The winter supply 
gap (Figure 7.4) and the country’s high dependence on hydropower therefore  
represent a strategic vulnerability because policy makers cannot tell from year 
to year the extent to which the country will need to import much more expensive 
electricity from abroad. The gap also creates challenges with the management of 
water resources, because the country has a strong incentive to store water during  
the summer to minimize its vulnerability during the winter—but this can create 
disputes with downstream countries that wish to use the water for irrigation.

Legal, institutional, and regulatory structure

In 2001, the vertically integrated state-owned utility, Kyrgyzenergo, was 
unbundled into a generation company, a transmission company, four electricity 
distribution companies, and a district heating company. However, the state 
retains a 93% stake in the sector. More recently, there has been a flurry of 
activity around the restructuring of the industry. Between 2013 and 2014, the 
Action Plan for Reforming the Energy Sector was implemented with the support 
of development partners.4 This supported work on the electricity law which 
was amended at the end of 2014 as well as the development and approval of 
a Medium-Term Tariff Plan 2014–2017,5 and establishment of a regulator (the 
State Agency for Regulation of Fuel and Energy) to authorize tariff setting and 

4	 Government of the Kyrgyz Republic. 2013. Order number 299. Action Plan for Reforming the Energy 
Sector 2013–2014. Bishkek.

5	 From 1 August 2015, by order of the State Agency dated July 31, 2015 No. 142 and from April 2015, 
by order of the State Agency dated December 15, 2014 No. 46 the current tariffs for electric and 
thermal energy have been established by Resolution of the Government of the Kyrgyz Republic. On 
Approval of Medium-Term Tariff Policy of the Kyrgyz Republic for Electric and Thermal Energy for 
2014–2017” dated 20 November 2014 No. 660.

Figure 7.4:  Winter Supply Gap

GWh = gigawatt-hour.
Source: Gassner, K., N. Rosenthal and D. Hankinson (2017).
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The next section describes the current mechanisms for setting tariffs  
(and therefore determining subsidies).

7.2.	 Mechanism for Setting Tariffs and Subsidies

Overview

The detailed methodology for setting tariffs (and therefore determining the level 
of subsidy) is provided by the State Agency for Regulation of Fuel and Energy10 and 
consists of three stages (Figure 7.8). First, costs are aggregated into a total; then, 
portions of the total are divided and assigned to each customer class; and, finally, 
tariffs are designed to recover the portion of costs assigned to each customer class.

Estimating the revenue requirement. The first stage is to estimate 
the revenue requirement for each company. This depends on the “prime costs” 
(effective cash needs) of each company in the sector. The traditional application 
of this approach was strongly criticized (USAID 2011) because it did not include

return on net fixed assets,
return on working capital (allowance for inventories and arrears—
allowed days receivables), and
allowed reasonable cost of nonpayment of electricity bills and losses. 

Returns on assets and working capital were excluded from the prime 
cost because most assets in the Kyrgyz Republic have already been heavily 
depreciated. Hence, using a rate-of-return approach would result in a figure 
that was far too low relative to the need for ongoing repair, maintenance, and 

10	 World Bank (n.d.) also has a detailed description.

Figure 7.8:  Stages of the Tariff Setting Methodology

Source: World Bank (n.d.) based on information from the State Agency for Regulation of Fuel and Energy.
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replacement of assets. Also, the traditional approach did include energy losses 
(because it took the required revenue and divided it by the billed amount minus 
estimated losses)—but this approach gave no incentive for companies to reduce 
their losses. This mattered because there are differences between the level of 
losses across companies, as well as differences in collection efficiency.11

The new tariff methodology attempts to improve on the traditional  
approach by adding some new elements into the formula for the revenue 
requirement:

RR = DS + RA + CR + PC + AC – ELA – OR

where:

RR is the revenue requirement,
DS is the debt service obligations,
RA is the funds for a repair and maintenance reserve account,
CR is the budgeted capital repair and maintenance expenses, 
PC is the production costs,
AC is the administration costs, 
ELA is an adjustment to account for excess electricity losses, and
OR is the sum total of other revenue.

