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SECTOR ASSESSMENT (SUMMARY): PRIVATE SECTOR AND FINANCE 1

A. Introduction  

 

1. Over the past 10 years, Kyrgyz Republic’s economy grew at an average rate of 4.1% per 
year. However, growth was highly volatile (Figure). The same applies to other key 
macroeconomic indicators. The main reasons were a number of political and economic 
shocks in combination with the vulnerability of the economy to these shocks. 

  
2. This vulnerability stems from a number of key factors. The economy of Kyrgyz Republic 
is small and open, with a gross domestic product (GDP) of less than $6 billion and foreign trade 
equivalent to about 100% of GDP. While foreign trade is much more diversified now than at 
political independence in 1991, the economy continues to depend heavily on the Russian 
Federation and Kazakhstan, which are still major export destinations. These two countries are 
also the main sources of worker remittances, which are equivalent to 25% of Kyrgyz Republic’s 
GDP (2010), and account for a large share of direct investment. Further, banks from 
Kazakhstan, which were under serious stress during 2008–2010, are strongly represented in 
Kyrgyz Republic’s banking sector. Another source of vulnerability is the country’s transport and 
energy infrastructure, which is weak and still mainly geared toward other countries of the former 
Soviet Union.  

3. The Kyrgyz Republic’s economic structure makes the country vulnerable too. Agriculture 
accounts for about 21% of GDP (2010) and a much higher share of employment. Industry, 
which accounts for about 28% of GDP, is narrowly based on construction, food processing, 
textile production, and metallurgy, with gold being the main export. Services, which account for 
the remaining 51%, predominantly cater to domestic needs. Further, the Kyrgyz Republic has to 
import oil and food, which makes it vulnerable to global price fluctuations.  

                                                
1 This summary is based on a comprehensive private and financial sector assessment (available on request), which 

was undertaken in 2011-2012 to feed into ADB’s new Country Partnership Strategy for the Kyrgyz Republic. 

-10 

-5 

0 

5 

10 

15 

1995  1996  1997  1998  1999  2000  2001  2002  2003  2004  2005  2006  2007  2008  2009  2010  2011  2012  

(% yoy) 
Figure: Real Economic Growth 

Spillover from 
(second) Russian 
and Kazakh crises 

Ouster of 
President 
Akaev 

Ouster of 
President 
Bakiev 

Transition 
recession 

Contagion 
from (first) 
Russian       
crisis 

Accident at 
Kumtor 
gold mine 

Ethnic 
conflict  

yoy = year over year 
Sources: Government of the Kyrgyz Republic, National Statistics Committee, and the Asian Development Bank.  



2 2 

4. While the political events of 2005 and 2010 created opportunities,2

5. The factors above mainly explain the Kyrgyz Republic’s relatively low and volatile GDP 
growth and recurrent periods of monetary and fiscal instability. They also provide the context in 
which private and financial sector development in the Kyrgyz Republic has to be seen.  

 they had an 
immediate negative impact on the economy through border closures; political instability; 
insecurity regarding possible policy changes, expropriation, and other perceived investment 
risks; and shortened investment horizons, among others. 

B. Private Sector 
6. The enterprise sector officially comprises about 2,000 large, 800 medium-sized, and 
11,300 small enterprises, as well as almost 245,000 registered individual entrepreneurs and 
more than 330,000 peasant farms (2010). Most of these enterprises are private. Women 
manage 21% of them and account for 33% of registered entrepreneurs. The European Bank for 
Reconstruction and Development (EBRD) estimates the private sector share in Kyrgyz 
Republic’s GDP at 75%, the highest percentage for Central Asia. Official statistics put the share 
of the private sector in GDP at 86%, its share in investment at 80% and its share in employment 
at 85%. Small and medium-sized enterprises (SMEs) are frequently the backbone of a vibrant 
private sector.3 In the Kyrgyz Republic, 98% of registered small enterprises and 88% of 
medium-sized enterprises are private. SMEs are heavily concentrated geographically—almost 
70% of them operate in Bishkek or the surrounding Chui region. Some 29% of private SMEs 
operate in trade, 22% in real estate and consumer services, and 18% in industry. 

