
Second Vocational Education and Skills Development Project (RRP KGZ 38298) 

FINANCIAL AND ECONOMIC ANALYSES 
 

A. Economic Analysis 
 
1. Economic rationale. After a slowdown in 2009 and 2010 due to the impact of the global 
financial crisis, the Kyrgyz Republic's economy has rebounded strongly, growing by 5.7% in 
2011 and supported by both robust domestic demand and strong exports. The government is 
committed to meet the development targets set in the recently approved Medium-Term 
Development Program, 2012–2014. This implies an expansion in seven priority sectors: 
construction, mining, energy, tourism, light industry (textile and garments), land transport, and 
agriculture/agro-processing. However, limited human resources and pervasive skills shortages 
are critical binding constraints to achieving these objectives. Imparting adequate skills to a 
significant number of job-market entrants is now of key economic and social importance for the 
Kyrgyz Republic’s medium- and long-term development.  
 

Table 1: Key Economic Indicators, 2007–2011 
 

Item 2007 2008 2009 2010 2011 

GDP growth rate (%, in constant 
prices) 

8.5 8.4 2.9 -0.5 5.7 

GDP per capita ($, current) 728.0 969.3 865.9 875.3 1067.2 

Inflation (%, period average) 10.2 24.5 6.8 8.0 16.6 

      GDP = gross domestic product. 
Source:  ADB. 2012. Asian Development Outlook. Manila.  

 
2. Labor supply analysis. The total population of the Kyrgyz Republic as of 2009 stood at 
5.36 million, having grown at an average 1.1% per annum during 2005–2009. About one-third of 
the population lives in urban areas. The working-age population (15 years and over) was 
3.74 million in 2009, of which 64.4% were economically active. The labor force participation 
rates differ quite significantly between urban (53.5%) and rural (67.2%) areas. The gender 
difference in participation rates is even more significant: 72.2% for men and 54.1% for women.  
 
3. About 70% of the working-age population has only basic education or lower (53% 
complete general secondary, 12% incomplete basic secondary, and 5% primary secondary or 
lower). Only 12% of the working-age population has a technical degree, of which 5% completed 
primary vocational education and training (PVET) and 7% secondary vocational education and 
training (SVET). On the other hand, 16% of the working-age population studied higher 
education, including 3.6% that did not complete their studies. This means that the majority of the 
working-age population (70%) enters the labor market unskilled. At the same time, there are 
more people with higher-level professional skills than jobs that require this. 
 

4. The output of the education and training system in the Kyrgyz Republic is therefore 
marked by an oversupply at the bottom (unskilled coming from basic education) and at the top 
(higher professional skills from higher education) of the labor market pyramid and by shortage in 
the middle (skilled workers, foremen, and supervisors from PVET and SVET), which is further 
compounded by lack of quality. A recent survey on labor market trends conducted for the 
Kyrgyz Republic's International Business Council confirmed the acute shortage of middle-level 
labor.1  

                                                 
1
  El Consulting Group. 2011. Development Trends on the Labor Market in Kyrgyzstan. Bishkek. 
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5. Labor demand analysis. During 2005–2009, total employment increased at an average 
rate of 1.6% per year but shifted structurally between industries. While agriculture remained a 
major employer, its capacity to provide employment steadily declined by 2.6% per year, 
reducing its share from 38.5% in 2005 to 32.4% in 2009. Employment in the industrial sector, on 
the other hand, grew at a much faster rate of 6.5%, increasing its share from 17.6% to 21.3% in 
the same period. The services sector has become the biggest employer by far, growing at an 
average annual rate of 3% and increasing its share from 43.9% in 2005 to 46.3% in 2009.  
 
6. Employment prospects in the medium term are a cause for concern. Projected growth in 
gross domestic product (GDP) of 6% per annum is expected to result in 83,860 new jobs per 
year. This would not be sufficient to absorb the new entrants into the labor force, estimated at 
about 115,000 per year. In this case, unemployment is likely to increase. Thus, either the 
economy has to grow faster or the government has to make a major push for overseas 
employment (or both), if unemployment figures are to be kept at socially acceptable levels. The 
seven priority sectors jointly constitute 54% of GDP and 63% of formal employment. But if they 
are expected to be competitive enough to drive economic growth, the technical and vocational 
education and training (TVET) system will need to be able to provide sufficient and pertinent 
skills training.  
 