Note the inclusion of the repair and maintenance reserve account and the 
capital repair budget. These are intended to compensate for the lack of a rate-
of-return calculation on assets. Moreover, the electricity loss adjustment (ELA),  
enables the regulator to specify a level of losses that is allowable, so that if a 
company achieves better performance it can benefit, while worse performance 
is penalized. 

Allocate the revenue requirement. To obtain tariffs for different 
customer categories, the aggregate revenue requirement must be split between 
the categories. To achieve this, each element of cost (debt service, capital repairs, 
reserves, material costs, etc.) is split across the customer categories using either 
the proportion of customers (for fixed costs), or the proportion of consumption 
(kilowatt-hours for variable costs).12 

11	 Collection efficiency has improved in recent years. For example, in 2010 SeverElectro reported 
collection of only 90% for residential consumers; in 2017 its overall collection efficiency was 99.5%.  

12	 In theory, demand or capacity is also used for some cost categories, but the lack of good data on 
demand means that this is not yet done.
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Bashinskaya HPP. In addition, investments are being made in the grid in Bishkek 
and Osh cities and improvement of the power supply to the Arkinskiy Massif, 
as well as the major investment in the Central Asia–South Asia Power Project 
known as CASA-1000. This major international initiative is designed to connect 
countries with the potential of excess hydropower, such as the Kyrgyz Republic 
and Tajikistan, to countries with major power deficits, including Afghanistan 
and Pakistan. In the Kyrgyz Republic, CASA-1000 will entail the construction 
of a 500-kilovolt alternating current line from Datka to the Sugd substation 
(477 kilometers away, in Tajikistan). 

In addition to investments in generation and transmission, development 
partners are supporting investments in the four distribution companies, aiming 
to rehabilitate networks and improve efficiency and accountability.

Ideally, such public efforts would be accompanied by significant private 
investment in the power sector. Unfortunately, the current policy and regulatory 
climate is not encouraging for private investment. As of October 2018, only a 
handful of small-scale private independent power producers were operating: 
Tegirmentinskaya HPP: 3 MW; Issyk-Ata: 1.6 MW; Kalininskaya: 1.4 MW; Ak-Sui: 
0.5 MW; and Kyrgyz-Ata: 0.25 MW.

In principle, existing regulations allow for new small-scale HPPs to 
obtain a tariff for 8 years, after which it is renewed annually. By law, the 
distribution companies are required to pay this tariff. However, in an attempt 
to minimize their own losses, distribution companies are reluctant to pay it. 
After the 8-year period is over, the negotiation over annual renewals creates 
considerable uncertainty for private investors, making them reluctant to invest 
in the subsector. The private sector also complains about access to land, a 
lengthy and costly process, and about poor governance. Many of these challenges 
arise because of the current tariff policy. Low tariffs result in losses for energy 
companies, which makes them reluctant to purchase electricity at commercial 
rates. It is therefore not viable for most private actors to invest without the 
security of a tariff that provides a reasonable return on their investment. 
Ironically, the resulting shortage of electricity—notwithstanding the Kyrgyz 
Republic’s spectacular hydroelectric potential—results in the import of fossil-
fuel powered electricity from Kazakhstan at costs that exceed what would have 
had to be paid to private small-scale HPPs. 





Kyrgyz Republic: Improving Growth Potential

220

Due to low residential tariffs, the Kyrgyz Republic has the highest 
energy intensity (kilowatt-hours per dollar of GDP) in the Central Asia region 
(Figure  7.12)—and double that of some of its neighbors. In large part, this 
reflects aging and energy inefficient building stock and appliances. A program 
by the European Bank for Reconstruction and Development and the European 
Union is attempting to provide incentives to firms and individuals to improve 
energy efficiency. This has already led to savings of 125,000 MW hours annually 

Figure 7.12:  Electricity Intensity of Gross Domestic Product 
(kWh per $ ’000 at 2015 PPP)

kWh = kilowatt-hour, PPP = purchasing power parity.
Source: Enerdata. Enerdata Database. http://www.enerdata.net (accessed 8 Mar 2018).

