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ECONOMIC ANALYSIS (SUMMARY)1 
  
1. The Kyrgyz Republic went through a difficult transition after the breakup of the former 
Soviet Union and independence in 1991, but it has been one of the countries most open to 
economic reform. Since the government and development partners agreed on the Joint Country 
Support Strategy (2007–2010) in 2007, the Kyrgyz Republic has made further progress in 
reforming its economy.2 However, unrest in 2010 was a serious setback. Since 2001, the 
government has been pursuing an ambitious program to improve public administration, public 
financial management, and the business climate. This included a reduction of licensing 
requirements and the number of civil servants and regulatory agencies.3 Nonetheless, structural 
problems remain, and affect the business climate and the energy sector in particular.4 
 
2. In addition to underlying structural issues, growth has been periodically undermined by 
economic crises, political disturbances, and technical issues affecting gold production. As a 
result, the growth rate was among the lowest in Central Asia during 2007–2012, averaging 
3.9%. The country faced macroeconomic challenges, including rapid food price inflation and 
financial crisis in 2010, but major instability has been avoided. The most urgent challenge is to 
restore and sustain inclusive economic growth that benefits all regions of the country.  
 
A. Macroeconomic Performance 
 

1. Economic Reform and Gross Domestic Product Growth 
 
3. Growth exceeded 8% in 2007 and 2008, but effects of the global economic crisis in 2009 
and political disturbances in 2010 disrupted economic activity (Table 1).5 Domestic disruptions 
were exacerbated by closures of borders with Kazakhstan and Uzbekistan, the country’s main 
trade conduits. Overall, gross domestic product (GDP) contracted by 0.5% in 2010. The 
economy began to recover in 2011 but in 2012 gold production was negatively affected by 
geological factors, leading to a 0.9% contraction in GDP. Growth was robust in other industries, 
construction, and services during the year, however, as investor and consumer confidence and 
remittance flows continued to recover. Remittances continued to rise in 2012. Gold production is 
expected to recover in 2013. ADB projects GDP growth of 7.5% in 2013.  
 
4. Structural transformation has continued. Although partly interrupted by the setbacks in 
the gold sector in 2012, the service and industrial sectors have been the main engines of 
economic growth since 2007, increasing or maintaining their shares in GDP.  With the exception 
of 2009, agriculture has performed weakly and its share in the GDP has been falling. It stood at 
only 17.5% in 2012. Growth in services was driven by communications and trade. The Kyrgyz 
Republic has exploited World Trade Organization membership and its geographic advantage to 
channel re-exports of goods from the People’s Republic of China to other regional markets. 
Industrial growth was driven by mining, manufacturing, construction and, to a lesser extent, 
textiles. Fluctuations in the gold sector have been caused largely by changes in the gold 
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concentration in extracted ore and other technical or geological issues. Relatively strong growth 
in gold production in 2010 contributed to support industrial growth in that year, preventing a 
larger GDP contraction when services and agriculture were badly disrupted. The gold sector’s 
poor performance in 2012 stunted growth, however. On the demand side, growth was driven by 
strong domestic demand, based mainly on migrant remittances.  
 

Table 1: Real Growth in Gross Domestic Product  
(%) 

 

  Item 2007 2008 2009 2010 2011 2012 

GDP 8.5 8.4 2.9 (0.5) 6.0 (0.9) 

Agriculture 1.6 0.9 6.7 (2.6) 1.9 1.2 

Industry
 
 10.3 14.0 (0.3) 2.5 7.0 (13.8) 

Services 12.6 11.0 2.3 (1.1) 6.9 6.2 

Non-gold GDP 9.0 6.5 3.4 (1.0) 6.3 5.0 

(  ) = negative, GDP = gross domestic product. 
Source: National Statistics Committee.  