7. However, about 100 large companies still have substantial state shareholding.

The share of 
SMEs and individual entrepreneurs (without farms) in employment is officially 15%, but might 
actually be higher, given strong incentives to underreport employment. The number of small 
enterprises and individual entrepreneurs has recently grown strongly, by more than 8% on 
average per year over 2006–2010, although the growth of medium-sized companies and farms 
was much lower. This suggests that the private sector continues gaining ground.  

5

8. Despite progress in improving the enabling environment for the private sector since 
independence, private enterprises still suffer from excessive regulatory and licensing 
requirements, pervasive inspections by a large number of enforcement agencies, complex and 
arbitrary taxation, and administrative trade barriers. A related serious problem is that private 
enterprises are subject to corruption and other rent-seeking activities, or even expropriation by 
government officials or politically connected individuals.

 Almost 
all infrastructure remains fully or majority state-owned, including the big four state-owned 
infrastructure enterprises: Kyrgyztelekom, Kyrgyz Energy, Kyrgyzgaz, and Kyrgyzstan Airlines. 
Almost all mines, except for a few in gold mining, remain owned or controlled by the state. Even 
some SMEs are still owned by local governments—50% of them are active in real estate and 
consumer services; another 35% in industry and agriculture. The role and impact of the state in 
the national economy is, as such, greater than suggested by its official share in GDP. 

6

                                                
2  In March 2005, the Kyrgyz Republic’s long-time President Askar Akayev was ousted through the “Tulip Revolution.” 

In April 2010, a popular uprising toppled the regime of President Kurmanbek Bakiev. Internal ethnic conflict in 
June 2010 exacerbated the already difficult situation. 

 The Kyrgyz Republic ranks 
significantly low (164th out of 178 countries) in Transparency International’s Corruption 
Perceptions Index 2011. Corruption is also widespread, particularly in the court system. This is 
the main reason why Kyrgyz Republic ranked 132nd out of 142 countries in The Global 
Competitiveness Report 2010–2011 of the World Economic Forum regarding efficiency in 

3  SMEs have less than 201 employees. Officially, small enterprises employ four staff on average while medium-sized 
enterprises employ an average of 47. 

5  Privatization has been on hold since 2010. Some previous privatizations were even reversed, after irregularities 
were detected in deals undertaken by the Bakiev regime. 

6  According to a survey, 34% of Kyrgyz Republic’s entrepreneurs fear being victim of “raiding” (capture of property). 
Center for International Private Enterprise. 2011. Priorities and Need for Reform in the Kyrgyz Republic. Bishkek. 
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resolving private business disputes. A recent study suggests that individuals frequently buy 
government posts and try to recover this

7 
 “investment” with a profit. As a result, the clear 

separation between the property over which officials have power in their professional capacity 
and personal property interests often disappears.9

9. A shortage of skilled workers also increasingly prevents firms from growing and moving 
up the production ladder.

 

10

Problem Tree 

 Skilled workers are becoming more expensive and difficult to recruit, 
since opportunities to migrate to countries like the Russian Federation and Kazakhstan have 
become more attractive. In addition, the educational and vocational systems have deteriorated 
substantially and do not provide the human resources needed by the private (and public) sector.  

 
 

 
10. Other constraints that undermine the competitiveness of private enterprises are the lack 
of adequate public infrastructure and unreliable access to electricity. Key contributing factors are 
lack of fiscal resources and a weak enabling environment for private investment in these areas. 

11. Surveys also indicate that insufficient access to financial services remains a major 
constraint.11

                                                
7  World Economic Forum. 2010. The Global Competitiveness Report 2010–2011. Geneva. 

 While 42% of bank loans have a maturity period of 2–3 years and 31% even longer 
maturity, neither banks nor local capital markets can provide the funds needed for long-term 
investment. Further, banks’ collateral requirements and lending rates are usually very high. 
Furthermore, banks focus on urban areas and prefer lending to larger enterprises, consumers, 
and mortgage lending to SME lending—citing SMEs’ lack of collateral, poor business plans, and 
lack of transparency. Nonbank providers of microfinance, which dominate in rural areas and 

9  J. Engvall. 2011. The State as Investment Market – An Analytical Framework for Interpreting Politics and 
Bureaucracy in Kyrgyzstan. Uppsala, Sweden. 