7. Given the situation, the TVET system is expected to perform multiple roles in helping 
remove ongoing constraints: (i) increase its output of high-quality, middle-level labor (skilled 
workers and operators from PVET, and foremen and supervisors from SVET); (ii) provide 
employable skills to leavers of basic education; (iii) provide retraining for specific skills to 
graduates of higher education who would like middle-level jobs; (iv) provide continuing 
education and training for lifelong learning.  
 
8. It is economically efficient to expand the TVET system in the Kyrgyz Republic. There is 
solid labor-market demand for graduates (70% of them find jobs upon graduation). Government 
expenditures are lower and less time is required to prepare a skilled labor force. The job search 
is short (most graduates are employed in their area of specialization within 6 months of 
graduation). The payback period for students’ incurred educational expenditures is short. 
 
9. Economic internal rate of return. The project will support skills development, 
producing graduates with the technical expertise required for seven priority sectors of the 
Kyrgyz economy. The project will contribute to the modernization of the TVET system, the 
improvement of the school environment, the development of teaching and learning materials, 
and better training delivery. To assess the economic efficiency of the project, the economic 
internal rate of return (EIRR) over 20 years was estimated. The project is estimated to yield a 
net present value of $4.1 million and an EIRR of 20.8%, assuming a discount rate of 12% in the 
base-case scenario, based on the following assumptions: 
 
10. Economic benefits. The economic benefits are derived mainly from (i) broader access 
to both short-term and long-term skills training; (ii) higher employment opportunities for PVET 
and SVET graduates; (iii) higher incomes in domestic and overseas employment; and 
(iv) greater availability of skilled labor and greater competitiveness of local enterprises. The 
economic impacts are estimated using future salary increments from domestic and overseas 
employment as a result of completion of market-oriented training courses and higher enrollment 
and graduation from short-term and long-term skills training programs at primary and secondary 
levels. The analysis assumes that unemployed and unskilled workers will become semiskilled 
workers by obtaining the appropriate skills offered by short-term courses, and skilled workers 
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after passing long-term courses. Therefore, the analysis assumes a high level of interest in the 
vocational training programs by the unemployed and unskilled, and implies a projected 30% 
increase in average incremental annual income for graduates of long-term courses and a 20% 
increase for graduates of short-term courses, both in domestic and overseas employment. It is 
assumed that 90% of the graduates who find employment will work in the domestic market and 
that 10% will go and work overseas, where average annual income is three times higher.  
 
11. On the enrollment side, the projected annual growth rate in enrollment for long courses 
is 5%, and 20% for short courses. The project will fund the cost of 15,000 students in short-term 
training programs in 5 years under the Skills Development Fund and aims to raise enrollment in 
PVSs from 32,106 in 2011 to 40,000 by 2017, and increase SVSs skills training for seven 
priority sectors from 5,582 in 2011 to 7,000 over the same period. The targeted pass rate for all 
courses is 75%. Similarly, the employment rate for certified graduates is projected at 75%.  
 
12. Economic costs. The economic costs are divided into (i) investment cost of the project; 
(ii) incremental recurrent costs beyond the implementation period; and (iii) costs incurred by 
students and parents while the students are in school, including training fees, opportunity costs 
of time and out-of-pocket expenses.2 The total cost of the project is estimated at $24.1 million.  
 
13. Sensitivity analysis. A sensitivity analysis was undertaken to determine the extent to 
which the EIRR computation is sensitive to the assumed parameter values, specifically 
(i) enrollment rate for all courses; (ii) employment rate, and (iii) private costs. The low-case 
scenario assumes 10% lower performance in key parameters, the high-case scenario implies 
10% achievement above the baseline scenario. The program outcome as reflected in 
employment rates is the most sensitive parameter for the EIRR. Therefore, it is important to 
ensure the higher quality of skills trainings for better labor market outcomes.  
 

Table 2:  Sensitivity Analysis 
 

Low Case Baseline High Case 

8.3 20.8 41.6 
Source: Asian Development Bank estimates.  

 

B. Financial Analysis 
 
14. Financing technical and vocational education and training. The TVET system is 
mainly financed from two sources: (i) public budget (including the national and oblast budgets),3 
and (ii) income generation by primary vocational schools (PVSs) and secondary vocational 
schools (SVSs). Public expenditure on education has been gradually increasing, comprising 
7.1% of GDP in 2011 compared with 4.1% in 2005. However, financing from the public budget 
remains largely inadequate to meet pressing needs of the TVET system. Despite numerous 
salary increases, teacher and instructor salaries remain low and make it difficult to attract and 
retain qualified staff.  
 
