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PROGRAM IMPACT ASSESSMENT 

A. Introduction 
 
1. The purpose of this program impact assessment (PIA) is to provide a clear understanding 
on how the Kyrgyz Economic Diversification Program will lead to expected benefits. The structure 
and content of this PIA are strictly in line with the Asian Development Bank (ADB), Strategy, Policy 
and Partnership Department’s (SPD) Framework for PIAs for Policy-Based Loans (PBL) both in 
content and format. This entails a macroeconomic analysis of the country, followed by a sector 
analysis identifying the key constraints to economic diversification at this stage, an identification 
of solutions and their expected benefits, an explanation of the transmission mechanisms by which 
solution lead to the expected benefits and, finally, a brief assessment of the sustainability of the 
program and how it addresses key risks. The purpose of each section is described in more detail 
below. 
 
2. Macroeconomic context. As recommended in SPD’s Framework for Policy-Based 
Lending, in order to assess the economic impact of a PBL, it is first crucial to have a clear 
understanding of how the macroeconomic conjuncture would benefit from the proposed program 
in the medium- and short-term. 

 

3. Development Constraints and Rationale for Reform. The purpose of this section, as 
recommended in SPD’s Framework for PBL PIAs, is to identify the key obstacles to 
improvedsectoral performance. In this case, it means identifying the key problems constraining 
the Government of Kyrgyz Republic’s (the government) efforts towards expanding the product 
and export base towards a diversified economy. 

 

4. Reform and Expected Program Benefits. This section explains the key planned reform 
areas and policy actions as well as how they help overcome the challenges identified in the 
previous sections. It will also identify the expected benefits from these reforms. Given the nature 
of the reform program, the expected benefits are explained in qualitative terms, indicating a 
general direction of change (i.e. an expected or likely positive effect). In doing so, it should provide 
a clear rationale for the selection of policy actions included in the reform program. 

 

5. Transmission Mechanisms. This section delves deeper into the mechanisms through 
which the identified policy reform areas will lead to the expected benefits. 

 

6. Sustainability of the Reform. This section identifies the main risks to the sustainability 
of the reform program and how the program design helps address and mitigate such risks.  
 
B. Macroeconomic Context 
 
7. Socio-economic challenges. Although economic growth averaged 4.2% during 2015–
2019, slightly above the regional average, it has been volatile—reflecting the effect of exogenous 
shocks, domestic events, and heavy dependence on gold production and exports (about 6%–
10% of gross domestic product (GDP) each year) and private consumption based on migration-
led remittance inflows (about 30% of GDP). Although extreme poverty has almost been 
eliminated, the national poverty rate remained steady at above 30% between 2008 and 2015, and 
then dropped sharply in 2016 to 25%. The unemployment rate has averaged around 8.5% over 
the past decade, while 20% of employed workers are working fewer hours than they would like, 
26% earn low pay and over 40% are working excessive hours. About half of the Kyrgyz Republic 

https://lnadbg4.adb.org/482576B6002EE2C8/$ALL/DB9B00510D399502482586750048227F?OpenDocument
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domestic workforce are in services, 29% are in agriculture, and about 21% are in industry and 
construction. In 2018, total employment in retail and consumer services was 374,000 (of which 
40% were women), in construction, 247,000. Although these two sectors account for 26% of total 
employment in the country, most of these workers are employed informally. In 2018, the estimated 
number of informally employed workers in manufacturing (mostly garment production) was 
219,000 (of which about 44% were women). Similarly, the sector of hotels and restaurants 
employed 143,000 (49% of them women and 89% employed informally). The total employment in 
these sectors is close to 1 million people (41% of total employment). These are the employees 
and workers that are usually the first to be laid off as business slows. The national development 
agenda, including the National Development Strategy of the Kyrgyz Republic for 2018–2040, is 
focused on promoting broad-based and inclusive growth by reducing the country’s dependence 
on remittances and gold. 
 