 
2. Employment  
 

5. GDP growth has not been employment friendly. Annual employment growth averaged 
1.4% during 2007–2011, significantly lower than the average GDP growth rate.6 This was 
because overall investment was skewed toward the transport, communications, and mining 
sectors, which are not labor intensive. In 2011, employment had net growth of only 124,800 
workers over 2007. Employment rose by 125,800 workers in the service sector (mainly in trade, 
hotels, and restaurants) during the period, and by 41,100 in industry (mainly construction) but 
dropped by 42,100 in agriculture. Official unemployment rates, which hovered around 8.4% for 
2007–2011, mask more serious problems of hidden unemployment and underemployment. 
Underemployment is a key driver of poverty in rural areas.7 Youth unemployment rates exceed 
20% in several regions.8 Women have higher unemployment rates and substantially lower labor 
market participation rates than men.  

 
3. Regional patterns and migration 

 
6. Growth in 2001–2011 can be characterized as inclusive, as the poor have participated in 
and benefited from economic opportunities. However, the benefits have been spread unevenly 
across the country. Gross regional product per capita in Osh oblast was less than one-quarter of 
that in Bishkek in 2010. These differences are related to differing economic structures. The 
poorer oblasts are largely rural, depend more heavily on agriculture, and have lower living 
standards—reflected by large disparities between their incomes and poverty rates and those of 
the wealthiest areas (Bishkek City and Chui and Issyk-Kul oblasts). These gaps will widen if the 
better-off regions continue to receive the lion’s share of investment. 
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Table 2: Regional Indicators 
 

 
 

Region 

GRP Per 
Capita 
(2010) 

(Som‘000) 

HH Income 
Per Month 

(2011) 
(Som’000) 

Investment 
Per Capita 

(2010) 

(Som‘000 ) 

Poverty 
(2011) 

(%) 

Employment 
in Agriculture 

(2010)
a
  

(%) 

Agriculture 
in GRP 
(2010) 

(%) 

Bishkek 90.2 3.4 14.7 18.4 0   [0] 0.4 

Issyk-Kul 82.5 2.9 25.9 29.5 51 [50] 20.2 

Chui 37.3 3.1 8.0 28.6 30 [30] 39.6 

Talas 32.9 2.5 3.9 50.2 62 [61] 52.0 

Naryn 29.2 2.5 5.4 49.9 55 [55] 36.2 

Jalalabad 27.7 2.7 4.9 45.3 42 [36] 31.0 

Batken 20.2 3.1 5.8 35.6 33 [27] 35.5 

Osh 20.0 2.8 4.4 44.7 45 [35] 37.0 
GRP = gross regional product, HH = household.    
a 

As a percentage of the labor force. Figures in brackets include migrants.  
Source: National Statistics Committee.  

      
7. Partly due to geographical disparities in job opportunities and wages, the Kyrgyz 
Republic has experienced substantial internal and external migration. There are generally 
estimated to be about 1 million internal migrants working or looking for jobs in Bishkek City and 
Chui oblast and Osh City. Estimates of the number of Kyrgyz Republic nationals working abroad 
range from 0.5 million to 1.2 million.  
 

4. Prices and monetary policy 
 
8. As a net importer of food and fuel, the Kyrgyz Republic is highly vulnerable to 
fluctuations in global food and energy markets. In 2010, the correlation between global food 
prices and headline inflation was 0.79.9 Increases in international food and fuel prices, the 
effects of political instability at home, and the imposition of a duty by the Russian Federation on 
oil exports to the Kyrgyz Republic in 2010 are considered the main contributors to inflation. In 
2011, food prices rose rapidly, while non-food inflation was much lower (Figure 1). Inflation 
receded towards the end of 2011 and food prices fell in 2012. Average inflation slowed 
significantly to 2.8% in 2012 from 16.6% in 2011, with a 3.9% decline in food prices largely 
offsetting a 10.1% rise in non-food prices. Inflation rose slightly during the second half of the 
year, due to higher prices for wheat, causing 12-month, December over December inflation to 
rise to 7.5%, up from the 5.7% registered in 2011 for the comparable 12-month period.  
 