 
 

                                                 
2
 $100 per 3 months of training is assumed as private costs per student. However, only about 50% of students 

shoulder the costs themselves, as the other 50% of students are sponsored by employment centers and industries.  
3
  From a total of 110 PVSs, 74 are funded from the national budget and 36 from oblast budgets. (An oblast is an 

administrative division akin to a province.) 
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Table 3:  Vocational Education and Training Expenditure as Proportion of Gross 
Domestic Product and Total Public Expenditure 

(Som million) 

Item 2007 2008 2009 2010 2011
 a
 

GDP  141,897.7 187,991.9 201,222.9 220,369.3 273,107.8 

TPE  35,859.4 45,032.0 58,628.2 68,781.2 91,338.3 

PEE  9,176.5 11,116.3 12,541.6 12,822.9 19,412.7 

PEE as share of GDP (%) 6.5 5.9 6.2 5.8 7.1 

PEE as share of TPE (%) 25.6 24.7 21.4 18.6 21.3 

Public Expenditure on General 
Education (grade 1–11) 

5,472.1 6,319.0 6,436.6 6,855.7 … 

Public Expenditure on Higher 
Education 

1,459.4 1,827.6 1,959.2 1,989.7 … 

Public Expenditure on Secondary 
Vocational Education & Training 

199.1 

 

256.7 343.2 381.2 … 

Public Expenditure on Primary 
Vocational Education & Training 

318.1 534.5 770.1 696.2 … 

Other Education Expenditure
b
 1,727.8 2,178.5 3,032.5 2,900.1 … 

PVET as share of PEE (%) 3.5 4.8 6.1 5.4 … 

SVET as share of PEE (%) 2.1 2.3 2.7 2.9 … 

GDP = gross domestic product, PEE = public expenditure on education, PVET = primary vocational education 
and training, SVET = secondary vocational education and training, TPE = total public expenditure.  
a
  Preliminary estimates. 

b
 Includes preschool education; out-of-school services; and development of methodology and education 

support service, management, and administration. 
Source: National Statistics Committee of the Kyrgyz Republic, 2012. 

 
15. Expenditure categories. In 2010, TVET expenditure categories from the national 
budget comprised (i) personnel costs, including salaries and contributions to the social security 
fund, allowances, and insurance schemes paid by the employer (56.4%); (ii) social protection 
schemes, including stipends and school food for students (34%); (iii) utilities, rentals, and 
building repairs (7.7%); and (iv) only 1.9% of total fund allocation for spending on training 
workshops, developing educational materials, and purchase of equipment.  
 

16. Income generation. The TVET system is primarily state supported. PVSs and SVSs 

lack adequate equipment and operate under very poor infrastructure conditions. Nevertheless, 
schools under the Agency for Vocational Education generated Som53.8 million in 2010, or 
10.3% of total expenditures. The main sources of income were tuition fees, production activities, 
agriculture activities, and other service provisions. It can be assumed that PVS and SVS income 
generation will be doubled within 3 years once training workshops are rehabilitated, new 
equipment is in place, and the project has provided training on entrepreneurial approaches. This 
is a conservative estimate, as some of the schools are now at a very low base of income 
generation because they do not have much to offer, and very limited capacity to make products 
or provide services.  

 
17. Volume of enrollment. The combined enrollment of the PVET and SVET systems is 
about 22% of general secondary enrollment as of 2009–2010. This is small relative to the total 
target clientele, which includes not only the youths progressing from basic education but also 
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the out-of-school youths, unemployed adults, and employed workers whose skills need 
upgrading. There are two main reasons for this: first, the TVET system, particularly the PVSs, is 
able to attract only a small portion of graduates of basic and general secondary education 
because of the perceived low social status of vocational education; and second, the focus has 
been on the long courses (1–3 years) catering to graduates of basic education. Although the 
PVSs have given more attention to the offering of short courses since 2007, the output is still 
small relative to the potential. The SVSs have so far focused exclusively on the long courses. 
Thus, a big portion of the clientele of the TVET system remains unserved.  
 
18. Sustainability of the project. The combined effects of (i) restructuring and rationalizing 
the current PVET system, supported under the ongoing project, which will result in more 
efficient utilization infrastructure and staff resources; and (ii) applying an entrepreneurial 
management approach that increases revenue generation by schools will ensure a cost-
effective improvement of TVET.  
 

