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Introduction

International trade and transit facilitation are vital for the Kyrgyz Republic because of
their relatively small-economy and land-locked nature. To overcome these economic constraints,
the majority of the economies are liberalizing trade policy while striving to become a “transit
country” to facilitate trade of neighboring countries. Currently transit movements in the region
are inhibited by multiple domestic factors and lack of regional cooperation.

Transition experience of Kyrgyz Republic differs from other CIS countries. Kyrgystan is
a first CIS country became a member of the WTO back in 1998. Nevertheless, entry to the WTO
has not led to a substantial increase in international trade.

Major constraints include weak legal framework, complex and outdated border
procedures and documentation, lack of coordination among the border agencies, lack of mutual
recognition of customs control procedures and customs seal and stamps, weak private sector
stakeholders such as transport and trade associations, inadequate transit and guarantee systems,
and inadequate customs and transport infrastructure. These non-physical barriers are reflected in
delays at border-crossings and at final points of clearance that significantly increase overall trade
and transport costs.

The transporters use four major routes to serve the Kyrgyz Republic.

(1) The Central Route through the Kazakhstan and Russian Federation. This is mainly

used for by European, Russian and Belarussian transport organizations with some national
companies, particularly Kyrgyz and Kazakh;

(2) North-west Europe Route or through Kazakhstan to Ukraine and into Central Europe is used
by European and Kyrgyz, Kazakh companies;

(3) The Southern Route through Iran, Turkmenstan, Uzbekistan, and is dominated by Iranian and
Turkish transport organizations with few national carriers;

(4) The TRACECA route. This is mainly used by Turkish transporters in the Caucasus but little
is crossing the Caspian Sea at present for on-carriage to Central Asia;

It is true statement also for Kyrgyz Republic that one advantage of regional preferential
trade arrangements is that they create opportunities to lower trade costs in areas other than tariffs
and non-tariff barriers to trade. This review of transport and trade facilitation, standards
administration, and regional cooperation agreements points to several conclusions. The potential
to expand trade by lowering trade and transit costs other than policy border barriers is great and
it may have a higher payoff to cooperative governmental efforts than reciprocal reductions in
border barriers.

The lower trade openness ratio of the CIS economies is partly explained by formal and
informal trade barriers, established in spite of numerous regional trade agreements and the
frequently expressed belief in the benefits of free trade. Formal barriers to trade are captured by
the IMF trade restrictiveness index, which takes into account trade taxes and nontariff barriers.
According the IMF data the average trade restrictiveness index for the CIS countries reached 3.8,
significantly higher than the average of 2.0 for the CEE+ countries and the Baltics. In Central
Asia tariff barriers play a less significant role as import tariffs have been brought down, but non-



tariff barriers remain important. Delayed repayments of VAT refunds to exporters in Kyrgyz
Republic constitute an additional obstacle to exports. Although a multitude of regional trade
agreements have been signed and ratified by CIS countries, their overall impact beyond political
signaling remains limited.

Lower than expected CIS openness results from both regional and country-specific
factors, including slow progress in transition; restrictions to trade; geographic features; weak
infrastructure; governance and corruption problems in customs and transport services; trade
blockades; political conflicts; and restrictions to market access by trading partners.

This is because the costs of institutional obstacles, informal barriers, and sub-optimal
regulatory scales are often higher than the costs associated with policy border barriers. Further,
many of these barriers do not generate revenues but simply waste economic resources and
directly constrain productivity. These issues are also important elements defining the investment
climate.

According IMF study on estimated effect of a uniform 50% reduction (over 5 years) in
trade margins in the Kyrgyz Republic on their selected macroeconomic indicators showed that
halving trade margins would increase real GDP by 14.5% in the Kyrgyz Republic and real
consumption would be 16.1% higher.

I. Analysis of barriers to transit trade pertaining to Kyrgyz
transit transport

Based on Cases

The first group of questions discussed during the meeting in with truck drivers and
managers of transport companies concerned differences in technical standards on vehicles
(dimensions of vehicles, axle load, problems of reweighing, etc.) used on territory which
considered as transit for Kyrgyz transporters.