0 

200 

400 

600 

800 

1,000 

1,200 

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

Armenia Azerbaijan Kazakhstan Kyrgyz Republic
Tajikistan Turkmenistan Uzbekistan 

kW
h 

pe
r $

 ’0
00

 a
t 2

01
5 

PP
P 

Figure 7.11:  Average Monthly Electricity Consumption, 2015 
(kWh per month)

kWh = kilowatt-hour.
Source: World Bank (2017b).
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approach was taken, with good communication and social protection for the 
vulnerable. Third, that an adaptive approach was taken toward problem solving, 
tackling issues as they emerged rather than having a rigid plan up front.

Dominican Republic. Inchauste and Victor (2017) provide a comprehensive 
account of the reforms in the Dominican Republic from the late 1990s on. 
Between 1998 and 1999, the government unbundled the sector, creating two 
generation companies as well as three distribution companies. However, poor 
performance continued with widespread illegal connections, nonpayment 
of bills, and tariffs that did not reflect costs.  In 2005, the government made 
another attempt to reform the sector (Government of the Dominican Republic 
2005), increasing tariffs, reducing losses, and linking power supply to payment.  
In addition, the government tried to let prices fluctuate to reflect movements 
in international oil prices and exchange rates (Government of the Dominican 
Republic 2007).  Unfortunately, in 2008, a sharp increase in oil prices resulted in 
subsidies escalating to 2.75% of GDP.  Moreover, the distribution of the subsidy 
was regressive in absolute terms, with the top decile receiving five times more 
than the poorest decile. However, reform would have hurt the poor because the 
subsidy still represented a significant share of their income (IMF 2010).

A corruption scandal in the utility, the Corporación Dominicana de 
Empresas Eléctricas Estatales, provided the trigger for the government 
elected in 2008 to pursue more concerted reforms. The subsidy program was 
abolished and a new cash transfer program, known as Bonoluz, was designed to 
compensate poor households. The Bonoluz covered the cost of the first 100 kWh 
of consumption per month for the poor. It piggybacked on the administrative 
systems of an existing subsidized gas program, using the same eligibility criteria. 
In addition, the government reduced the threshold beyond which households 
were no longer subsidized at all from 700 kWh/month to 300 kWh/month and 
increased tariffs (Vagliasindi 2012). 

Mexico.  Husar and Kitt (2016) describe the electricity reforms undertaken 
by Mexico in 2002.  These started as a comprehensive set of reforms designed to 
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who used more than 140 kWh per month. It also sought to make the subsidies 
less regressive—at the time the bottom three deciles were receiving 16% of the 
subsidy, while the top three deciles obtained 40% (Komives et al., 2009).

However, the plan met with substantial opposition. People in hotter 
regions and farmers who used electric pumps for irrigation were opposed to 
the reduction in subsidies, as was the central bank because of fears about the 
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Sections 2 and 3 of this chapter look at the current developments in labor 
markets in the Kyrgyz Republic, including employment and unemployment trends 
and discussions of youth and women in the labor markets. Section 4 is devoted to 
labor migration, looking at recent evidence on trends in migration and remittances. 
Sections 5 and 6 analyze recent developments in skills and education. Section 7 
covers demographic and health-related topics. The last section completes the 
chapter by offering key messages, implications, and recommendations.

8.2.	 Employment 

The Kyrgyz Republic has excess labor, as the rates of economic growth and job 
creation have lagged behind the population growth. The labor force is mostly 
engaged in services and agriculture, with a smaller share in industry. In the decade 
up to 2016, the Kyrgyz economy experienced a Lewis model type of movement 
in its labor force, from low-productivity agriculture to services and migration 
abroad. The following analysis highlights the rise of short-term wage-based jobs 
and the decline of formal jobs. A large share of the nonwage people employed 
are self-employed, and mostly in rural areas. This section summarizes the recent 
developments in employment in the Kyrgyz Republic using the latest studies, 
statistical reports, labor force surveys, and other microdata at individual and 
household levels (Box 8.1). The main microdata used are the Kyrgyz Integrated 
Household Survey (KIHS) and the Life in Kyrgyzstan Study (LIKS).1 The first 
section presents recent developments in labor market outcomes and policies. The 
following three sections look at employment in general, and separately at wage 
and nonwage employment. 