10  See for instance: International Business Council. 2011. The main investors’ problem in Kyrgyzstan: Availability of 
qualified personnel in Bishkek. Bishkek. 

11 World Bank. 2011. World Bank Enterprise Surveys Country Note 10. Kyrgyz Republic. In 2010, the Kyrgyz financial 
sector had the lowest level of credit to the private sector in the region (13.0% of GDP). 
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work with smaller businesses and farms, offer much shorter loan maturities and smaller 
volumes, and often have much higher lending rates than banks. What is more, they hardly offer 
other financial services such as deposit and payment services, for instance.           

C. Financial Sector  
12. While Kyrgyz Republic’s financial sector has grown strongly over the past decade, it is 
still small. Sector assets increased from an estimated 10% of GDP in 2000 to 40% of GDP in 
2009, before falling to 32% in 2011 as a result of contagion from the global financial crisis and 
domestic political instability in 2010 (Table). With a share of 77% in sector assets (23% of 
GDP), banks still dominate the financial sector but less than in the past. Microfinance is the 
strongest growing subsector. Assets of microfinance providers (excluding banks but including 
credit unions) account for 21% of sector assets. As a percentage of GDP, their assets steadily 
increased from 3% in 2005 to 8% in 2011.12 Capital markets, which showed signs of growth 
before 2008 from a low basis, were seriously affected by the impact of the crisis on fiscal and 
monetary stability, and investor confidence. Insurance has reported slow asset growth from 
0.2% of GDP in 2005 to 0.4% in 2011. Private pension funds are negligible. 

Table: Key Financial Sector Indicators 
  2000 2005 2006 2007 2008 2009 2010 2011 
1. Financial intermediation (% of 

GDP)   
 

              
a. Broad money (M2) 10.6 20.7 22.3 24.9 24.1 23.4 27.0 26.5 
b. Financial sector assets 10.0 27.0 30.7 34.3 34.9 39.7 33.8 31.9 
c. Banking sector assets 7.1 21.7 24.8 29.7 29.2 33.8 26.6 24.4 
d. Assets of nonbank providers of  
     microfinance a … 

 
2.6 3.2 4.6 5.6 5.9 7.2 7.5 

2. Soundness and stability               
a. Domestic credit growth (%)  10.4 19.6 39.7 49.9 18.5 (15.0) 17.1 19.8 
b. Bank credit growth (%) a  … 31.8 47.8 84.1 23.0 (1.8) 4.7 18.4 
c.  Customer credits to deposits (%) … 63.2 75.4 107.6 90.9 75.7 95.3 84.3 
d. Bank capital adequacy                
      (%, risk-weighted) 31.8 

 
26.2 28.2 31.3 32.6 33.5 30.4 30.3 

e. Nonperforming bank loans (% of    
gross loans) 13.4 

 
8.2 6.2 3.5 5.3 8.2 15.8 10.2 

f. Number of microfinance  
      organizations … 

 
106 147 232 291 359 397 450 

g. Capital of microfinance    
      organizations (% of assets) … 

 
33.5 33.4 30.5 24.8 29.9 28.3 34.7 

h. Number of credit unions 191 320 308 272 248 238 217 198 
i. Capital of credit unions                     
     (% of assets) 49.4 

 
50.6 50.2 50.4 50.1 53.6 51.3 52.1 

3. Efficiency               
a. Money outside banks as 

percent of deposits 215.5 
 

100.1 115.5 113.8 99.4 85.6 121.7 107.1 
b. Interest rate spread (lending–

deposit rate) 33.5 
 

20.8 17.6 19.9 15.9 19.2 27.4 22.4 
c. Population per bank branch 31,500 30,800 30,200 24,300 22,800 22,700 26,000 22,000 
d. Population per nonbank 