8. Macroeconomic impact of COVID-19. The economy of the Kyrgyz Republic contracted 
by 8.6% in 2020, the worst recession since the collapse of the Soviet Union in the 1990s. 
Remittances declined by 25% in 2020, reflecting the large number of returning migrant workers 
(mainly from Russian Federation) and the depreciation of the Russian ruble. The fiscal deficit 
widened to around 3.3% of GDP in 2020 with tax revenues declining by 2.1% of GDP.1 Growth is 

expected to rebound in 2021–2022, but uncertainty remains high. Barring a resurgence of the 
pandemic, the economy is projected to grow by 3.8% in 2021 and by 6.4% in 2022, underpinned 
by the more favorable global outlook, recovery of domestic activity, higher gold production, and a 
gradual rebound in tourism, transportation and related services. A budget deficit of 4.2% of GDP 
is projected for 2021 (Table 1) subject to the availability of financing. This deficit will reduce public 
debt by about 1.0% of GDP, while maintaining the fiscal stimulus. The budget reflects a cyclical 
recovery in tax revenue and the observed improvement in tax compliance, a moderate decline in 
the public sector wage bill, and higher spending on goods and services and investment. However, 
if sufficient financing cannot be mobilized, further cuts to non-priority expenditure will be needed 
(for example, goods and services, subsidies and lower priority investment) while preserving health 
and social spending.2 The government plans to bring the deficit below 3.0% of GDP and cap 

public debt at 60% of GDP by 2025, in line with the Main Directions of Fiscal Policy for 2020–
2023, the government’s main fiscal policy statement, and the IMF’s policy advice.3 

 
Table 1: Selected Macro-Fiscal Aggregates, 2018–2021 (as of 28 February 2021) 

Item 2018 2019 2020 (e) 2020 (rev.)a 2021 (f) 

Real GDP (% change) 3.5 4.6 3.4 -8.6 3.8 

Inflation (% change, 12-month ave.) 1.5 1.1 4.9 6.3 9.4 

Total revenue and grants (% of GDP) 32.5 32.4 32.5 31.0 31.1 

Tax revenues 20.2 19.6 21.8 17.5 18.9 

Total expenditure and net lending (% of 
GDP) 

33.1 32.5 30.9 34.3 35.3 

Overall balance (% of GDP) -0.6 -0.1 -1.6 -3.3 -4.2 
Total public debt (% of GDP) 54.8 51.6 55.5 68.0 67.1 

External debt 47.0 43.3 46.7 58.3 56.8 

Current account balance (% of GDP) -12.1 -12.1 -7.7 4.5 -5.8 

Nominal GDP ($ million) 8,271 8,872 8,781 7,747 8,027 

 
1 The deficit was reduced to 3.3% of GDP through general grant budget support from IMF ($242 million), ADB ($50 

million through the COVID-19 Active Response and Expenditure Support (CARES) Program), the Eurasian Fund for 
Stabilization and Development ($100 million), and the EU ($34 million). 

2 IMF. 2021. Kyrgyz Republic—Assessment Letter for the Asian Development Bank. Washington, DC. (accessible 
from the list of linked documents in Appendix 2). 

3 Government of Kyrgyz Republic. 2020. Main Directions of Fiscal Policy for 2020–2023. Bishkek. 
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e = estimate, f = forecast, GDP = gross domestic product, rev = revised. 
a Pre-budget support from IMF, ADB, Eurasian Fund for Stabilization and Development and EU. 
Sources: Government of Kyrgyz Republic and IMF staff estimates. 

 
9. Reforms that focus on improving revenue forecasting, expenditure quality, cash 
management and debt management will be crucial to this effort. The socio-economic impact 
assessment report recommends (i) promoting the digitalization agenda, particularly in order to 
improve access to digital finance (to facilitate social distancing measures) and strengthen 
distance learning in the education system, (ii) implement trade facilitation measures to support 
exporters, (iii) concentrate support on job creation in both rural areas and large cities, and (iv) 
ensure full transparency of all support measures, both on- and off-budget.4  
 
10. The government recognizes the need to implement policy and institutional reforms which 
aim at diversifying the economy away from natural resource exploitation and remittances-led 
consumption. This is reflected in the government’s “Unity, Trust and Prosperity 2018–2022” 
national development strategy, which emphasizes the need to create an economic environment 
that enables and facilitates economic diversification to achieve sustainable and inclusive 
economic growth.  
 