Raised issues:

On summer of 2007 on the “Petuhovo™ post (border of Kazakhstan-Russian Federation)
Kyrgyz vehicle has been detained for excess of a total weight on the basis of the RCI order on
application of the Minsk agreement on weights and dimensions of vehicles which Kazakhstan has
signed in 1999 with the clause (item *-1.3.1.2 Appendix 2 maximal total weight of a vehicle - 36
t.) in spite of the fact that the governmental order #32 of the Republic of Kazakhstan dd. January
17, 2003 has abolished mentioned clauses and the order has approved norms of the Minsk
agreement on territory of Kazakhstan.

On July of 2007 on the “Chudovo’(central transport corridor) transport control post
(border of Kazakhstan-Russian Federation) Kyrgyz vehicles loaded with fresh-vegetables have
been detained for ostensibly excess of axle load in connection with flood restrictions in spite of
the fact that according to the order of the Ministry of Transport and Communication of the
Russian Federation such restrictions do not extend on the vehicles carrying out the international
shipment on federal roads. Despite the fact that the rights of Russian Transport Inspection
officer are determined by the Law of the Russian Federation #127 dd. July 24, 1998, the order
on charge of penalties is defined by the Code on administrative offences, and weight loads and



dimensions of vehicles are determined in the Agreement on weights and the dimensions signed
by the CIS countries adopted in 1999by Minsk Agreement.

Concerning the first question analysis of this situation show that is result of bureaucratic
delays the Russian party has received the notice on abolishment of clauses to the Minsk
agreement on loads and dimensions of vehicles from Central Asian Republics. Also active
cooperation between Transport Inspection Bodies of Russia and CARs in resolving this problem
would be helpful.

Next group of questions concerned introduction of the Unified Weight Certificate
(UWC) on the territory of the CIS countries going to Kyrgyz Republic.

For instance truck going from Europe concerned the control post in Russia and
Kazakhstan, where the European carrier has been fined for excess of weight though it was not
proved by the documents which have been issued on the territory of Poland and Belarus. Despite
the fact transit vehicles carrying out delivery under the TIR sign are not subject to checking up
to the destination point.

On the Shymkent-Pavlodar (Republic of Kazakhstan) route main transport corridor for
Kyrgyz Republic up to 8 posts for carrying out weighing of cars (transport inspection) can be
counted. Weighing results of various weight stations differ from each other.

More attention should be paid to the elimination of barriers for vehicles in these
countries, and with this purpose there is a need an establishing intergovernmental group which
will be engaged in elimination of administrative barriers on the border of CIS countries.

Unified Weight Certificate is so important, that the many associations of the international
carriers was ready to introduce UWC as a pilot project on the territory of CIS, but this proposal
has not been supported by the officials of some countries.

Interviewers have also discussed an issue on adoption of the Unified Technical
Requirements (UTR) to vehicles based on its technical characteristics on the territory of the CIS
countries.

Also carriers concerned about simplification of obtaining special permissions for
shipment of large-sized cargos, notably regarding possibility to simplify procedures on obtaining
special permissions for shipment of large-sized cargos at least in cases of insignificant excess of
weight and to hold this procedure on the border posts.

Another problem is transit for European transporters to Kyrgyzstan. According to his
records which he made on the way, during his travel on the territory of Kazakhstan the vehicle
can be stopped for control by various inspections 6-8 times, which on the average makes one
stop per 200 km. It causes at least bewilderment as, first, it is loss of time and secondly if the
vehicle has been passed to the country it means that it has already passed the control over all
parameters.

The second aspect where attention should be paid is an idle time on the border. They has
pointed out that he had to spend 6-8 hours for registration of transit on the border of Kazakhstan
and Russia.

Bribes on the roads.

Problem:

Traffic policemen openly ask for bribes from drivers. In case of refusal, Kazakh traffic
policemen take drivers’ documents away and detain for uncertain time without any explanations.



Apparently from actions of the Ministry of Internal Affairs of the Republic Kazakhstan,
the officials of Ministry of Internal Affairs are worried about these cases and undertake decisive
measures to change situation. High officials of the Department of the Traffic police of
Kazakhstan have held a press conference on September 30, 2003 where they informed that the
new Minister of Internal Affairs has toughened requirements to the traffic police and has signed
an order on regulation of traffic control. According to this order it is strictly prohibited to stop
and check cars carrying out international shipment on republican roads except for cases when
there is concrete instruction to detain concrete vehicles and persons. Besides, the order stipulates
reduction of traffic police stationary posts. It is decided to leave only 30 posts out of 69 on main
transport corridor for Kyrgyzstan and other CARs. Thus, all 12 posts on the Shymkent-Astana
highway will be liquidated. Only 1 stationary post close to the capital of the Kazahstan Astana
from Karaganda side will be left.