provider of microfinance a … 
 

12,060 11,410 10,370 9,840 9,080 8,920 8,570 
4. Access               

a. Credit to the private sector      
(% of GDP) 4.2 

 
8.0 10.5 15.1 13.9 12.9 12.5 12.3 

b. Bank customer deposits          
(% of GDP) … 

 
12.0 13.2 13.6 15.0 16.5 12.5 13.5 

c. Microfinance (without banks)   
(% of total credit) a  18.6 

 
17.0 16.3 18.8 22.3 26.1 29.6 33.6 

( ) = negative, GDP = gross domestic product. 
a Microfinance organizations and credit unions, without banks or the Kyrgyz Agricultural Finance Corporation. 
Sources: International Monetary Fund, National Bank of Kyrgyz Republic, Service for Financial Supervision and Reporting.  

                                                
12  Excluding the Kyrgyz Agricultural Finance Corporation, which transformed into Aiyl Bank in 2006. 
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1. Banking  
13. The banking system comprises 22 commercial banks. While substantial structural 
changes have occurred in the system over the years, this number has hardly changed. The 
system is dominantly private, with the exception of two banks, which account for about 20% of 
sector assets. One of these banks was nationalized in 2010. From 2005 on, foreign ownership 
of the system was above 50%—high by regional standards—as a result of investment from 
banks from Kazakhstan and the Russian Federation, and international financial institutions. 
However, the ratio fell to 35% in 2010, mainly because the nationalized bank had been foreign-
owned. System concentration is moderate, with the four largest banks accounting for less than 
50% of assets.  

14. During 2002–2007, the banking sector expanded strongly, with average annual asset 
growth of 22% and loan growth of 57% (40% in real terms). However, as growth took place from 
a low basis, bank assets never exceeded 30% of GDP and loans never exceeded 15% of GDP. 
More important from a stability point of view: the system was well capitalized and not 
overleveraged, foreign liabilities were comparatively small and, with the exception of 2007, the 
sector loan portfolio was lower than its deposit base. In 2008, loan growth turned negative 
because of concerns regarding a possible spillover of the banking crisis in Kazakhstan to the 
Kyrgyz Republic. There were also home-grown problems, including an aggressive buildup of 
consumer and mortgage loan portfolios, and a real estate boom. However, the situation 
escalated only when the popular upheaval in April 2010 triggered a massive outflow of deposits 
from banks that were allegedly connected with the outgoing Bakiev regime.   

15. As a result, seven banks—including the largest Asia Universal Bank (AUB)—were 
placed under temporary administration to prevent capital flight. Ultimately, two banks were 
released from temporary administration, four were placed under conservatorship, and AUB was 
nationalized. Deposits in those banks shifted to banks perceived as safer, particularly foreign 
banks and the largest state-owned bank, the Settlement and Saving Company, which has 
emerged as the second largest bank. AUB lost more than half of its deposits.13

16. Banking regulation and supervision is generally in line with international good practices. 
Exceptions are the bank resolution framework and regulatory independence, which suffered 
during the Bakiev years; these are being rebuilt with International Monetary Fund support. 

 Despite the 
stress on the system, sector stability has been maintained. Deposit runs were avoided, partly 
because of deposit insurance. System liquidity declined, despite liquidity support from the 
National Bank of the Kyrgyz Republic, and nonperforming loans increased to 17% of total loans 
by September 2010. However, 2011 brought a recovery—loan growth accelerated to 18%, the 
nonperforming loan ratio fell to 10%, and liquidity ratios improved significantly. With a 
continuously strong capital base (capital adequacy at 20%) and improving earning indicators, 
Kyrgyz Republic’s banking system is on its way to full recovery. 

2. Microfinance 
17. At the end of 2011, there were 455 licensed microfinance organizations (MFOs) and 
197 credit unions in the Kyrgyz Republic. Banks also provide micro-loans, particularly Aiyl Bank, 
which was the largest MFO before it transformed into a bank in 2006, and six banks that 
participated in EBRD microfinance programs.14

18. The number of MFOs has been increasing rapidly, along with the number of borrowers, 
which now exceeds 400,000. The subsector is highly concentrated, with 11 large MFOs 
accounting for 75%–80% of the loan portfolio and most borrowers. These large institutions have 
been established by development partners or international MFOs, are relatively well capitalized, 

