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PRIVATE SECTOR ASSESSMENT (SUMMARY)1 
 
Sector Road Map 
 
A. The Private Sector in the Economy 

1. The Kyrgyz Republic is seen as the most democratic and open society in Central Asia. 
Its transition after the breakdown of the former Soviet Union in 1991 from a centrally planned to 
a market economy was one of the most remarkable in the region, although the process is far 
from complete. Liberal economic policies and market mechanisms have had a dramatic impact 
on society. Privatization of state-owned enterprises helped the private sector grow significantly, 
allowing it to become the economy’s main driver. The share of the private sector in gross 
domestic product (GDP) has been about 75% of GDP since 2004.2  

2. Despite notable examples of entrepreneurship in some industries, such as garments and 
dairy, the private sector as a whole remains weak and has made limited progress in expanding 
its productive capabilities to create more wealth. Many of the shortcomings in the economy—
low competitiveness of products in particular—reflect the sector’s weak performance.  

3. The Kyrgyz Republic’s economy is dominated by small economic entities, mostly 
farmers, individual entrepreneurs, and small enterprises that typically operate in the informal 
sector. In 2012, the business sector officially comprised about 1,600 large, 800 medium-sized, 
and 11,200 small enterprises. Most were private. The corporate sector remains weak and few 
profitable firms have strong growth prospects. The private sector also encompasses almost 
298,000 registered individual entrepreneurs and 357,000 peasant farmers. Women own more 
than 60% of private enterprises, the highest proportion of female enterprise ownership in 
Central Asia. Small rural businesses headed by female entrepreneurs produce canned fruit, 
vegetables, and souvenirs from natural felt and silk, among other things. 

4. Official statistics show that private ownership dominates most sectors and is particularly 
high in agriculture (98.6% of the sector’s share of GDP) and industry (92.9 % of sector share). 
Employment in the private sector was 84.6% of the country’s total employment in 2009. State 
ownership is concentrated primarily in electricity, water, and gas utility services, and in the 
social services of education and health. Utility markets have limited competition and include 
monopolistic structures dominated by state-owned enterprises. In addition to its policy and 
regulatory roles, the government, is typically responsible for the operation of public 
infrastructure directly or through these enterprises. The mobile communications sector, where 
private firms represent 99.5% of total turnover of retail trade, is an exception.  

5. The Kyrgyz Republic’s financial sector is relatively small by international and regional 
standards. The system is largely private, with about 75% of the banking assets and 100% of 
microfinance assets belonging to private shareholders. Financial sector assets increased from 
an estimated 10% of GDP in 2000 to 40% of GDP in 2012. With a share of more than 80% of 
financial sector assets, banks dominate the sector, though less now than in the past due to 
strong growth in microfinance. Assets of microfinance organizations currently account for almost 
20% of the financial sector’s total assets, or about 6.9% of GDP. The government securities 
market is still at a nascent stage (an estimated 2.8% of GDP in 2012), with 2 years the longest 
bond maturity. Capital markets and the insurance industry have been stagnant for years. The 
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Kyrgyz Republic is still a cash-based economy. The majority of households do not trust their 
money to commercial banks, preferring to keep their cash at home. Depositor confidence has 
been affected by episodes of mismanagement in banking activities. Money outside the banking 
system remains close to 150% of deposits on average. The number of transactions processed 
through the official payments system has remained relatively low. There is only one ATM for 
every 8,285 people, significantly fewer per capita than in Azerbaijan (1:3,359) or Kazakhstan 
(1:1,520). Money markets are underdeveloped and characterized by very low numbers and 
volumes of transactions and very low liquidity levels. 

6. Investment has remained relatively stable since 2002 at 20%—25% of GDP. During 
2006–2011, private investment accounted for 73% of total investment and was mainly financed 
by retained earnings. Foreign investment accounted for 35% of total investment and about half 
of private investment over this period. Half of foreign investment has been directed to 
manufacturing, most of it to the Kumtor gold mine. The Kyrgyz Republic has attracted more 
foreign direct investment as a percentage of GDP than have Tajikistan and Uzbekistan, but its 
performance remains sluggish compared with those of Armenia and Georgia. 