1	 Kyrgyz Republic. Kyrgyz Integrated Household Survey. various years. http:// catalog.ihsn.org/
index.php/catalog/6718/study-description; Kyrgyz Republic. Life in Kyrgyzstan Study. https://
lifeinkyrgyzstan.org/?page_id=51
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Table 8.1:  Selected Human Resources Indicators, 2015

Indicator Armenia Kazakhstan
Kyrgyz 

Republic
Russian 

Federation Tajikistan Uzbekistan
Population (million) 3.0 17.6 5.9 143.5 8.5 29.9
Life expectancy at birth (years) 74.9 69.6 70.8 70.3 69.6 69.4
HDI (rank) 84 56 120 49 129 105
HDI (value) 0.74 0.79 0.66 0.80 0.63 0.70
Expected years of schooling 12.7 15.0 13.0 15.0 11.3 12.2
Employment to population (%) 53 67 58 60 61 56
Gender Development Index 0.99 1.01 0.97 1.02 0.93 0.95
Internet users (% of population) 58 73 30 73 19 43
HDI = Human Development Index. 
Source:	 UNDP (2016).











to be occurring in the Kyrgyz Republic. This indicates an increased number of 
informal jobs. A disturbing development is the increasing share of contracts 
based on oral agreements, which puts the job takers in a disadvantageous 
position (Figure 8.4).  

The emergence of jobs based on oral agreements and on specific  
tasks means that the typical features of good jobs—such as paid annual leave 
and leave for temporary disability, pregnancy, and childbirth—are not usually 
included. In informal employment, few records of employment are maintained, 
and no social and tax deductions are made. All this reduces the social security of 
workers and their families in general. 

Figure 8.4:  Types of Contracts for Wage Workers 
(% of wage workers)

Source: NSC (2017c).
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Box 8.2:  Job Quality in the Kyrgyz Republic

The measurement of good jobs has evolved looking at income and work time, but also 
including subjective characteristics of jobs such as autonomy, stability, and formality. These 
complex approaches are believed to help cover important aspects of work, but also enrich the 
analysis of jobs. For example, good jobs and life satisfaction are well explained with a complex 
model in a paper by Esenaliev and Ferguson (2017), which tests the validity of the concept 
of multidimensional job quality in the Kyrgyz Republic by generating a six-component index 
of job quality using the Life in Kyrgyzstan Study data collected in 2013. The paper shows 
that men have better jobs than women in the Kyrgyz labor market; however, there were no 
large differences across regions. The paper contributes to knowledge on the importance of 
measuring job quality specific to a context and the importance of policy objectives that aim to 
stimulate better, as well as more jobs in the developing world. 

Source:	Esenaliev and Ferguson (2017).
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Informal employment 

Informal employment in the Kyrgyz Republic is defined from a legalistic 
point of view. An informal job is defined as employment without state 
registration (NSC 2016). Without state registration, the notion is that the benefits 
of good jobs—such as annual and parental leave, and health and social insurance—
are not in place. There are more aspects to informal economy and informal 
employment. Some aspects of informal employment are not considered here, 
such as employment in firms of five or fewer workers. Some formal companies 
may also be engaged in informal practices such as paying part of workers’ salaries 
informally (Lehmann and Zaiceva 2013). 

Jobs in informal settings constitute two-thirds of total employment in the 
Kyrgyz Republic (Figure 8.6). Informality of employment mirrors the prevalence 
of informal economic activity and is concentrated mainly in agriculture (39%), 
trade (20%), and construction (15%). Both urban and rural areas have more 
informal than formal employment, but two-thirds of the informal workers are in 
rural areas. The north was able to create both formal and informal jobs, while the 
south primarily has informal jobs.   

Informal activity reduces labor costs. While informality clearly has 
costs at the individual, firm, and national levels by minimizing workers’ rights, 
increasing firms difficulties in retaining qualified staff, and limiting their capacity 
for growth and technological advancement, this mode of activity provides 
some benefits to producers and consumers. As indicated by Mogilevskii (2018), 
informal activity provides flexibility in production, reduces transaction costs and 
tax payments, and reduces consumption prices.