9. The National Bank of the Kyrgyz Republic (NBKR) has de jure autonomy in setting and 
executing monetary policy to ensure price stability. It focuses on reserve money as its 
operational target and broad money as the intermediate target. However, the underdeveloped 
nature of financial markets restricts the effectiveness of monetary policy. The NBKR eased its 
monetary stance in response to the 2010 crisis by lowering the reserve requirement and 
reducing the sale of NBKR notes, then began tightening policy from 2011 in response to 
increasing inflationary pressure. In 2012, the NBKR gradually lowered the policy rate from 
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13.6% at the start of the year to 2.6% at year’s end. It was responding to declining core inflation 
and growing confidence in the banking sector. Higher nominal interest rates contributed to the 
local currency’s appreciation in 2011, after a 7% depreciation during 2010. The currency 
depreciated slightly in 2012.  

Figure 1: Consumer Price Inflation, 2007–2012 

  
           Source: National Statistics Committee. 

 
5. Fiscal situation and debt 

 
10. As a result of the global economic crisis in 2009 and the unrest of 2010, the budget 
deficit widened from balanced in 2008 to 6.3% of GDP in 2010 (Table 3). Despite improved tax 
collection, a large increase in social expenditures widened the deficit from 4.8% of GDP in 2011 
to 6.6% of GDP in 2012. Government revenue rose to 28.6% of GDP in 2012 from 27.2% in 
2011 due to economic growth (aside from in the gold sector) and improved tax administration.10  
The increase reflected the Kyrgyz Republic’s continued effort to reform tax policy and 
administration (including improved customs valuation, higher excise tax yields, a stronger large 
taxpayer unit, and more effective audit procedures). Taxes collected at the borders increased 
due to customs modernization efforts.  
 
11. Expenditures rose swiftly, however, as the government sought to protect social 
spending. In 2011 the government increased wages for teachers and other social sector 
workers, and raised pensions toward the national subsistence level. Much of the impact of these 
actions was felt in 2012. As a result, higher social spending, in addition to increased spending 
on energy and transport infrastructure, caused overall expenditures to rise to 35.2% of GDP in 
2012 from 31.9% in 2011. The government plans to accelerate medium-term fiscal consolidation 
and keep the budget deficit below 5% during 2013–2017. The government will also continue to 
rely on external sources to finance fiscal imbalances.11 
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  A revenue-smoothing arrangement with the Kumtor Gold Company partially mitigated the negative impact on 
government revenues of reduced gold production in 2012. 
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12. The Kyrgyz Republic’s stock of public and publicly guaranteed (PPG) external debt fell 
from over 100% of GDP in 2000 to just over 40% in 2008, owing to GDP growth, nominal 
appreciation of the som, and debt restructuring agreements with the Paris Club in 2002 and 
2005. In 2009, as a result of the economic slowdown and borrowing for infrastructure 
development, the ratio of PPG debt to GDP rose. Increased external borrowing following the 
2010 events, although mostly on concessional terms, further increased the ratio to 55.4% of 
GDP in 2010. PPG debt, equivalent to 47.9% of GDP at the end of 2012, was much below the 
2010 level, partly due to $49.2 million debt relief from Turkey received in 2012. In November 
2012, agreements to write off $189 million in debts to the Russian Federation were reached. 
These write-offs will be reflected in 2013 data.  

 
Table 3: Fiscal and Debt Indicators  

 (% of GDP) 
 

 Item   2007 2008 2009 2010 2011 2012 

Total revenue and grants 30.2 29.9 32.2 30.5 27.2 28.6 

Total expenditure, including net lending 31.0 29.3 36.1 36.6 31.9 35.2 

Current expenditures 26.2 24.8 28.4 31.0 28.9 32.9 

Capital expenditures 4.8 4.2 5.0 5.4 3.1 2.4 

Fiscal balance (0.8) 0.0 (3.7) (6.3) (4.8) (6.6) 

PPG external debt 54.7 40.6 53.7 55.4 47.5 47.9 

External debt service (% of exports) 9.7  26.8  41.4  25.9  11.5  11.3 

(   ) = negative, GDP = gross domestic product, PPG = public and publicly guaranteed. 
Sources: Government of the Kyrgyz Republic, Ministry of Finance; International Monetary Fund country reports.  