B. Major Constraints Impacting Private Sector Development3 

7. Three main constraints are preventing the private sector from expanding and producing 
higher-value-added products and services: 

(i) Harsh business environment. A difficult, uncertain business environment discourages 
entrepreneurs, investors, and lenders from expanding, investing, or lending in the 
country. Businesses fear rent-seeking, nationalization, or expropriation by government 
officials or other politically connected individuals. They are also concerned about the 
potential for contractual obligations or concession agreements to be breached or 
reneged on without fair compensation. This explains the expansion of the informal sector 
and the trend towards smaller-sized enterprises. Corruption remains pervasive and 
concentrated in agencies that collect public revenues or that have regulatory and 
administrative powers. Tax administration is still far from conforming to international 
good practice. Trading across borders through official Kyrgyz Republic channels, 
particularly in respect of clearance of documents by government agencies, can be a 
difficult experience for businesses. 

(ii) Growing skills deficit. An increasing shortage of qualified human capital prevents firms 
from moving up the production ladder. The qualified workers required to manage 
production of new and higher-value-added products have become more expensive and 
difficult to recruit as opportunities for them to migrate have become more attractive. The 
quality of education and vocational training has deteriorated substantially, exacerbating 
the scarcity of qualified workers essential to upgrade the production capabilities of firms. 

(iii) Tight, expensive financing. Finance is expensive, short-term, and concentrated in a 
few sectors. Private entrepreneurs find it difficult to access external funds for medium- or 
long-term investments in particular, which limits their ability to expand and compete 
internationally. At current lending rates, which average 20% at banks and 35% at 
microfinance organizations, few investment projects can be profitable enough to justify 
borrowing. Moreover, with the average maturity of bank loans at about 2 years, only 
investment projects that quickly generate frequent cash flows—typically in trade—are in 
positions to meet repayment schedules. This means that the majority of investment 
projects in industry cannot be financed through external credit, even when they are 
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profitable, and it makes it more difficult for firms to compete in international markets with 
foreign firms that have access to cheaper and more flexible financing.  

8. Other constraints include the lack of adequate public infrastructure and the unreliable 
electricity system. The unwillingness or inability of users to pay utility service tariffs high enough 
to recover costs limits private investment in public infrastructure. Cultural stereotypical and 
patriarchal views of the role of women restrict their ability to engage in entrepreneurship beyond 
small-scale activities like handicrafts and trade. Society’s expectations that women combine 
household duties with employment often limit their choices to lower paid, informal, or part-time 
work. A deterioration of social services, such as affordable child care, is putting further pressure 
on women and forcing them to work mainly in jobs with flexible hours. Women lag behind men 
in access to assets, professional experience, and opportunities to build skills, all of which are 
vital for building healthy businesses. 

C. Framework for Private Sector Development Assistance 

9. To achieve higher production capabilities, the Kyrgyz Republic needs a policy and 
institutional framework that supports the development of industry and services and allows firms 
to operate efficiently and tap new markets. A supportive enabling framework will provide the 
predictability and confidence the private sector needs to invest in the country. Improving the 
business environment, increasing access to credit, and upgrading human capital are essential 
to develop the private sector. Attracting private sector investment that increases revenues and 
productive capabilities and creates jobs should also be a key priority. All major political forces 
understand the importance of private sector development for achieving economic objectives. 
The National Sustainable Development Strategy for 2013–2017 makes plans to reform the 
governance system and combat corruption a priority. The strategy also aims to strengthen the 
business environment, reduce bureaucracy in state regulation, and promote economic freedom. 

10. ADB’s private sector development initiatives under the CPS will focus on improving the 
business environment for private investors and entrepreneurs by tackling the key three 
constraints described in para. 7. ADB will also work directly with private firms to help them 
perform better, grow, innovate, and export. Targeted nonsovereign operations can focus on 
untapped or underdeveloped sectors with growth potential and can catalyze such expansion. 

