
Investment Climate Improvement Program (Subprogram 2) 
(RRP KGZ 41544) 

 
SUMMARY POVERTY REDUCTION AND SOCIAL STRATEGY 

Country: Kyrgyz Republic Project Title: Investment Climate Improvement Program 
Subprogram 2 

    
Lending/Financing 
Modality: 

Policy-Based Grant Department/ 
Division: 

Central and West Asia Department 
Public Management, Financial Sector, and 
Trade Division 

 
I. POVERTY ANALYSIS AND STRATEGY 

A. Links to the National Poverty Reduction Strategy and Country Partnership Strategy 

The Kyrgyz Republic Country Development Strategy (CDS), 2009–2011 identified improvement of the quality of 
economic growth as the Government of the Kyrgyz Republic’s priority development goal. The CDS emphasized 
improvement of the investment climate as essential to achieve this goal, through the attraction of both domestic and 
foreign investment. In 2011, the government presented the draft of a new CDS, which aims to create an effective 
competitive economic system, integrated into the global and regional economy based on competitive sectors of the 
economy, and promoting an even territorial development of the country. The document envisages the Kyrgyz 
Republic becoming the most attractive area in Central Asia for domestic and foreign investment by 2025. The 
government plans to approve the final document in by end-2012. 

The proposed subprogram 2 of the Investment Climate Improvement Program is fully aligned with government 
priorities and will contribute to a better business and investment climate that will facilitate domestic and foreign 
investments, supporting sustainable economic growth and employment creation. Subprogram 2 is included in the 
country operations business plan, 2011–2012.a A new country partnership strategy is being prepared and is expected 
to be approved in early 2013. 
B. Poverty Analysis                                                      Targeting Classification: General Intervention (GI) 

1. Key issues. In the last decade, poverty rose and fell in line with economic growth in the country.b During 
2005–2009, a period of strong growth, absolute poverty declined from 43% to 32% and extreme poverty declined 
from 11% to 3%. The Gini coefficient fell from 31.3% in 2006 to 25.5% in 2009. Rural poverty dominates: 37.1% of 
the rural population is poor versus 22.0% of the urban population. Poverty is higher for unemployed heads of 
households. Lack of education is an important factor explaining poverty. The headcount poverty rate is two times 
higher for illiterate household heads than for those with technical professional degrees.c The main factor contributing 
to the reduction in poverty was the increase in private consumption, which is mainly explained by the strong growth in 
remittances (from 11.0% of gross domestic product [GDP] in 2005 to 25% of GDP in 2010). In 2010, because of the 
economic contraction that resulted from the spillover of the global economic crisis and political unrest in the first half 
of 2010, poverty is estimated to have increased to 33.7% while extreme poverty increased to 5.3%. 

C. Poverty Impact Analysis for Policy-Based Lending 

Overall, the policy reforms under subprogram 2 are expected to have an indirect medium- and long-term impact on 
poverty reduction, mainly through the increase in employment opportunities. Reduction of regulatory compliance 
costs and cost related to corruption, increased access to finance, and promotion of public–private partnerships are 
expected to attract increasing amounts of investment in the medium term; this is expected to support sustainable 
economic growth and employment creation. 

More direct, short-term links of subprogram 2 to poverty reduction include (i) the increased provision of credit by 
microfinance institutions, which is expected to help the poor, as most microcredit in the country has been used for 
agriculture and livestock development in rural areas, where about 75% of the poor live; and (ii) the development of 
financial leasing and support for group lending, which increases access to credit by creditworthy individuals that may 
not have assets to offer as collateral, as is usually the case of the poor, especially women. The enhancement of 
workers’ skills and consequent increase in employment opportunities and incomes, to be expected from 
improvements in the vocational education system, can also directly contribute to poverty reduction, since students of 
vocational schools come primarily from lower income families. 