The aforesaid shows understanding of the high officials from the Ministry of Internal Affairs the
situation, when controlling bodies become an obstacle to the international shipment.

It remains only to add that besides the Ministry of Internal Affairs, control over
international auto-shipment in the Republic of Kazakhstan is carried out by Transport Inspection,
Border Service, Committee of National Security (9th department), Custom Committee,
Immigration Service, Veterinary Service.

Time duration for carrying out different types of checking both on border check points
and on numerous control posts of different services within Kazakhstan is unreasonably delayed.
At the same time psychological pressure is committed on drivers (rude treatment, threats, search,
including personal inspection, etc.) who have to "guess" possible ways to speed up and simplify
control actions. There are steady rates of illegal collection of money from different control
services on concrete posts which testifies existing system "squeezing" for illegal payments.

Also Kyrgyz carriers affirm that traffic policemen and Transport Control Committee officers in
Shymkent and Jambyl oblasts unreasonably and for a long time detain cars in Chiganak,
Karaganda, Pavlodar, Cherlak demanding the significant amounts of penalty without receipt. If
needed they are ready to organize a control trip with the representatives from Transport Control
Committee over the Bishkek — Petuhovo route.

Cost of security on the roads

The Kyrgyz carriers are compelled to resort to the paid security services escorting a
vehicle (cost of security services reaches significant sums around $800-1000). These security
services not only release from the risk of gangsters’ attacks on roads, but also considerably
simplify control procedures. Assistance of security firms in simplification and promotion of
control procedures on the territory of the Republic of Kazakhstan an Russia testifies existence of
a steady system where former bribes are being legalized. It undoubtedly creates barriers for the
development of international shipment on the one hand and promotes development of the
criminal world on the other hand. Despite the fact that the armed attacks on the territory of the
Republic Kazakhstan stopped as a result of the implemented work, this issue should be resolved
completely.

Analysis of the acting legal norms and established practice could detect the following principal
barriers on the way of transit and at international trucks transportations:

= Differences in some allowable technical characteristics of the transportation means. In
particular, in Tajikistan, China — it is allowed a load on axis — 8 tons, whereas in
Kazakhstan — 10 tons. In Tajikistan, despite that the maximum allowable weight of the



truck transport means has 40 tons. Practically, taking into account the real condition of
the roads, for 50% of the itineraries it is only possible a transit of the 20 and 30 toned
trucks.

= There are differences in the methods of identifying the scale of customs duties for
exceeding allowable dimension and weighting parameters of trucks transport means.

TIR Carnet system in Kyrgyz Republic

The most important international Convention concerning transit by road is the Transport
International Routier (International Road Transport) Agreement, or TIR Agreement. It provides a
guarantee system that covers the duties and other charges at risk on goods moving in the course
of international trade. A key issue is that the TIR Agreement is an international Customs
Agreement. In terms of usage, TIR is the dominant transit system used for long distance transits
between the CARs and external markets in Europe, Iran and Turkey. However, it is rarely used
for intra-regional transport movements by Kyrgyz traders, as it is considered too expensive and
its benefits are very limited when the transit involves crossing only a few borders.

Despite the fact that average cost of a TIR Carnet in CAREC member countries is about
US$120, although it can be as high as US$174 in the Kyrgyz Republic . Hence, it is the high
fixed costs that limit the use of the TIR transit system by transport operators from the CAREC
member countries and constrain transit trade in Central Asia.

Table 1. Costs of TIR Transit System in Kyrgyzstan and Kyrgyzstan
(2006, in US dollars)

Kyrgyz
Cost Item Kazakhstan Republic
Cost of a new vehicle that meets the >100,000 >100,000
requirements of the TIR Convention
Entry fee for membership in the national 8,000 8,000

association that controls access to the TIR
transit system

Annual fee for membership in the national 200-2,000 200-1,000
association that controls access to the TIR
transit system

Cost of liability insurance 2,000 n/a
Cost of TIR Carnet 100 124-174
Source: Ministry of Transport of Kyrgyzstan and Kazakhstan, 2006.