11. ADB has been working with the government to improve the business environment 
through the Investment Climate Improvement Program (ICIP).4 Two subprograms have been 
implemented and subprogram 3 will continue targeting the binding constraints on private sector 
development. Indicative policy reforms include further simplification of business licensing by 
reducing the number of required licenses and permits, further expansion of the electronic filing 
and payment of taxes and customs duties, and further simplification of foreign trade clearance. 
After the ICIP, ADB will continue supporting the government reform agenda in areas that can 
significantly increase inclusive growth prospects and economic efficiency, including a policy 
area dedicated to improving the governance systems that impact the business environment. 

12. ADB's education sector assessment suggests priority measures to support higher 
education and vocational training systems so that they can become more responsive to labor 
market needs. Policy and project support can help ensure that people with the key skills and 
qualifications needed for private sector growth are available for employment. ADB can also 
support complementary job placement programs within the country, including internships with 
local firms. This can help slow the outflow of qualified labor from the country by increasing 
domestic opportunities for workers. 

                                                
4
  ADB. 2008. Report and Recommendation of the President to the Board of Directors: Proposed Program Cluster, 

Grant for Subprogram 1, and Grant Assistance to the Kyrgyz Republic for the Investment Climate Improvement 
Program. Manila. 



4 
 

13. Firms and investors need improved access to long-term local financing for productive 
capacity and infrastructure investments in the country. Greater access to finance in rural areas 
would promote inclusiveness. Although microfinance organizations provide some support to 
agriculture lending, their lending capacity is limited. Both long-term financing and overall 
financial inclusion can be achieved through product diversification and financial sector 
expansion, which should be based on increased and long-term domestic funding options, in 
particular through formal savings from the population. The development of electronic payment 
systems, including mobile money, and of money and foreign exchange markets—all pillars of a 
modern financial sector—are areas for assistance. Having the government use electronic 
payments and collections in a systematic way would increase the volume of money in the 
financial system. It can also reduce corruption in government payments to businesses and 
people and in the collection of taxes and other revenues. Mobile money can help expand 
access to savings and electronic payments in rural areas, which have a low presence of bank 
branches. Small retail outlets will function as access points for financial transactions. Finally, 
commercial banks can improve their lending capacity with their current amount of funding if 
liquidity constraints are addressed. 

14. ADB can help reduce the social and cultural barriers hampering the development of 
female entrepreneurship and help women entrepreneurs breaking into new sectors. This can be 
supported through training and business advisory services that respond to their distinct needs. 
Marketing strategies can be developed, and financial literacy, leadership, and business 
management skills can be improved. Helping women’s business associations build awareness 
of successful stories of women entrepreneurs can also foster entrepreneurship. Greater access 
to long-term credit would help expand and diversify businesses run by women. Information and 
communication technologies may also be used to overcome some of the challenges that women 
entrepreneurs face, especially those who work from home. 

15. The business and investment environment in the Kyrgyz Republic is not yet adequate for 
public–private partnerships (PPPs), and the government has allocated limited resources to PPP 
development. Further assistance is required to (i) prepare the necessary policy and regulatory 
reforms aligned with the PPP law and international good practices; (ii) prepare sector-specific 
policies for PPP; (iii) undertake conceptual development and pre-feasibility studies in 
subsectors; (iv) create instruments to support the development and implementation of PPPs, 
such as project development and viability gap funds, and government-backed partial risk 
instruments; and (v) build capacity in the national and local governments, including in their 
established PPP units, to ensure public sector value-for-money and to protect government 
interests in designing, negotiating, and monitoring PPPs. ADB is supporting the establishment 
of a PPP project development facility which is critical for adequate preparation and 
implementation of pilot PPP projects. ADB may also consider government-backed credit-
enhancing guarantee instruments on a case-by-case basis. ADB should reach an agreement 
with the government on a national PPP strategy that outlines the steps that need to be taken 
over the coming years to remove the obstacles that PPPs face. 