19. The government’s contribution to the project is estimated at $3.5 million over 5 years 
and mainly includes (i) taxes and duties on civil works, equipment, and materials purchased 
under the project; (ii) staff contributions; and (iii) provision of office facilities and workshops. 
During project implementation, the project costs for the government will range from 0.4% to 
0.5% of total expenditure on education. It can be assumed that the project activities will be 
sustainable, taking into account (i) increased own-source revenue for PVSs and SVSs from 
short courses, (ii) cost-effective improvement of the TVET system through rationalization and 
modernization, and (iii) strong commitment of the government to support restructuring of the 
TVET system.  
 

Table 4: Gross Domestic Product, Public Expenditure on Education, and Government 
Share in the Project 

(Som ‘000) 
 

Item   2007 2008 2009 2010 2011 

GDP (Som billion) 
 

141.8 187.9 201.2 220,3 273,1 

PEE (Som million) 
 

9,176.5 11,116.3 12,541.6 12,822.9 19,412 

Public Expenditure on PVET 
(Som million) 
 

318.1 534.5 770.1 696.2 … 

PVET income generation 
(Som million)  

39.4 52.6 52.3 53.8 53.9 

Government share in the project 
(Som million) 
 

0.0 1.3 3.1 14.5 29.4 

Government share in the project 
(% of PEE) 

0.0 0.01 0.02 0.1 0.2 

… = not available, GDP = gross domestic product, PEE = public expenditure on education, PVET = primary 
vocational education and training. 
Source: National Statistics Committee of the Kyrgyz Republic, 2012.  
 

20. Benefits. Public funding of the PVET system is justified because of imperfect market 
conditions and lack of adequate private training provision and financing.4 Youth training 

                                                 
4
 Financing of PVET is beyond the means of many poor families in the Kyrgyz Republic. Credit markets do not 

provide loans to low-income families to finance their children’s education. Poor adults and out-of-school youths 
from low-income families with low education background are less informed than better-educated families about the 
benefits or quality of PVET, and may underinvest in PVET. 
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programs offered by private training institutions are limited to a few sectors in urban areas. 
Students from rural areas are disadvantaged in gaining access to private training, and children 
from poor families cannot afford training fees. As private training provision has inadequate 
capacity, the government needs to provide PVET for youths to (i) promote social equity through 
education, and (ii) provide the means to gain employable skills and knowledge for students who 
are not able to advance to higher education. Reform of the current PVET system—to become 
flexible and demand-driven—will enhance productivity and incomes for graduates and 
enterprises, and contribute to economic growth.  
 
21. The major beneficiaries of the project include about 125,000 students—of whom at least 
30% will be female—from long-term skills training courses and approximately 145,000 adults 
and out-of-school youths—of whom at least 30% will be female—from short-term skills training 
courses. New demand-driven teaching modules, rehabilitated and upgraded training workshops, 
and practice-oriented training programs will improve their employment and income-earning 
opportunities after graduation. In addition, an estimated 15,000 disadvantaged youths and 
adults—at least 30% of them female—will be trained under the Skills Development Fund. 
Relevant courses with practical training and hands-on experience, and better student-centered 
teaching methods in an entrepreneurial environment will (i) enhance the technical and cognitive 
proficiency of students, (ii) develop problem-solving ability, and (iii) make students more 
productive in future employment. The desired impact of the project is greater employability and 
income-earning opportunities for TVET graduates.  
 
22. Without the project. Without the earlier, ongoing project of the Asian Development 
Bank (ADB) and the proposed Second Vocational Education and Skills Development Project, 
most benefits discussed above would be forgone. There would be considerable uncertainty 
regarding the government’s capacity to reform the TVET system into a flexible, demand-driven 
system. Increasing the supply of trained youths will not create employment by itself. Close links 
with the labor market are critical for a TVET system. It is imperative to fine-tune the skills 
creation program to the skills actually needed by the country's economic activities if economic 
growth is to be sustained. The current TVET system was established in the Soviet era, when 
supply and demand of labor was planned centrally and with no price signals to indicate skills 
shortages. Without ADB’s project support, students would continue to graduate from a system 
that is not responsive to industry’s needs, suffers from outdated teaching and training 
equipment, and does not provide them with adequate skills and knowledge to find jobs after 
graduation.  

 

 