The Kygyz Republic as well as other CARs suffer from a combination of remote geographical
position and small country size, which substantially elevates transport costs to major
markets. While these are fundamental problems still exist, outcome of analysis of these cases
highlights other, controllable, factors that contribute to elevated transport costs.

1. A shortage of adequate information for transporters and traders: Requires public-private
cooperation, technical assistance, and a shift to client focus in TTF institutions.

2. Border crossing problems: Difficulties in rail transit (such as a lack of interoperability
of formerly unified rail system, lack of through-tariffs for container traffic, customs
delays, incompatible customs documentation and nomenclatures), severe limitations in



road transit procedures (TIR transit conventions are not fully recognized in practice;
regional transit procedures are cumbersome and costly; regional transit conventions are
non-existent;technical provisions, such as gross vehicle weight and axle load, are not
fully harmonized; regional and international insurance systems are not available),
incompatibility of existing border procedures with international standards, such as
specified in the Revised Kyoto Convention and TRACECA Multilateral Agreement.
Generally inefficient and costly customs procedures further exacerbate the matters.

3. Low overall efficiency of transport operators: There is a need in the restructuring of
railways and lowering high entry barriers for and an increase of international
competitiveness of national road operators.

4. Underdeveloped logistic services: Logistic services are in effect an infant industry in the
CIS-7.

5. Underdeveloped multi-modal operations: Another infant industry; especially damaging is
a lack of single operator for container transport on multi-country and multi-modal routes.

Summary

Border-crossing problems remain as a big impediment for Kyrgyz trade and transport
facilitation. Non-physical barriers contribute severe limitations on road transit. TIR transit
conventions are not fully recognized in practice; regional transit procedures are cumbersome and
costly; regional transit conventions are non-existent; technical provisions, such as gross vehicle
weight and axle load, are not fully harmonized; regional and international insurance systems are
not available, incompatibility of existing border procedures with international standards.

However, trade performance of Kyrgyz trade was not as impressive as it appears. The rise in
world prices for primary commodities was a major factor contributing to the rapid growth of
exports. Commodity composition of exports has remained highly concentrated. Participation in
global value chains (GVCs) and global production networks (GPNs) remained limited. Intra-
regional trade among the CARs remained fairly small.

Generally inefficient and costly customs procedures further exacerbate the matters, which
is lowering overall efficiency of transport operators. Logistic services are in effect an infant
industry in Kyrgyz Republic as well as in transit countries. Another underdeveloped industry;
especially damaging is a lack of single operator for container transport on multi-country and
multi-modal routes.

A large number of multilateral (the WTO), plurilateral (the CIS), and bilateral agreements
on transit and customs cooperation have been largely ineffective and failed to bring about free
transit in the region, despite the fact that many of these agreements provide for the national
treatment of transport companies in transit. Kyrgyz Republic has also entered into a multitude of
regional and multilateral transit arrangements, such as a number of bilateral agreements and
regional agreements (the latter in the frameworks of the CIS and TRACECA) and the
multilateral TIR Convention.

However, these arrangements are largely ineffective, have not been implemented or have
limited impact. They tend to serve as political statements and strategic intentions, outlining
general policy and strategic goals rather than actual arrangements. The WTO disciplines apply
only to its members while major transit countries in the region are still outside the WTO. There
is a clear need to create regional bodies defending non-discriminatory transit. CIS and other
international and regional organization could serve as a forum for such efforts but the existing



ineffective “spaghetti bawl” of agreements should be replaced by straightforward and clear
arrangements.

The TIR Transit System should be implemented in its fullest. At the same time, a regional
transit system to facilitate short-distance intra-regional trade should be developed. The regional
transit system should include such elements as (i) mutual recognition of customs control
procedures, seals, and stamps; (ii) regional chain guarantees, (iii) standardized transit
documentation, (iv) vehicle certification requirements commensurate with the regional
development circumstances; and (v) easy accessibility for system’s users.

Il An analysis of barriers to transit trade pertaining to
customs transit

Information on achievements of Customs Service of the Kyrgyz Republic in the
framework of the Committee on Customs Cooperation (CCC).