 
13. According to the 2012 debt sustainability analysis, the Kyrgyz Republic remains at 
moderate risk of debt distress. The debt outlook has improved slightly, but stress tests suggest 
that the country is still vulnerable to large exogenous shocks. Fiscal consolidation and prudent 
use of concessional loans are key to keeping the debt outlook sustainable and improving the 
debt ratio in the medium term.  
 

6. Financial System 
 
14. The country’s financial system is underdeveloped and dominated by banks, which 
account for more than 80% of financial assets. The events of 2010 negatively affected financial 
stability. In 2010, the NBKR imposed temporary administration on seven banks, including the 
country’s largest bank, Asia Universal Bank, which held more than 20% of overall deposits. To 
mitigate the risk of a deposit run, the authorities later nationalized Asia Universal Bank and 
created a new bank (Zalkar Bank) with its remaining assets.12 Of the seven banks originally 
affected, three remain under conservatorship, pending court decisions on litigation by 
shareholders. However, other than the seven troubled banks, the financial system successfully 
weathered the crisis. The banking system is not considered highly vulnerable to effects of the 
eurozone debt crisis. The deposit base and credit to the economy have been growing, and the 
banking system’s nonperforming loans ratio has improved. Troubled banks now account for 
only 1.8% of the assets of the banking system, so capital adequacy overall is adequate. 
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  A forensic audit suggested that Asia Universal Bank was used to conduct large-scale criminal activities and was 
likely insolvent before the April 2010 events, indicating significant shortcomings in the NBKR’s oversight. Zalkar 
Bank was finally sold in May 2013 to a company from the Russian Federation. The bank has taken the name of a 
Russian investment bank, Rosinbank. 
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7. External Sector 
 
15. The country’s economy depends heavily on external economic factors primarily related 
to its links with Kazakhstan and the Russian Federation through (i) remittances from migrant 
workers, (ii) foreign direct investment, and (iii) demand for exports. In 2009, remittances 
decreased by more than 20% due to the economic downturn in the two countries, but in 2010 
they increased to an estimated 24% of GDP. This helped ease downward pressure on 
aggregate demand. Remittances rose further in 2011 and 2012 (Table 4). Foreign direct 
investment flows to the Kyrgyz Republic have been modest, particularly for a country with 
significant mining potential. They declined in 2009 and again in 2011, suggesting that foreign 
investor confidence in the stability of the economy and the investment climate has not yet 
returned.  
 

Table 4: External sector indicators 
 

 

2007 2008 2009 2010 2011 2012 

Trade balance (% of GDP) (33.5) (36.6) (23.9) (25.1) (26.9) (46.2) 

Current account balance (% of GDP) (5.9) (13.7) (2.2) (7.2) (6.1) (20.9) 

Exchange rate (period average) 37.3  36.6  42.9  46.0  46.1  47.0 

FDI inflows (% of GDP) 2.0 3.2 1.6 3.6 3.0 (…) 

Remittances (% of GDP) 16.4 22.1 19.0 23.5 24.3 27.3 

(   ) = negative, (…) = data not available, FDI = foreign direct investments, GDP = gross domestic product. 
Source: National Bank of the Kyrgyz Republic.  

 
16. The Kyrgyz Republic has made use of its location and its World Trade Organization 
membership to become an important transit country for goods from the People’s Republic of 
China. A World Bank study estimated that in 2008 Bishkek City’s Dordoi market, which relies 
mainly on transit trade, employed around 55,000 workers directly and an additional 100,000–
150,000 in auxiliary services.13 The transit trade is reported to have spurred development in the 
textile industry. Exports were disrupted when Kazakhstan and Uzbekistan closed their borders 
in 2010 but rebounded strongly in 2011, although some regions and industries remain affected 
by border closures or constraints on the export of particular goods.14 The country is heavily 
dependent on imports for both food and fuel and, partly because of price rises, imports also 
increased in 2011. The drop in gold production reduced exports significantly in 2012, and the 
current account deficit reached 21% of GDP.  
 