Figure 8.6:  Informal Employment, 2005 and 2015  
(% of employed people)

Note: The data exclude international migrants working abroad.
Source: Author’s calculation based on the Kyrgyz Integrated Household Survey for 2005 and 2015 (NSC 

various years).
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While gender equality is advanced in the Kyrgyz Republic (WEF 2017), a 
reason for women’s lower economic and political participation is that traditional 
gender attitudes favor men (Box 8.3). Most of the LIKS respondents noted 
that men should be the primary earner and women’s jobs should be secondary  
(Figure 8.8). While women respondents scored the importance of male primacy 
in work somewhat lower than the men, the difference in their responses is not 
very large. Whether gender attitudes are changing and what the possible drivers 
are is not evident, but the main reasons seem to be lack of good jobs. 

Figure 8.7:  Youth Labor Market Participation, 2005–2015  
(% of people aged 20–29)

Sources:  NSC (2015b, 2017c). 
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Table 8.4:  Female Labor Force Participation, 2015

Indicator Total Male Female
Female Age Groups

20–29 30–39
Economically active (’000) 2,544 1,501 1,043 288 269

Employed (’000) 2,352 1,403 949 249 247
Unemployed (’000) 192 98 94 40 22

Inactive (’000) 1,534 487 1,047 280 140
Participation rate (%) 62.4 75.5 49.9 50.7 65.7
Unemployment rate (%) 7.6 6.5 9.0 13.8 8.1
Actual hours worked per week (hours) 35.7 37.5 33.0 32.3 34.0
Unemployed with higher education (%) 18.2 15.5 21.0 35.8 12.3
Inactive with higher education (%) 10.2 8.1 11.1 12.7 22.0
Sources: 	NSC (2016) and author’s calculations based on the Kyrgyz Integrated Household Survey Labor 

Force Survey for 2015 (NSC various years). 
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The Kyrgyz Republic’s membership in the EEU since 2015 has been 
favorable for migration. Kyrgyz labor migrants now appear to have more formal 
rights and fewer restrictions on employment in EEU countries, although there 
is no hard evidence to confirm this assertion. The membership in the EEU 
has reduced the fixed costs of starting to work in the Russian Federation as 
bureaucratic obstacles have been reduced. Entry costs are down, and migration 
has become a more viable employment choice than before. As indicated by 
Sagynbekova (2017), the effects of joining the EEU are (1) higher-quality jobs: 
migrants move from low-paid undocumented jobs to more secure, better paid, 
higher skilled jobs; and (2) the amount of remittances could increase with the 
removal of fixed entry costs. 

The economic development gap between the Kyrgyz Republic and the 
Russian Federation is likely to sustain high migration rates. Given the Kyrgyz 
economy is lagging behind in creating jobs for new entrants to the labor market, 
the excess labor supply likely has been eased by migration. The low birth rate in 
the Russian Federation, high birth rates in the Kyrgyz Republic and other Central 
Asian countries, and a large gap in economic development (Figure 8.9) create 
a win–win situation in the long run for continued migration. And accession to 
the EEU has improved the working conditions for Kyrgyz migrants. The wage 
numbers in Figure 8.9 are national average wages, and do not take into account 
differences in sectors and occupations. The numbers primarily relate to wages in 
formal employment and largely do not cover informal employment. As of 2015, 
the Russian Federation’s share of informal employment was estimated at about 
20% of total employed people, while in the Kyrgyz Republic the number in the 
same year was about 69%.

Migration affects about every fifth household in the southern oblasts. 
External labor migration originates mainly from the south, and is practically absent 
from the north. In the south, the share of households with at least one migrant 
abroad in 2015 ranged from 8% in Osh City to 29% in Batken Oblast (Table 8.5).    