C. Development Constraints and Rationale for Reform 
 
11. Reliance on a narrow product and export base for economic growth undermine 
macroeconomic stability and endanger the sustainability of inclusive growth in the Kyrgyz 
Republic.5 In order to achieve economic structural transformation, the government faces 
significant challenges. The ADB, together with the Government, identified five key challenges that 
need to be addressed: (i) weak implementation of trade competitiveness and investment 
diversification policies; (ii) limited formal financial services and products for SMEs; (iii) high 
operational costs for businesses arising from infrastructure bottlenecks; (iv) mismatch between 
workforce skills and labor market demands for key growth industries; and (v) weak fiscal 
management and social protection system. ADB understands these to be the main binding 
constraints to economic diversification, which can help put the economy on a higher and more 
inclusive growth path. 
 
12. Weak policy framework promoting trade competitiveness and investment 
diversification. Comprehensive and clear policy frameworks promoting trade competitiveness 
and investment are yet to be adopted by the government. With regards to trade, the country has 
not fully utilized the low or zero tariffs for over 6,000 products under the European Union (EU) 
Generalised Scheme of Preferences plus (GSP+) privileges as it still has to roll out the 
Registration of Exporters System (REX), a requirement by the EU. Furthermore, trade and 
logistics centers, critical for the optimum movement of agriculture products from farm to overseas 
markets are not yet in place and neither is the Halal Development Center and law on organic farm 
products, both needed to diversify exports. With regards to investment promotion, the government 
is yet to adopt and implement its Comprehensive Strategic Document on Investment Policy, which 
outlines a vision for target sectors and adoption of an investor grievance mechanism in line with 
international best practices to avoid costly and lengthy court proceedings. In addition, the 
Government has not yet adopted a law to expedite conversion of unutilized agriculture land for 
industrial purposes so foreign investors can establish production operations.  
 

 
4 ADB. 2018. Supporting Knowledge Solutions in Central and West Asian Countries. Manila. 
5 E. Rovenskaya et al. 2018. Industrial Development of Kyrgyzstan: Trade Opportunities, Export Potential and the Role 

of Economic Integration Processes. International Institute for Applied Systems Analysis.  

https://lnadbg1.adb.org/sec0083p.nsf/0/4C995B9EACE8C74A4825854C0056D069/%24File/R29-20.pdf
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13. Limited formal financial service/ products for SMEs and knowledge gaps of 
international markets. Although formal credit to the private sector, including SMEs, has been 
rising steadily since 2009, banks continue to treat most SMEs as high risk and high transaction 
costs clientele. Collateral requirements often over between 120%-200% of the total loan amount, 
making it virtually impossible for many SMEs to leverage their businesses through debt.6 
Restricted access to credit for SMEs place a significant barrier to the emergence of new SMEs 
and growth of existing ones.7 At the same time, most SMEs also lack financial, business 
development and marketing knowledge and skills to better access financial and export markets 
and graduate  into higher value-added activities as the businesses mature.8 Warehouse receipt 
financing provides an alternative form of raising money, Business Development Centers can 
provide information on understanding international consumer preferences and complicated non- 
tariff measures on product quality and safety, and an e-commerce law  will enable SMEs to use 
digitalization tools  to improve their operations and access foreign markets. 
 