Participation of Customs Service of the Kyrgyz Republic in the activity of the CCC,
starting in August, 2002, enabled it to solve a range of issues, directly connected with regional
trade facilitation. Among seven priority tasks, stated by the Common Action Plan (CAP), on the
way of successful realization are the following:

«Development of joint customs control and infrastructure».
Among 3 aspects of the given issue, that include (1) development of the infrastructure, (2) legal
base for implementation of the joint control and (3) determination of the optimal border crossing
point for the implementation, for nowadays the two are close to settlement.

During the 2" cce Meeting (Tashkent) a proposal of Kyrgyz and Kazakh parties is approved,
and a part of border on the crossing point «Akjoly-«Korday» between Kyrgyzstan and
Kazakhstan is determined as an area for pilot testing.

Work on implementation of the joint processing is based on before achieved bilateral agreements
in the framework of the Agreement between the Government of the Republic of Kazakhstan and
the Government of the Kyrgyz Republic on border crossing on the route Almaty-Bishkek dated
15.11.1999.

Later an experiment on joint processing with attraction of all controlling bodies of two states was
conducted on the border crossing point Akjol-Korday.

Then, Customs Services of the Republic of Kazakhstan and the Kyrgyz Republic drafted
Agreement between the Government of the Kyrgyz Republic and the Republic of Kazakhstan on
joint control on the kazah-kyrgyz state border. Discussion of the draft Agreement was conducted
with attraction of related ministries and agencies of each of the Parties, that exercise control on
the border — Border Guard, Ministry of transport, agriculture, helth.

Situation for nowadays — the draft Agreement between the Government of the Kyrgyz Republic
and the Republic of Kazakhstan on joint control on the kazah-kyrgyz state border is approved by
the Decree of the Government of the Kyrgyz Republic Ne57-p dated 31, January, 2005.

«Development of the simplified transit system».
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Figure 6: Cumulative Change in Household income in the Kyrgyz Republic in 2007-2012
due to 50 % Reduction in Tariffs in 2007
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Despite large analytical work, no aggregate assessment of transit and trade impediments for the
country was made due to insurmountable data problems. Even based on these assumptions, that
is increasing the cost of Kyrgyz export by 40 million USD annually. Taking into account the
representative cost of 254 §$ per ton gives and 12% of unofficial payment cost about 6 min USS$
non-effective expenditures during the transit of Kyrgyz goods through the border of other
countries. Although the methodology is crude it suggests that extra transport costs restrict the
Kyrgyz trade.

General conclusion of analysis of the effect of reduction of trade margins for rural
population

e Potential benefits for countries of reduction of trade margins:

1. Improved and predictable market access

2. Despite the estimation results of the scenarios show that the welfare impact of each choice

varies across regions and better trade regimes will positively effect on the life of the rural

populations

3. Reduction of trade margins will bring stimulus for some sectors and subsectors and
increase export potential

4. But the reduction of trade margins largely effect no poor population rather than poor some
hyposis is that nonpoor population more actively engaged in business.

Conclusions and Recommendations

International trade and transit facilitation are vital for the Kyrgyz Republic because of
their relatively small-economy and land-locked nature. To overcome these economic constraints,
the majority of the economies are liberalizing trade policy while striving to become a “transit
country” to facilitate trade of neighboring countries. Currently transit movements in the region
are inhibited by multiple domestic factors and lack of regional cooperation. Major constraints
include weak legal framework, complex and outdated border procedures and documentation,
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lack of coordination among the border agencies, lack of mutual recognition of customs control
procedures and customs seal and stamps, weak private sector stakeholders such as transport and
trade associations, inadequate transit and guarantee systems, and inadequate customs and
transport infrastructure. These non-physical barriers are reflected in delays at border-crossings
and at final points of clearance that significantly increase overall trade and transport costs.

The Kyrgyz Republic as well as other Central Asian Republics suffers from a
combination of remote geographical position and small country size, which substantially elevates
transport costs to major markets. While these are fundamental problems still exist, outcome of
analysis of these cases highlights other, controllable, factors that can contribute to elevated
transport costs.