B. Constraints to Inclusive Growth 
 
17. A detailed analysis based on widely used diagnostic methodology indicates that the 
most important constraints to overall economic growth are (i) weak rule of law and poor 
governance; (ii) a shortage of skilled labor and the inadequacy of the education and training 
system; (iii) unreliable electricity supply and; (iv) the high cost of finance, aggravated by a 
shallow and inefficient financial system and a low savings rate.15 Making growth inclusive will 
require that people be given more equitable access to economic opportunities. The population, 
especially young people in remote oblasts and the poor and vulnerable, must be provided with 
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greater access to the quality training and education that will make them employable. Improving 
access to affordable finance not only in the better-off regions of Bishkek City and the 
surrounding oblasts but also in the country’s remote oblasts will help distribute economic 
opportunities more evenly across geographical areas. 
 
C. Government Economic Strategy 
 
18. In January 2013, the President approved the National Sustainable Development 
Strategy (NSDS) for 2013–2017, which was developed by the National Council for Sustainable 
Development of the Kyrgyz Republic. The main priority of economic policy under the NSDS for 
2013–2017 is to create an enabling environment for the private sector to attract investment and 
drive growth. Public investments and national projects are to be focused on mining, energy, 
finance, transport and communications, tourism and services and agro-industry. The main 
economic targets for the 2013–2017 period are average annual real GDP growth of 7%, annual 
inflation of 5%–7%, and annual budget deficits of below 5% of GDP. The NSDS aims to reduce 
poverty by creating new jobs, improving the employability of the population, and improving 
social assistance to pensioners and low-income groups. Education system reform aims to 
ensure competitiveness and prosperity. Development of the remote, less-well-off regions is a 
clear priority. The government aims to attract investment to oblasts beyond the traditional 
growth centers of Bishkek City and Issyk-Kul and Chui oblasts, largely through improvements to 
the business climate, trade and transport infrastructure, and the capacity of local governments. 
 
D. ADB Assistance Program 
 
19. ADB’s CPS is designed to help the government address the identified priority constraints 
to inclusive growth. ADB will help the government address urgent issues in the energy sector 
through investments in key infrastructure and support for sector reform. ADB’s support to private 
sector development will assist the government in improving the investment and business climate 
and governance. Support to the education sector, including technical and vocational education 
and training, will directly contribute to improving the quality of the labor force and expanding 
access to employment.  
 
20. Although transport infrastructure was not identified as a binding constraint to inclusive 
growth, the country relies on international corridors for trade. As the Kyrgyz Republic has a 
small domestic market, trade has been a core driver of economic growth and an important 
provider of jobs. As a landlocked country, the Kyrgyz Republic must maintain efficient transport 
linkages to rapidly growing neighboring markets to sustain economic growth. ADB will continue 
to support regional economic cooperation and trade facilitation so that the Kyrgyz Republic can 
take full advantage of its location at the crossroads of Asia. Support for improving water supply 
and sanitation will address an important non-income aspect of poverty for rural households. It 
will also free up time, especially for women, which they may spend on income-generating 
activities.  

 
21. By supporting growth in sectors outside of mining, the CPS will promote the creation of 
jobs, essential for the achievement of inclusive growth. In addition, the strategy will directly 
address such constraints as the lack of access to skills, information, and finance that prevent 
the poor from accessing economic opportunities. Planned operations will either benefit the 
entire country or, where appropriate, be designed to ensure that regions outside of Bishkek City 
and Chui and Issyk-Kul oblasts benefit. Where feasible, operations will include measures to 
ensure that poor and vulnerable groups and women either benefit or are specifically targeted. 