14. High operational costs for businesses arising from infrastructure bottlenecks. 
Underdeveloped and poorly maintained key infrastructure assets in the Kyrgyz Republic 
significantly add to businesses’ operational costs, affecting their competitiveness. This is 
especially true for SMEs, who most often need to rely on publicly provided physical infrastructure 
in order to sustain growth.9 The Government is responsible for the financing, development, 
management and maintenance of most infrastructure in the Kyrgyz Rpublic. As existing 
infrastructure rapidly deteriorates and new needs to emerge, the need for infrastructure financing 
has risen beyond the government’s ability to fund all its infrastructure needs. Public-Private 
Partnerships (PPP) have been identified by the government as a key mechanism to help fund key 
infrastructure projects. With ADB support, the government has made progress in developing the 
enabling policy, legal, regulatory and institutional framework for PPPs.10 However, there are still 
capacity constraints in what concerns the Government’s ability to adequately mitigate risk 
associated with PPP project approval. Insufficient public funds and weaknesses in the 
Government’s ability to manage PPPs appropriately pose a significant constraint to the funding 
of infrastructure projects that can help minimize operational costs posed to businesses. 
 
15. Mismatch and skills-gaps between the workforce supply and labor-market 
demands. A significant constraint to economic growth and diversification is, on the one hand, the 
mismatch between the workforce’s skills (worker has a different skills-set than employer needs). 
On the other hand, and more frequently, workers have not enough skills in necessary areas (skills 
gaps). Reforms to trade and investment competitiveness, SME development and infrastructure 
development to diversify the economy can only succeed if skills supply and demand sides are 
cooperating in a joint effort to raise labor productivity through a more and better skilled 
workforce.11 Currently, the Technical and Vocational Education and Training (TVET) sub-sector 
in the Kyrgyz Republic is underdeveloped and little responsive to employers needs. Public 
expenditure to finance primary vocational education could be used more efficiently for developing 

 
6 S. Hasanova. 2018. Financial Inclusion, Financial Regulation, Financial Literacy and Financial Education in the 

Kyrgyz Republic. ADBI Working Paper Series. No. 850. Manila: Asian Development Bank. 
7 Senti. 2014. Financial Market of Kyrgyz Republic—Development Prospects. Senti. 6 June. 

http://www.senti.kg/article/financoviy_rinok_kirgizctana_percpektivi_razvitiya. 
8 S. Hasanova. 2018. Financial Inclusion, Financial Regulation, Financial Literacy and Financial Education in the 

Kyrgyz Republic. ADBI Working Paper Series. No. 850. Manila: Asian Development Bank. 
9 E. Rovenskaya et al. 2018. Industrial Development of Kyrgyzstan: Trade Opportunities, Export Potential and the Role 

of Economic Integration Processes. International Institute for Applied Systems Analysis. 
10 Output 2 of ADB. 2014. Technical Assistance to the Kyrgyz Republic for Strengthening the Enabling Environment for 

Public-Private Partnerships. Manila. 
11 UNIDO. 2018. Diagnostic for the Program for Country Partnership: The Kyrgyz Republic—Building a competitive 

manufacturing base for strong and inclusive growth. Bishkek. 

http://www.senti.kg/article/financoviy_rinok_kirgizctana_percpektivi_razvitiya
https://www.adb.org/sites/default/files/project-document/81552/41544-087-tar.pdf
https://www.adb.org/sites/default/files/project-document/81552/41544-087-tar.pdf
https://www.unido.org/sites/default/files/files/2018-12/Diagnostic_Report_PCP_Kyrgyzstan_EN.pdf
https://www.unido.org/sites/default/files/files/2018-12/Diagnostic_Report_PCP_Kyrgyzstan_EN.pdf
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human capital more suitable to the economic transformation taking place.12 Especially for the 
Kyrgyz Republic’s envisaged transformation into a knowledge economy by 2040, skills are 
regarded as the main reform driver.13 
 