A shortage of adequate information for transporters and traders and requires public-
private cooperation, technical assistance. As well as big impediment for Kyrgyz trade and
transport facilitation are border-crossing problems. Non-physical barriers contribute severe
limitations on road transit. TIR transit conventions are not fully recognized in practice; regional
transit procedures are cumbersome and costly; regional transit conventions are non-existent;
technical provisions, such as gross vehicle weight and axle load, are not fully harmonized;
regional and international insurance systems are not available, incompatibility of existing border
procedures with international standards.

Generally inefficient and costly customs procedures further exacerbate the matters, which
is lowering overall efficiency of transport operators. Logistic services are in effect an infant
industry in Kyrgyz Republic as well as in transit countries. Another underdeveloped industry;
especially damaging is a lack of single operator for container transport on multi-country and
multi-modal routes.

There are also several bilateral and trilateral agreements broadly covering customs
matters among, the Kyrgyz Republic and other CIS countries and China. However, despite this
multitude of plurilateral and regional agreements, transit countries tend to create extra hurdles in
customs clearance, often in violation of such agreements. These hurdles include mandatory high-
cost customs convoying, insurance, and other high fees.

A large number of multilateral (the WTO), plurilateral (the CIS), and bilateral agreements
on transit and customs cooperation have been largely ineffective and failed to bring about free
transit in the region, despite the fact that many of these agreements provide for the national
treatment of transport companies in transit. Kyrgyz Republic has also entered into a multitude of
regional and multilateral transit arrangements, such as a number of bilateral agreements and
regional agreements (the latter in the frameworks of the CIS and TRACECA) and the
multilateral TIR Convention.

However, these arrangements are largely ineffective, have not been implemented or have
limited impact. They tend to serve as political statements and strategic intentions, outlining
general policy and strategic goals rather than actual arrangements. The WTO disciplines apply
only to its members while major transit countries in the region are still outside the WTO. There
is a clear need to create regional bodies defending non-discriminatory transit.

The analytical work under the transit and trade facilitation programs suggests, Kyrgyz
Republic is not only land-locked and remote, but their economic distance from their main market
is greater than the geographic distance, since the former includes high transport costs and a
multitude of barriers on the borders. Despite large analytical work, no aggregate assessment of
transit and trade impediments for the country was made due to insurmountable data problems.
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Even based on these assumptions it is increasing the cost of Kyrgyz export by 40 million USD
annually. Taking into account the representative cost of 254 $ per ton gives and 12% of
unofficial payment cost about 6 mln US$ non-effective expenditures during the transit of Kyrgyz
goods through the border of other countries. Although the methodology is crude it suggests that
extra transport costs restrict the Kyrgyz trade.

Trade and transit agenda should stress organizational, institutional, and technical
rationalization aspects allowing for a better use of available infrastructure. Infrastructure
maintenance and upgrade should be given priority over new construction. Since full maintenance
of ex-Soviet infrastructure is beyond available resources of CIS governments and international
donors, critical elements of existing infrastructure should be identified and financed through the
TTF programs while the rest of infrastructure should be financed by local and private resources
or should be downgraded. Border procedures on rail and road should be harmonized and inter-
operability at the border crossings achieved.

TTF agenda should stress organizational, institutional, and technical rationalization
aspects allowing for a better use of available infrastructure. Infrastructure maintenance and
upgrade should be given priority over new construction. Since full maintenance of ex-Soviet
infrastructure is beyond available resources of CIS governments and international donors, critical
elements of existing infrastructure should be identified and financed through the TTF programs
while the rest of infrastructure should be financed by local and private resources or should be
downgraded. Border procedures on rail and road should be harmonized and inter-operability at
the border crossings achieved.

There is a clear need to create regional bodies defending non-discriminatory transit. CIS
and other international and regional organization could serve as a forum for such efforts but the
existing ineffective “spaghetti bawl” of agreements should be replaced by straightforward and
clear arrangements.

The TIR Transit System should be implemented in its fullest. At the same time, a regional
transit system to facilitate short-distance intra-regional trade should be developed. The regional
transit system should include such elements as (i) mutual recognition of customs control
procedures, seals, and stamps; (ii) regional chain guarantees, (iii) standardized transit
documentation, (iv) vehicle certification requirements commensurate with the regional
development circumstances; and (v) easy accessibility for system’s users.