  

                                                
13  AUB’s privatization or liquidation is now planned under the current International Monetary Fund program. 
14  Three of these banks—Aiyl Bank, Bank Kyrgyzstan, and Eco Islamic Bank—have average loan sizes below $2,500 

so they can be seen as microfinance banks. Together, they account for 15% of banking sector capital.   
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and have access to domestic and international markets for wholesale funding. There is also a 
segment of about 140 medium-sized MFOs with 100–1,000 borrowers each, which are often 
donor-driven. The remaining MFOs are very small or not operational. The MFO loan portfolio 
has grown from less than 1% of GDP until 2004 to more than 5% in 2011 as a result of high 
credit growth, averaging about 70% in 2004–2008 (48% in real terms) and 38% (17% in real 
terms) in the crisis years 2008–2011. Loans now account for 76% of MFO assets, up from 70% 
in 2006–2010. Average loan sizes range from $1,000 for large MFOs to less than $100 for small 
ones. Large MFOs provide credit for up to 4 years; some small MFOs provide for only a few 
months. The average interest rate for loans has been slightly above 30% since 2005, but rates 
range from 20% to 60% subject to funding cost, purpose of borrowing, and maturity period.15

19. In contrast to MFOs, the number of credit unions has steadily declined since peaking at 
305 in 2002. Most credit unions were established under a project supported by the Asian 
Development Bank (ADB) to benefit from a $10 million credit line. A consolidation process 
started when subsector regulation and supervision were tightened. Since then, many credit 
unions have closed or reregistered as MFOs. Credit unions now have about 25,000 members, 
most of whom are borrowers. Credit union sector concentration is not high, with 26 large and 
medium-sized credit unions accounting for about 55% of total loans. Credit unions’ loan 
portfolios have been stagnant since 2004 at about 0.5% of GDP. Loans account for 88% of 
assets; this is higher than for MFOs because credit unions have an apex organization that 
provides liquidity support and treasury services. The average credit union loan size is about 
$1,000–$1,500. Apart from the ADB credit line, which is being repaid, the main funding source 
for credit unions is member shares. Some credit unions also have access to wholesale funding. 
Only 11 credit unions are licensed to take deposits but their deposit base is still small. Sector 
capitalization is high, with capital equivalent to more than 50% of assets. This and the purchase 
of the apex by credit unions from the National Bank of the Kyrgyz Republic in 2011 bode well for 
credit union subsector stability.  

 
Smaller MFOs tend to charge higher rates. The capital base of the MFO subsector is relatively 
high, with capital equivalent to 35% of assets but this does not mean that individual MFOs do 
not lack capital. Foreign loans account for about 60% of MFO liabilities. A few large MFOs have 
started taking deposits, but they still account for less than 1% of subsector liabilities.   

20. The loan portfolio of MFOs and credit unions together accounts for about 34% of credit 
provided to customers in the Kyrgyz Republic. Including microfinance provided by banks, more 
than 50% of credit in the country might be microcredit. In rural areas, where the poor are 
concentrated, MFOs and credit unions are frequently the only providers of financial services, as 
banks concentrate on larger cities and regional centers. As a result, agricultural lending 
accounts for about 50% of the loan portfolio of nonbank providers of microfinance, which 
compares to just 13% for banks. MFOs make more active use of uncollateralized lending and 
group lending, which benefit the poor. Unfortunately, regulation and weak capacity prevent most 
MFOs from providing financial services that go beyond lending, which means that such services 
are frequently not available outside cities. MFOs also find it difficult to transform into banks, 
which would help them to meet the growing needs of their customers and free space for the 
growth of smaller MFOs. The main source of funding for MFOs is foreign currency loans. Since 
MFOs are not allowed to lend in foreign currency, they have to swap resources through banks 
into local currency. This substantially increases funding costs for end-borrowers and makes 
MFOs vulnerable to a banking crisis. This became clear in 2009–2010, when the MFO 
subsector was negatively affected by the insolvency of AUB. 

                                                
15  Interest rates for loans are only weakly linked to inflation. Loan funding costs are a much more important 

determinant. Large MFOs have an advantage here. 
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