16. Weak public financial management and social protection system. The last Kyrgyz 
Republic Public Expenditure and Financial Accountability Assessment (PEFA) (Table 2), 
disclosed to the public, was conducted in 2015.14 Public Financial Management (PFM) rated well 
for (i) budget credibility; (ii) comprehensiveness; (iii) policy-based budgeting; (iv) predictability and 
control of budget executions; (v) accounting, recording and reporting; (vi) external scrutiny and 
audit; and (vii) financial information provided by donors for budgeting and reporting on project and 
program aid. However, despite all the achievements, a number of weaknesses remain, including: 
(i) weak revenue forecasting; (ii) a weak system of control over expenditures during budget 
execution; (iii) insufficient transition to the practical application of budget execution on a program 
basis; (iv) investment planning and estimation of recurrent expenditures; (v) state-owned 
enterprise (SOE) performance and quasi-fiscal deficit of the energy sector are yet to be improved; 
and (vi) lack of transparency in spending during emergencies and treasury management 
information system (TMIS) not fully integrated. Regarding social protection, while spending has 
increased in recent years, its performance in terms of coverage and targeting of the poor, as well 
as in terms of its impact on poverty, remains modest. In 2019, the Government spent 49.2% of 
the total public expenditures on social protection (19.5%), education (21.4%), and health (8.3%).15 
Social protection coverage varies by benefits and population groups. Despite the efforts to make 
spending more pro-poor, the gaps in coverage, targeting, adequacy, expenditure and 
transparency remain, meaning the population as a whole is much less protected. The impact of 
social assistance on poverty and the effectiveness of labour market policies is limited by fiscal 
and structural constraints, and the informality and declining labour force participation threaten the 
sustainability of the social insurance system.   
  

Table 2: PEFA Assessments Comparison, 2009 and 2015 

Dimension 
Average Score 

2009 
Average 

Score 2015 
Trajectory of 

Change 

Credibility of the budget C B  

Comprehensiveness and transparency B- B  

Policy-based budgeting B B « 

Predictability and control in budget execution D+ B  

Accounting, recording and reporting  C A-  

External scrutiny and audit C- B-  

Overall Average Score (all indicators) C B  

PEFA = Public Expenditure and Financial Accountability Assessment. 

Source: World Bank. 

  

 
12 The World Bank. 2017. Doing Business 2018: Reforming to Create Jobs-Kyrgyz Republic. Washington, DC. 
13 Hanushek E and L. Woessman. 2020. The economic impacts of learning losses. Education Working Papers. No. 

225. OECD Publishing. Paris. https://doi.org/10.1787/21908d74-e  
14 Program financed by Multi-Donor Trust Fund Project «Capacity building for Public Finance Management” and 

managed by the World Bank the supported the government in conducting Public Expenditure and Financial 
Accountability Assessment in 2015. 

15 National Statistics Committee. 2020. Finances, Official Statistics. (accessed on 1 February 2021).  

https://doi.org/10.1787/21908d74-e
http://stat.kg/ru/statistics/finansy/
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D. Reform and Expected Program Benefits 
 
17. The overall program impact is expected to be a wider product and export based sustaining 
a diversified economic structure. The program weighs in on five reform areas: (i) effective trade 
and investment policies drafted, adopted and implemented; (ii) increase in access to formal and 
suitable financial services and products by SMEs; (iii) creation of an enabling environment for 
PPPs in infrastructure; (iv) matching of human capital skills with labor market demands; and (v) 
improving fiscal and social protection resilience. These reform areas currently pose significant 
challenges to the achievement of economic diversification away from natural resource 
exploitation, and addressing them will facilitate the creation of an enabling environment for 
sustainable and inclusive economic growth. 
 
18. Strengthened policy framework for promotion of trade competitiveness and 
investment diversification. This reform area will ensure that the key policy and legislative 
frameworks for promotion of trade competitiveness and investment promotion are adopted and 
implemented. Achievement of policy actions will promote (i) improved product quality in line with 
international standards; (ii) strengthened and more efficient export infrastructure (reduced 
logistics and transport costs, improved trade facilitation through Single Window Information 
Systems), (iii) increased access to timely and relevant trade information; (iv) strengthened 
regulatory framework and support services that enable diversified export-oriented growth in key 
sectors in which the Kyrgyz economy has comparative advantage (ie: agriculture and food 
processing, including Halal and organic produce); (v) updated investment promotion strategies 
consistent with the Government’s vision and with international best practices; and (vi) decrease 
in overall cost of doing business by improving the country’s ranking under the different factors of 
World Bank Doing Business series.  
 