Migration creates a deficit of skilled labor in the Kyrgyz labor market. 
Migration attracts both skilled and unskilled labor, which creates issues for 
domestic companies that want to invest in technology and thus need skilled 
workers.  For example, a World Bank (2014) survey showed that two-thirds of 
companies reported having a problem with the skills and education of their labor 
force, making this the 4th most challenging issue for doing business in the Kyrgyz 
Republic in 2013. 
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World Bank  2010). Second, the National Sample-Based Assessment of Grades 
4 and 8 that was conducted in 2007, 2009, 2014, and 2017 showed that over 
60% of fourth graders did not possess the basic level of reading comprehension 
(CEATM  2018). While the situation is showing little improvement over time, 
the scale of the problem is mounting. The same test looked at grade 8 students 
in 2017—in which about 65% of students did not possess the basic level of 
mathematics and 52% did not have basic reading comprehension—this is, 
however, progress when compared with the assessment in 2007, when 84% and 
73% of students scored as not sufficiently knowledgeable at the basic level in 
mathematics and reading, respectively.  

Teachers and teaching are the key to learning outcomes. However, 
teachers’ salaries are low and their nonmonetary benefits, which were substantial 
in the socialist times, are practically absent. For example, in 2010 the monthly 
teacher salary was equivalent to about $75 whereas public servant wages were 
about $144 per month (Bulan Institute 2018, Teleshaliyev 2013). The salaries 
were reformed in 2011 and the rates were increased again in 2015, but the gain 
was uneven and some categories of teachers, especially young teachers, became 
income-vulnerable. Teacher retention is an issue: of 100 university students 
who were trained in pedagogical specialties, only 17 went to work in schools, 
and about 20% of them dropped the profession within their first year of work 
(Teleshaliyev 2013). As a result, only about 20% of teachers are young, and every 
seventh teacher is retired but has continued teaching. In addition, the profession 
is highly skewed toward females, with male teachers comprising only 10%–30% 
of the teaching cadre.        

The number of students who continue to grades 10 and 11 has been 
declining, from the peak of about 80% in the early 2000s to 56% in 2015. This is 
partly explained by two developments. First, the introduction of national testing 
in 2002 made the process of being admitted to higher education institutions 
more difficult because minimum scores were required. Second, the lack of 
appropriate employment prospects for university graduates inclined many 
people to opt for professional vocational schools, which have seen an increasing 
number of students. This trend was reinforced by an increase in employment in 
the service sector and demand for relevant occupations.  

About 3% of secondary level schools are private (NSC 2015a), which have 
less than 2% of all secondary level students. Private secondary schools vary in scope 
and quality, with some prominent examples such as lyceums funded by Turkey and 
schools with domestic or international funding. The 2017 national testing revealed 
that students from private schools demonstrate superior academic achievements 
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away from campus. This model comes from the socialist times and is used by 
many who want to enhance their chances of obtaining a better job or meeting 
job qualification requirements. Such students visit their educational institutions 
twice a year for lectures and to take tests. In many cases, the quality of teaching 
is questioned as most of the tests are easy to pass through informal mechanisms, 
such as bribing. 

The key policy challenge is to invest in good quality professional education. 
Higher education seems not to be promising because of the low academic 
achievements of secondary level students. The economy should orient toward 
equipping its workers with the skills demanded by current and future employers 
(ADB 2016). Vocational institutions prefer to offer fields that do not require 
training or a material base, such as laboratories. For example, many humanitarian 
and social science courses are offered, but few technical or engineering courses.  
The government may wish to consider redirecting its role from being the 
major direct provider of education to being an effective regulator, catalyst, and 
supporter of the private professional education system and vocational training 
that meet the labor market’s changing needs (Mogilevskii 2018). This could 
encompass being flexible and applying innovative solutions such as resource 
sharing, public–private partnerships, and life-long education. 

8.7.	 Demographics and Health 

Population growth is moderate

Population growth in the Kyrgyz Republic in 2010–2017 averaged 1.6% annually, 
which is comparable to the rate in Central Asia but higher than the global 
average of 1.2% (UNFPA 2018). As of 2018, the population was estimated at 
6.2 million, with about a third of it residing in cities (NSC 2017a). The median 
population age is young, at 27 years, but because more than 4% of the people are  
65 or older, the population is considered to be moderately aged. The population  
is projected to grow to 7 million in 2030 and 8 million in 2050 (UN DESA 
2017). This growth is expected to include expansion of the urban population 
and increased life expectancy, which will alter the population’s regional and age 
structure (Figure  8.13).