Subprogram 2 is not expected to have any negative impacts on vulnerable groups. 
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II. SOCIAL ANALYSIS AND STRATEGY 
 

A. Findings of Social Analysis 

Key issues. Unemployment remains high in the Kyrgyz Republic, despite a significant share of labor market 
participants having been absorbed by employment in the Russian Federation and Kazakhstan.d In 2010, the official 
unemployment rate rose to 8.6% (before it fell to 7.8% in 2011), as the country experienced significant disruptions to 
economic activity (particularly to construction, agriculture, and trade) as well as major physical damage to 
businesses, which resulted in business closures and loss of jobs. Young people accounted for 50% of the 
unemployed. The unemployment rate of women (9.9%) was higher than for men (7.7%). The unemployment rate in 
urban areas (11%) was higher than in rural areas (7%). During 2007–2009, the vast majority of new jobs (76.2%) 
were created in the informal sector.e This expansion of informal employment increases workers’ vulnerability to 
economic shocks, since informal workers do not have social protection. The share of small and medium-sized 
enterprises (excluding farms) in employment has increased slightly from 12.8% in 2006 to 15.0% in 2010, but still 
remains at a low level. However, there are strong incentives to underreport employment, so their actual share in 
employment might be higher. The working population, especially the unemployed, needs job opportunities with 
reasonable wages and alternatives to labor migration abroad. Their skills need to be strengthened through the 
provision of relevant programs via the vocational and technical education system. 

 
The primary beneficiaries of subprogram 2 are existing and future entrepreneurs, who benefit from an improved legal 
and regulatory environment, and have better investment opportunities. Subprogram 2 is expected to provide indirect 
benefits to the working population, both employed and unemployed, as investment opportunities translate into job 
creation and/or better wages. By reducing regulatory costs, subprogram 2 is expected to attract more businesses to 
the formal sector, thus increasing the number of formal jobs. Students of vocational schools and clients of financial 
services may also indirectly benefit from the policy reforms under subprogram 2. Because of economies of 
agglomeration, investment and employment opportunities are expected to be concentrated in urban areas. 
Nonetheless, the rural population is expected to benefit from an improved business climate and better access to 
financial services. 
B. Consultation and Participation 

1.       Meetings were conducted with relevant stakeholders, such as government agencies (the Ministry of Economy; 
the Ministry of Finance; the Ministry of Justice; the Ministry of Youth, Employment, and Labor; the Agency for 
Vocational Education; State Tax Service, State Customs Services, the National Bank of the Kyrgyz Republic; the 
State Enterprise on Pre-Customs Single Window), private enterprises, financial institutions, business associations 
(including women’s business associations), labor organizations, women groups, and other nongovernment 
organizations (NGOs). 

2.     What level of C&P is envisaged during the project implementation and monitoring?  

        Information sharing     Consultation       Collaborative decision making       Empowerment 

3.     Was a C&P plan prepared for project implementation?  Yes  No  

A formal C&P plan is not envisaged, since no significant social issues are expected. 
C. Gender and Development                   Gender Mainstreaming Category: Effective Gender Mainstreaming 

1. Key issues. After losing most of the jobs at Soviet farms and factories, the share of economically active women 
has plummeted. The average employment rate of women in 2007–2009 was 48%, which is substantially lower than 
the average employment rate of men (71%). This is explained by the large number of housewives in productive ages 
who take care of child-rearing responsibilities (about 285,000). The share of female employment is particularly high 
in health and social services (79%), education (76%), and hotel and restaurant services (65%).f Female employment 
has benefitted from expansion of the garments industry. Women also dominate businesses in informal (market, 
street, and cross-border shuttle trading. The wage gap is high—women earn about 36% less than men. 

A recent survey indicates that firms are more likely to have full-time female workers and to have female participation 
in firm ownership compared with most other countries in Europe and Central Asia.g Full-time female workers 
constitute a higher proportion of workers compared with the rest of the region (42.6% vs. 38.5%). The country has 
the highest proportion of firms with female owners (60.4% vs. 38.5%). Nevertheless, stereotypes and patriarchal 
views of women’s role in society continue to limit women’s ability to engage in entrepreneurial activities in the Kyrgyz 
Republic. Expectations that women will combine household duties with employment push women into the sphere of 
informal and part-time work. The deterioration of social support, such as free or affordable childcare, puts further 
pressure on women to work in positions that are flexible and do not detract from domestic responsibilities. 