19. Increase in access to formal and suitable financial services and products by SMEs. 
In an enabling environment, SMEs foster local entrepreneurship, create jobs, foment trade and 
help diversify the economy through innovation.16 In the Kyrgyz Republic, SME face significant 
challenges, including lack of real long-term financial support from the state, excessive regulation, 
interference of state bodies and poor information support.17 This reform area will facilitate access 
to formal and diversified financial instruments and information resources for SMEs. This includes 
lowering the cost of access to finance as well as easing regulatory and administrative obstacles. 
The State Guarantee Fund was set up with ADB support as a risk-sharing mechanism to improve 
SME’s access to finance and has made available around $27.9 million for SMEs, including export-
oriented SMEs, in agriculture, agriculture processing, construction, industry, services, tourism, 
trade and transportation. Increasing the capitalization of this fund will further enable the business 
environment for SMEs. Policy actions also include regulatory changes undertaken by the National 
Bank of Kyrgyz Republic (NBKR) which will facilitate access to finance for SMEs.  
 
20. Enabling environment for PPP in infrastructure. Reliable infrastructure and services 
reduce the operational cost of businesses, especially SMEs, and improve their competitiveness.18 
PPPs enable the consolidation of public and private resources for the implementation of 
investment projects which can help reduce costs for businesses and provide investment 
opportunities for the private sector. That said, further strengthening of the enabling environment 
is needed, including better investment planning and management, as well as better structuring 

 
16 OECD. 2017. Enhancing the Contributions of SMEs in a Global and Digitalized Economy. Paris.  
17 Government of the Kyrgyz Republic. 2018. Development Program of the Kyrgyz Republic—Unity, Trust, Creation. 

Bishkek.   
18 ADB. 2017. ADB Continues to Improve Investment Climate in Kyrgyz Republic. News Release. 19 December. Manila. 

https://www.oecd.org/mcm/documents/C-MIN-2017-8-EN.pdf
http://www.gov.kg/wp-content/uploads/2018/06/PR_07_06_18kyr.docx
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and implementation of infrastructure projects.19 This reform area focuses on strengthening the 
PPP framework and capacity within the Government to initiate, prepare and implement PPP 
projects in economic and social infrastructure. In addition to this, the program will also help 
strengthen the current PPP project pipeline and strengthen capacity of ministry officials.  
 
21. Better matching of workforce skills with labor market needs. Building human capital 
and skills that meet demands of the labor market is a pre-condition for the success of all reform 
areas in this program.20 This program will focus on strengthening industry-linked and sector 
specific skills of the workforce. To do so, the program will ensure that the regulatory framework 
and available financing for TVET is improved. This implies changes to the current structure of the 
state budget in order to ensure that TVET institutions transition to per capita financing in order to 
use public expenditure in the sector more efficiently.  
 
22. Improvement of fiscal and social protection resilience to enable post-COVID 
stabilization and recovery. The proposed program aims to support several critical reforms 
including adoption of the medium-term debt strategy for 2020–2023 with indicators, establishing 
a “fiscal buffer” in a state budget reserve to finance emergencies; and approval of the second 
implementation phase of the PFM Action Plan for the of 2020–2022, with the focus on fiscal 
sustainability. This will support the government’s efforts to mitigate the negative impact of the 
coronavirus disease (COVID-19) outbreak and other possible emergencies to the country’s fiscal 
sector and to make it more resilient. The government’s reform agenda and expected benefits will 
include increase of budget transparency, expenditures control and overall fiscal and debt 
sustainability. To address existing gaps in social protection, the proposed program supports social 
protection measures to those in need, especially vulnerable groups of the population such as the 
unemployed due to the pandemic or victims of domestic violence. As a result, since the 
mechanisms to provide social assistance need to be adapted to the sanitary measures to avoid 
the spread of the virus and the sudden increase of citizens requiring assistance, a toll-free “single 
window” (that is, a national hotline and informational portal) for citizens that need social protection 
due to the pandemic has been launched so that those in need of humanitarian aid can 
conveniently apply for it. Furthermore, the government has allocated funds and resources to 
ensure a rapid validation of the candidates that request the inclusion on social assistance and 
protection programs by using this tool.21 
 