WTO members should use the accession negotiations of their neighbors as a leverage to
achieve free transit.

Public-private dialogue should be further strengthened. Public notification by government
agencies on transport and trade rules and regulations should become more accessible.

e CARs recent trade performance has not been as impressive as it appears.

e There is a need to reassess the participation in a large number of sometimes conflicting
regional economic integration schemes.

e More generally, CARs that are not yet members of the WTO should give precedence to
accession to this organization and multilateral trade liberalization within the WTO
framework over trade liberalization within a regional trade arrangement.

e There are manifold barriers to trade in CARs, which need to be dismantled.

e CARs need to cooperate with each other and neighboring countries to reduce barriers to
trade relating to transport, transit, border crossing, customs clearance, weak institutions,
underdevelopment of the financial sector, and the lack of marketing skills.
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e Liberalization of a trade regime needs to be supported by sound macroeconomic policies
and structural reforms.

Annexes

A. Information on achievements of Customs Service of the Kyrgyz Republic in the
framework of the Committee on Customs Cooperation (CCC).

Participation of Customs Service of the Kyrgyz Republic in the activity of the CCC, starting in
August, 2002, enabled it to solve a range of issues, directly connected with regional trade
facilitation. Among seven priority tasks, stated by the Common Action Plan (CAP), on the way
of successful realization are the following:
«Development of joint customs control and infrastructure».

Among 3 aspects of the given issue, that include (1) development of the infrastructure, (2) legal
base for implementation of the joint control and (3) determination of the optimal border crossing
point for the implementation, for nowadays the two are close to settlement.

During the 2" cce Meeting (Tashkent) a proposal of Kyrgyz and Kazakh parties is
approved, and a part of border on the crossing point «Akjol»-«Korday» between Kyrgyzstan and
Kazakhstan is determined as an area for pilot testing.

Work on implementation of the joint processing is based on before achieved bilateral agreements
in the framework of the Agreement between the Government of the Republic of Kazakhstan and
the Government of the Kyrgyz Republic on border crossing on the route Almaty-Bishkek dated
15.11.1999.

Last year an experiment on joint processing with attraction of all controlling bodies of two states
was conducted on the border crossing point Akjol-Korday.

Then, Customs Services of the Republic of Kazakhstan and the Kyrgyz Republic drafted
Agreement between the Government of the Kyrgyz Republic and the Republic of Kazakhstan on
joint control on the kazah-kyrgyz state border. Discussion of the draft Agreement was conducted
with attraction of related ministries and agencies of each of the Parties, that exercise control on
the border — Border Guard, Ministry of transport, agriculture, helth.

Situation for nowadays — the draft Agreement between the Government of the Kyrgyz Republic
and the Republic of Kazakhstan on joint control on the kazah-kyrgyz state border is approved by
the Decree of the Government of the Kyrgyz Republic Ne57-p dated 31, January, 2005, and is
ready for signing. On the base of the available information, the approval of the draft Agreement
by the Government of the Republic of Kazakhstan is on a final stage.

«Development of the simplified transit system».

For the first time the issue of simplification of transit is discussed in detail during the
workshop, conducted in Issyk-Kul (4-8, August, 2003), during which CCC Secretariat has
prepared an exhaustive working paper «Strategy and Action Plan on Development of the Transit
System», and two-aspect approach is suggested for solution of the issue:

. perfection of the already existing transit systems: System of the International Road
Transportation (TIR),as a basic transit system, existing in the region.
. development and acceptance in the framework of the CCC an agreement on

regional transit system.
Two transit systems would supplement each other creating a favorable conditions for the trade
development in the region and interregional trade.
First practical result in the CCC work on this issue is a signing on 26, March, 2004, in Bishkek
of the Agreement between the Government of the Kyrgyz Republic and the Government of the
Republic of Kazakhstan on transit transportation of goods by road transport through the territory
of the Republic of Kazakhstan, that came into force on 11, May, 2005.
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The second result — is a signing on 22, July, 2005 of the Agreement between the Government of
the Kyrgyz Republic and the Government of the Republic of Tajikistan on transit transportation
of goods by road transport, that for nowadays is sent for ratification.