Urban population is expected to grow

The urban population remained steady in the 2 decades to 2017 at about 34% 
of the total population. This ratio seems low given active internal migration to 
urban areas (Hatcher and Thieme 2016, Satybaldieva et al., 2014). One reason for 
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Incentivize informal workers and migrants to secure social 
protection. Jobs in the Kyrgyz Republic are becoming less secure in terms 
of benefits and are increasingly based on the short-term needs of employers. 
Providing mechanisms for current and future social protection is important. 
Very few households and individual entrepreneurs use insurance and pension 
services. More information provision combined with strengthening of the 
insurance and nonstate pension sectors is important. 

Education 

Increase investment in good quality teaching. Teachers’ motivation, skills, and 
efforts need to be enhanced. Despite high levels of expenditures on education, 
the learning outcomes are poor, based on the national level tests. The OECD 
(2018) study shows that the countries that best demonstrate students’ high  
academic achievement have several distinguishing features, such as professional 
and career opportunities for teachers, a collaborative culture of improvement, 
a mentoring system, performance evaluation, and social benefits for teachers. 
Thus, putting more resources into teacher training and retraining and applying a 
more performance-based monitoring system of teaching quality are important  
ways to increase the quality of teaching and the student outcomes.     

Promote Russian and English languages. The Russian language will 
remain an important medium for obtaining information and knowledge. The 
current level of investment in Russian language instruction can be expanded to 
keep more students proficient in Russian, along with other local languages. A 
very low share of the population knows English, which is therefore unlikely to 
become a major medium for learning and information in the future. Nevertheless, 
it is imperative to sustain the efforts to expand English language knowledge in 
the country to increase the global competitiveness of students. 

Add life skills to the school curriculum. The typical Kyrgyz school is 
concerned mostly with academic skills, and life skills are largely neglected. Life 
skills include many things important later in life, such as abilities for handling and 
managing communication, presentations, time, money, relationships, and a healthy 
lifestyle. Efforts have been made to expand this area.   

Widen ICT skills in school curriculums. ICT teaching standards are to 
be introduced and more targeted teaching of computer and programming skills 
may be necessary. Basic knowledge of typing on computers, working on office 
applications, and internet browsing are in demand and are important later for 
both study and work. 
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Despite a complex transition and geographical isolation, the Kyrgyz Republic has 
become one of the most open and integrated economies in Central Asia.  
The country has improved its per capita income and living standards, and is now  
on the threshold of graduating to the ranks of the lower-middle income economies.  
Moving forward, the principal challenge for the Kyrgyz Republic is how to translate 
these achievements and opportunities into stronger, broad-based economic growth.

The Kyrgyz Republic Country Diagnostic Study provides an in-depth 
analysis of the sectors from which the needed economic and governance 
reforms can emanate and lead to comprehensive growth. The book presents 
evidence-based policy suggestions for enhancing the country’s trade, 
finance, services and tourism, information and communication technology, 
energy, transport and logistics, agriculture, and human capital.

About the Asian Development Bank

ADB is committed to achieving a prosperous, inclusive, resilient, and sustainable  
Asia and the Pacific, while sustaining its e�orts to eradicate extreme poverty.  
Established in 1966, it is owned by 68 members—49 from the region. Its main 
instruments for helping its developing member countries are policy dialogue, loans, 
equity investments, guarantees, grants, and technical assistance.

ASIaN DEVELOPMENT BaNK
6 ADB Avenue, Mandaluyong City
1550 Metro Manila, Philippines
www.adb.org


	Contents
	Tables, Figures, and Boxes
	Foreword
	Preface
	Acknowledgments
	Author Profiles
	Abbreviations
	1. Introduction: The Kyrgyz Economy at the Crossroads.
	2. International Dimensions of Economic Transition : Trade, ForeignDirect Investment, and Labor Migration
	3. Reinventing the Agriculture Sector
	4. Leveraging Service Sector Growth in the Kyrgyz Republic
	5. Digital Transformation and Opportunities in the Kyrgyz Republic
	6. Transport and Logistics to Support Increased Trade and Inclusiveness
	7. Reforming the Kyrgyz Republic’s Energy Sector
	8. Human Resources Development for Inclusive Growth
	References