E. Transmission Mechanisms 
 
23. The transmission mechanisms through which the four reform areas of the program help 
diversify the Kyrgyz economy are as follows: 

(i) Strengthened policy framework for promotion of trade competitiveness and 
investment diversification. The adoption of clear trade and investment plans will 
strengthen coordination of government efforts made towards promoting trade and 
investment. A strategic approach to economic diversification, characterized by 
coordinated and coherent action from the Government will greatly enhance the 
likelihood of a successful economic structural transformation in the country. It will 
help identify policy actions aimed at promoting growth key sectors. The program 
will also introduce regulations which enable compliance of production processes 

 
19 IMF. 2018. Kyrgyz Republic: Fourth and Fifth Reviews under the Three-Year Arrangements under the Extended 

Credit Facility, and Request for Modification of Performance Criteria–Press Release; Staff Report. IMF Staff Country 
Report. Washington, DC. 

20 The World Bank. 2018. Country Partnership Framework for the Kyrgyz Republic for the Period FY19-FY22. 
Washington DC. 

21 Government of the Kyrgyz Republic. 2020. Social Support in the Context of COVID-19 Pandemic. Bishkek. 

https://www.imf.org/en/Publications/CR/Issues/2018/02/22/Kyrgyz-Republic-Fourth-and-Fifth-Reviews-under-the-Three-Year-Arrangements-under-the-45651
https://www.imf.org/en/Publications/CR/Issues/2018/02/22/Kyrgyz-Republic-Fourth-and-Fifth-Reviews-under-the-Three-Year-Arrangements-under-the-45651
https://www.imf.org/en/Publications/CR/Issues/2018/02/22/Kyrgyz-Republic-Fourth-and-Fifth-Reviews-under-the-Three-Year-Arrangements-under-the-45651
http://documents.worldbank.org/curated/en/358791542423680772/pdf/kyrgyz-cpf-fy19-22-oct102018-10122018-636780024730768882.pdf
https://olc.worldbank.org/system/files/English-Presentation1.pdf
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and product quality in the agri-food industry with requirements from significant 
export markets and preferential trade agreements that the Kyrgyz Republic is 
eligible for. Alignment of regulations will help increase trade volume and will 
facilitate emergence and growth of export-oriented businesses in this key sector. 
On investment promotion, a long term strategy will outline the priority sectors and 
roadmap to diversify out of mineral extraction.  

(ii) Increase in access to formal and suitable financial services and products by 
SMEs. The program will facilitate access to finance and information resources by 
SMEs. This, in turn, should lead to growth in the number and size of SMEs across 
key sectors. Expansion into sectors outside the ones currently driving economic 
growth in Kyrgyz Republic will help broaden the product base for exports. In 
addition to this, an enabling environment for SME growth will foster local 
entrepreneurship, create jobs and contribute to innovation.  

(iii) Enabling environment for PPP in infrastructure. Strengthening the PPP 
framework and the government’s capacity for implementation whilst initiating 
tenders for PPP projects will ensure that more sound and key infrastructure 
projects are approved in a fiscally sustainable way. As a result, the program is 
expected to increase the number of critical infrastructure projects in the Kyrgyz 
Republic without placing macro fiscal stability at risk. Improved infrastructure, in 
turn, will reduce operational costs and increase the competitiveness of new and 
existing businesses, especially SMEs. With reduced operational costs, the 
program is likely to lead to an increase in the number of SMEs across priority 
sectors as well as an increase in trade. In addition, by transferring responsibility 
for delivering selected public services to private entities, there will be more 
opportunities for the private sector to diversify their business portfolio. 

(iv) Matching of workforce skills with labor market needs. Investing in more and 
better skilled labor force that meets the needs of the labor market is a precondition 
for successful economic diversification towards higher value addition and labor 
productivity.22 The program helps create a favorable environment for improved 
quality and coverage of TVET education. This will be enabled both by increasing 
public finance efficiency in TVET, as well as strengthening the regulatory 
framework of qualifications and of more entrepreneurially operating primary 
vocational education and training (PVET) centers. A workforce with more and 
improved skills-sets will enable the growth of businesses in new areas.  