Women’s access to assets, professional experience, knowledge, skills and information, professional connections, 
and other opportunities for more profitable business lag behind. Men are almost three times more likely to engage in 
full-time entrepreneurial activities than women or to identify themselves as self-employed. National statistics do not 
provide sex-disaggregated data on management and ownership of firms, which makes it difficult to identify gender 
issues and design measures to address them. Businesses associations and networks are largely male-dominated. 
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Over 2007-2011 women accounted for 75.2% of borrowers of microfinance organizations (MFOs). Out of these 
women borrowers, 86.6% borrowed less than Som50,000 ($1,075 equivalent). However micro-credits are expensive 
and require collateral. Women entrepreneurs’ main constraints are insufficient (i) skills; (ii) financial literacy; (iii) 
collateral to borrow more than micro-credits, and financial products including leasing; and (iv) complicated business 
registration procedures. 

2. Key actions. The program will address all main areas that affect women’s participation in the labor market, as 
workers and as entrepreneurs.  

1. Improved availability of sex-disaggregated data for evidence-based policy making. The new automated system for 
registration of legal entities collects sex-desegregated statistics of the management and ownership, which will 
facilitate identification and monitoring of gender gaps in formal businesses ownerships, and support the design of 
measures to address the gaps. 2. Increased participation of women in decision making on skills development. The 
National Skills Development Council will include representatives from two associations of women entrepreneurs, so 
that the voice of women can be heard when making decisions on skills development. 3. Improved skills development 
for women workers. The program will improve the quality of technical and vocational education training of women-
dominated occupations, which will enhance women’s qualifications and increase their career development 
opportunities. 4. Improved credit products for women. MFIs will be able to offer additional services, which will 
disproportionally benefit women. The expansion of leasing and group lending will benefit women, since they 
frequently cannot offer the collateral required to obtain bank credit.  

       Gender action plan       Other actions or measures      No action or measure 

III. SOCIAL SAFEGUARD ISSUES AND OTHER SOCIAL RISKS 

Issue 
Significant/Limited/ 

No Impact 
Strategy to Address 

Issue 
Plan or Other Measures 

Included in Design 
Involuntary Resettlement No impact. Activities include 

country-wide policy reforms, 
but no civil works. 

Not required  No action 

Indigenous Peoples No impact. Activities include 
country-wide policy reforms 
that will be applied across 
regions to benefit 
enterprises and create jobs. 

Not required  No action 

Labor 

 Employment  
opportunities 

 Labor retrenchment 

 Core labor standards 

Significant impact. Job 
opportunities reduce high 
unemployment (8.4% in 
2009) and migration, 
including cross-border 
migration. 

Higher levels of 
investment and trade 
will create employment, 
which will have a 
positive impact on the 
labor market. 

 No action 

Affordability Not applicable Not applicable  No action 

Other Risks and/or 
Vulnerabilities 

Not applicable Not applicable  No action 

 

IV. MONITORING AND EVALUATION 
Are social indicators included in the design and monitoring framework to facilitate monitoring of gender and social 
development activities and/or social impacts during project implementation?   Yes  No  

Unemployment rates (by gender) will be monitored at the impact level. 
a ADB. 2011. Country Operations Business Plan: Kyrgyz Republic, 2011–2012. Manila. 
b The minimum subsistence level is calculated by the government on a quarterly basis; it is defined as the minimum 
cost of a representative consumer basket per person necessary for subsistence (currently about $95 per month). 

c World Bank. 2011. The Kyrgyz Republic: Profile and Dynamics of Poverty and Inequality, 2009. http://www-
wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2011/10/24/000333037_20111024001412/Render
ed/PDF/650680ESW0P1220equality00200900ENG0.pdf  
d The number of labor migrants from the Kyrgyz Republic is estimated at more than 20% of the Kyrgyz labor force. 
e Some researchers think that true unemployment rates may be substantially higher than the rates suggested by 
available official sources. 

f G. Ibraeva, A. Moldosheva, A. Niyazova. 2011. Kyrgyz Country Case Study. Background paper for the World 
Development Report 2012: Gender Equality and Development. http://hdl.handle.net/10986/9151  

g World Bank. 2011. Running a Business in the Kyrgyz Republic. Washington DC. 
Sources: Asian Development Bank staff assessment, National Statistics Committee. 
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