16. On a case-by-case basis, ADB may provide transaction advisory services to help public 
sector entities structure private sector-led transactions. This may include placement in the 
private market of the (partial) ownership and management of operationally and financially sound 
public sector assets or greenfield projects. ADB nonsovereign operations can provide critical 
support to the development of the country. They may focus on transactions that promote a 
larger, sustained flow of private capital into untapped or underdeveloped sectors and have a 
strong demonstration effect. ADB nonsovereign operations can also facilitate the participation of 
reputable investors that will help the country to acquire new or additional productive capabilities 
and expand into higher-value-added businesses. ADB’s presence can also help increase 
protection of private investors. 
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Problem Tree for Private Sector Development 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

Causes 

Low private sector capabilities to set up and expand 
businesses, and to produce more and higher-value-

added products and services 

A harsh business environment (e.g., 
complex licensing, inspection, taxation 
and foreign trade clearance regimes) 
discourages entrepreneurs, investors, 
and lenders from expanding, investing, 
or lending in the country 

Growing shortage of 
qualified human capital 

Finance is expensive, short-term, 
and concentrated in a few sectors, 
limiting access to external funds for 
financing medium- or long-term 
investments 

Core 
problem 

Effects 

Limited wages, 
employment, and 

investment opportunities 

The country remains 
heavily dependent on 

external financial resources 

Economic growth is constrained 
by low competitiveness of the 

country’s products 
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Sector Results Framework (Multisector for Private Sector Development) 
 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Outcomes with 
ADB Contribution 

Indicators with 
Targets and Baselines 

Outputs with ADB 
Contribution 

Indicators with 
Incremental Targets 

Planned and Ongoing 
ADB Interventions 

Main Outputs Expected 
from ADB Interventions 

Improved business 
environment and 
investment climate 
 

Share of private 
investment in GDP 
increased to 20% on 
average in 2013–2017 
(baseline: average of 
17.6% in 2007–2011) 
 
Number of products 
exported with 
competitive advantage 
increased from 63 in 
2011 to an average of 
80 during 2013–2017) 

Cost of regulatory 
compliance reduced 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Access to finance 
improved 
 
 
 
 
 
PPPs facilitated 
 

Time to prepare and 
process export and import 
documents reduced by 50% 
by 2017 (2012 baseline: 23 
days for preparation and 25 
days for processing) 
 
Transactions in the official 
electronic payment system 
increased to 250% of GDP 
in 2013–2017 (baseline: 
average of 220% in 2007–
2011) 
 
Credit to the private sector 
increases to 17% of GDP in 
2013–2017 (baseline: 
average of 13.6% 2007–
2011) 
 
Number of access points 
for financial transactions in 
regions outside of Bishkek, 
Chui, and Issyk-Kul 
increased from 829 in 2012 
to 2,000 in 2017

a 

 
Contracts for at least 3 
financially sound PPP 
projects are signed by 
2017

b
 

Planned key activity 
areas 

Business environment 
and investment climate 
reforms (75% of funds) 
Financial sector 
development (25% of 
funds) 
 
Pipeline projects with 
estimated amounts 

ICIP Subprogram 3, $22 
million (2013) 
ICIP Second Generation 
Subprogram 1, $20 
million (2015) 
Financial Technology for 
the Poor Project, $10 
million (2016) 
ICIP Second Generation 
Subprogram 2, $20 
million (2017) 
 
Ongoing projects with 
approved amounts 

Women's 
Entrepreneurship 
Development Project 
($1.5 million) 
CAREC Regional 
Improvement of Border 
Services Project ($8.4 
million) 

Pipeline projects 

Systems for licenses, 
permits, and control 
supervision streamlined 
by 2017 
 
 
 
 
Mobile banking 
framework and electronic 
payment infrastructure in 
rural areas further 
developed by 2017 
 
PPP Project Development 
Support Facility 
established and funded 
by 2015 
 
 
 
 
Ongoing projects 

At least 500 women 
microentrepreneurs (50% 
of whom to be in rural 
areas) receive training to 
improve their knowledge 
and skills for developing 
sustainable women’s 
microenterprises by 2017 
 

CAREC = Central Asia Regional Economic Cooperation; GDP = gross domestic product; ICIP = Investment Climate Improvement Program, PPP = public–private 
partnership.  
a 

Financial transactions include deposits or withdrawals of cash from an account, and financial settlement of credit or commercial transactions using an account. 
b
 Financially sound projects are those that have been subject to and passed the Ministry of Finance’s risk assessment screening.  