(v) Fiscal and social protection resilience improved to enable post-COVID 
stabilization and recovery. To ensure transparency, control, monitoring and 
reporting for all future emergency support, it has to be provided on-budget and 
incorporated into the consolidated report of the TMIS with mandatory completion 
of ex-post audits. To deepen the domestic debt market and improve the enabling 
environment for public debt management, the government approved a new 
Strategy for Public Debt Management, 2020–2023, with adoption of medium-term 
indicators on fiscal deficit and overall public debt and its targets. To address PFM 
key development constraints a PFM Reform Action Plan, 2020–2022, was 
approved, to strategically guide the prioritization and sequencing of critical reforms 
ranging from budget planning and execution and timeliness of accounting and 
financial reporting to improvement of internal and external audit procedures. The 
PFM Action Plan will be monitored quarterly and is published on MOF’s website. 
The COVID-19 crisis and the substantial impact on the fiscal position have 

 
22 World Bank. 2020. Building the Right Skills for Human Capital: Education, Skills, and Productivity in the Kyrgyz 

Republic. World Bank Group. Washington, DC. 



9 

 

 

demonstrated the importance of establishment of the “fiscal buffer” in the state 
budget reserve within the level of 1 % of total budget expenditure with full financing 
in 2020. This will help eliminate financial fragility and enhance government’s ability 
to rapidly respond to shocks in the future. In addition, Government approved and 
submitted to Parliament fiscal rules to ensure overall debt sustainability in the 
medium-to-long term by adopting a public debt anchor, introducing enforcement 
and corrective mechanisms, and embedding operational targets. The protection of 
the poor from risk of and reduction of poverty and vulnerability will be maintained 
through introduced new legal provisions: definition of food insecure groups; 
improvement of accessibility of social assistance in emergency situations; and 
generation of information for planning, monitoring, and evaluation of equitable 
social protection programs through automation of business processes.  

 
24. Overall, the reform program is expected to create an enabling environment for expansion 
of the product and export base of the Kyrgyz economy, leading to economic diversification. This 
will, in turn, ensure sustainable and more equitable growth and higher resilience to economic 
shocks.23 
 
F. Sustainability of the Reform 
 
25. The sustainability of the government-led program emanates from the government’s own 
“Unity, Trust and Prosperity 2018–2022” plan as well as sector specific actions plans for trade 
and investment promotion, SME development, PPPs, human capital development and fiscal 
management and social protection resilience. Country ownership and political traction for these 
reforms help ensure that the policy actions adopted are fully implemented, functional and 
impactful in the long run. Lessons from previous engagement in Economic Diversification 
Programs in the region highlight three main risks to sustainability of reform projects: (i) volatile 
political situation and changes in leadership lead to weakening reform momentum; (ii) low 
capacity of local authorities; and (iii) weak coordination across government agencies and 
development partners. The program was designed in a way that mitigates these risks as much as 
possible. First, the reform program will be implemented by three key counterparts: Ministry of 
Finance, Ministry of Economy and the Investment Promotion Agency. This will ensure that traction 
is built across all key stakeholders involved in the process of triggering structural economic 
transformation in the Kyrgyz Republic. The political economic setting is also currently favorable 
as all relevant ministries and agencies consider economic diversification as a key priority for the 
short and medium term. Secondly, the program includes capacity development activities 
whenever relevant, to ensure government counterparts are capable of delivering on the policy 
actions agreed in the design and monitoring framework. Thirdly, the program is closely 
coordinated with key government agencies and development partners through ADB’s resident 
mission and technical assistance is being provided to support administrative and implementation 
effort. The focus on approval of programs, policies and regulations which can be easily 
institutionalized helps contribute to the sustainability of the program in the long term.  

 
23 DESA. 2017. Economic Diversification: Explaining the Pattern of Diversification in the Global Economy and its 

Implications for Fostering Diversification in Poorer Countries.  
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