At the heart of this agreements there is a mechanism, when customs service stands as guarantor,
that financial obligations in the case of non delivery of goods will be carried out before customs
service of the transit country. Our experience of a practical application with kazah Party and of a
practical application in a nearest future with tadjik Party will serve as a base for development of
a framework regional agreement on transit.

«Modernization and reformation of the Customs Service of Kyrgyzstan».

Taking into consideration that improvement of the investment climate and economic
situation in the republic is impossible without radical improvement of the work of the customs
service, in 2000 a systematic work on its reformation and modernization has started. Also,
globalization of trade and acute jump in development of information technologies predetermined
a new direction in development of the Customs Service of the Kyrgyz Republic — the necessity
to atomize a work of the Customs Service.

In this connection, as a result of conducted two-year work with ADB, kyrgyz Customs
received the Loan in a sum equivalent to USD 7,5 million, aimed for two targets:

- development and implementation of the Unified Automated Information System;

- development of the border crossing point infrastructure.

Also, we would like to mark several important results, achieved in the framework of the

CCC activities.

One of the effective methods of ensuring of the unification of customs legislation (that is a first
point of the CCC CAP) on the world level is a revised International Convention on
Simplification and Harmonization of Customs Procedures (Kyoto Convention), on study of
which at the beginning of the CCC activities a range of workshops were conducted.

So, in the aim of realization of the first task of the CAP, a new addition of the Customs

Code of the Kyrgyz Republic (CC) is developed and signed on 12, July, 2004 by the

President of the Kyrgyz Republic, and came into force on January, 2005. The new

addition of the CC complies with the basic principles of the revised Kyoto Convention

and with the provisions of the WTO.
The new addition of the CC allows considerably perfect a legal base of the customs bodies
activity. For business it ensures a stability and predictability of customs rules, uniform practice
of their application on the territory of Kyrgyzstan. On the base of the new addition of the CC an
economical methods of managements are predominate. In the new Customs Code the clear
norms regulating all possible procedures are included, i.e. maximum possible direct regulation of
the legal relationship on customs matters by the Code itself is provided.
Data consolidation/information exchange and development of information-communication
technologies in customs matters.
As a successfully implemented activity on this issue we may consider a signing of the Protocol
between the General Customs Administration of the Peoples Republic of China and the
Committee for Revenue under the Ministry of Finance of the Kyrgyz Republic on cooperation in
the field of information exchange on the statistic of external trade in September, 2004.
Development of the regional customs cooperation.

It is necessary to note that, in the aim of development of the regional customs
cooperation KGZ signed:

1.  Agreement between the Government of the Kyrgyz Republic and the Government of
Mongolia on cooperation and mutual assistance in customs matters (Bishkek, 1, March,
2004).

2. Agreement between the Committee for Revenue under the Ministry of Finance of the
Kyrgyz Republic and the State Customs Committee of the Azerbaijan Republic on
cooperation and mutual assistance in customs matters (Baku, 3, December, 2004).
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At the end we’d like to note that an assistance of the ADB provides a grate facilitation to
Customs Service of Kyrgyzstan, with the help of which Kyrgyz Customs is going to finish
automation, perfect and simplify customs procedures, make a work of the Customs Service
transparent and effective, create customs infrastructure, which comply with its modern models,
and also rise a level of qualification of customs officials.
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Map of Main Transport Corridors for Kyrgyz Republic
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Routes used by Kyrgyz truck companies

Route points Lenths (km) Condition of the road Intensity Territory
Satisfactory | Unsatisfactory | (auto per day)
(km) (km)

1. Bishkek —Taraz- Kyrgyzstan,
Shimkent-Kyzylorda- 2308 607 1701 1227 Kazakhstan, Russia
Uralsk-Samara

2. Bishkek-Almaty- Kyrgyzstan,
Karaganda-Astana- 2419 1094 1325 2599 Kazakhstan, Russia
Petrapavlovsk-

Novosibirsk

3. Bishkek-Almaty-Astana- Kyrgyzstan,
Kostanai-Chelybinsk 2134 966 1168 2376 Kazakhstan, Russia

4. Bishkek-Taraz- Kyrgyzstan,
Shimkent-Tashkent 737 267 470 4567 Kazakhstan, Uzbekistan

Source: Combined data from Ministry of Transport of Republic of Kazakhstan and Kyrgyz Republic, 2005
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