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SECTOR ASSESSMENT (SUMMARY): 
FINANCE, AND INDUSTRY AND TRADE—SMALL AND MEDIUM ENTERPRISE 

DEVELOPMENT 

 
Sector Road Map 
 
 1. Sector Performance, Problems, and Opportunities 
 
1. In a conducive enabling environment, small and medium-sized enterprises (SMEs) 
promote local entrepreneurship, create jobs, contribute to innovation, broaden and diversify the 
economic base. From 2013 to 2018, the number of SMEs in the Kyrgyz Republic increased from 
12,549 to 15,289, while their share of the Gross Domestic Product (GDP) increased from 38.9% 
to 41.5%.1 Regulatory and administrative obstacles have been eased, including lowering taxes. 
However, despite progress in improving the business enabling environment, the level of SME 
development still lags significantly behind comparable countries in the region and internationally, 
where the SME share of GDP is between 50%–70%. Meanwhile, policy support for SMEs such 
as preferential taxes, concessional financing, and institutional support regarding information on 
export product and market diversification remain limited, inhibiting their growth and 
competitiveness in global and regional value chains. The Kyrgyz Republic’s ranking of 80 out of 
190 in the World Bank’s Doing Business 2020 shows that more reforms are needed. 
 
2. Furthermore, although SMEs employ more and more people, their productivity has not 
increased. In 2001, the share of employed population in SMEs sector was 12.6%, while in 2019 
it reached 21.2%. While the number of employees increased, SMEs’ contribution to GDP declined 
by 6%.2 Contributing factors include (i) the high cost of credit, (ii) lack of long-term financial 
products and instruments, (iii), low levels of financial literacy, (iv) lack of incentives for SMEs to 
formalize, and (v) limited knowledge of product quality standards and consumer preference in 
export markets. These factors are related to stringent collateral requirements to access loans 
from commercial banks, labor laws, overregulation in some sectors, unequal taxation for small 
and large companies, and high taxes on wages. 

 
3. The coronavirus disease (COVID-19) outbreak in the Kyrgyz Republic has had a sharp 
impact on SMEs. Since the Kyrgyz Republic follows an open trade regime (trade as a percentage 
of GDP at over 100% in the last several years) any disruption such as closed borders has an 
immediate adverse effect on the flow of imports and exports, especially for SMEs, since they 
represent 35% of exports and those mostly destined for neighboring countries. Furthermore, the 
Kyrgyz Republic has to face the economic contraction of their main trading partners such as the 
Russian Federation, People’s Republic of China, Kazakhstan, Uzbekistan and Turkey. Regarding 
the demand side, the SMEs that provide products and services for the local market have to face 
consumers who have lost their jobs or income, and are unwilling or unable to spend. Hence, 
decreased sales may trigger defaults on SME loans fueling a liquidity crisis as banks will be 
reluctant to provide credit. 

 
4. Women make a significant contribution to country’s GDP, as more than 35% of SMEs are 
headed by women, and they represent 34.9% of registered individual entrepreneurs. In 2018, 
women constituted 30% of the managers in small firms and 43.5% of the managers of medium-
sized firms. The number of registered women individual entrepreneurs increased from 94,987 in 

 
1 National Statistical Committee of the Kyrgyz Republic, 2019. Small and Medium Enterprises Statistics. Bishkek. 
2 ADB. October 2019. Strengthening competitiveness of Small and Medium-Sized enterprises and Enhancing their 

Integration into Regional and Global Value Chains in Kyrgyzstan. Savia Hasanova 
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2015 to 114,727 in 2019.3 To boost export growth, the National Plan on Export Development for 
2015-2017 was adopted and updated in 2019 to cover up to 2023.4 The Plan identified 4 priority 
export sectors: (i) garment; (ii) dairy; (iii) fruit and vegetable processing; and (iv) green and 
innovative technologies. Women account for 19.6% of owners or managers of agro-enterprises, 
29.4% in manufacturing (including garment industry), and 50.3% in professional, science and 
technology enterprises. On the average, one third of owners or managers in priority export-
oriented sectors are women.5 The service sector, whose workforce is predominantly women, has 
suffered disproportionately due to the restrictions imposed by the government to manage the 
spread of the COVID-19. According to the Government of Kyrgyz Republic, up to 150,300 migrant 
workers, 59.6% of whom are women, may return, causing a sharp increase in the unemployment 
rate. The estimated total number of displaced workers is around 1.05 million, with women 
representing around 42%.6  
 

2.  Government’s Sector Strategy 
 
5. The government’s Regional Policy of the Kyrgyz Republic, 2018–2022 is an integrated 
development program for targeted regions over the medium- to long-term. The objective is to 
develop economically competitive clusters of small and medium-sized enterprises that use the 
local raw materials available in their region. The program is expected to narrow the gap between 
the more prosperous regions of Bishkek, Chui, and Issyk-Kul and other economically deprived 
regions: Batken, Jalal-Abad, Naryn, Osh, and Talas. It has identified 20 regional development 
centers or growth points, 5 or 6 of which are to be developed initially. Special attention will be on 
developing agriculture by creating new irrigation projects as well as improving the maintenance 
of existing ones. Regional and strategic roads are being developed to facilitate trade. With an 
improved investment climate and better infrastructure, agro-industrial clusters have potential to 
be growth drivers. Other areas with potential are tourism, livestock breeding, construction, 
petrochemicals, and pharmaceuticals. The government is implementing measures to improve the 
tax regime and strengthen capacity in local governments for public administration. The Russian–
Kyrgyz Development Fund and the JSC Guarantee Fund have developed mechanisms to support 
businesses in the regions. 

 
6. To respond to the adverse impact of the COVID-19 pandemic, the government has 
developed a $88 million health sector response plan followed by a $160 million countercyclical 
response plan to mitigate the impact on the poor and vulnerable and safeguard productive sectors 
and SMEs from the economic downturn. The relief measures that were offered include the 
deferment of tax debts and social deductions ($11.8 million) and rent payments ($900,000); the 
extension and restructuring of on-loans to SMEs by at least 3 months ($8.5 million); and support 
for domestic suppliers, manufacturers, and contractors by adjusting public procurement contract 
deadlines that cannot be met under the state of emergency restrictions. The Ministry of Finance 
will issue guidelines on deferment of payments of all taxes, social security contributions and the 
National Bank of the Kyrgyz Republic (NBKR) will issue guidelines for loan restructuring. This 
reform action will minimize the depletion of cash reserves of SMEs whose operations were 
crippled by the lockdown.  

 
3 National Statistics Committee. 2018 and 2015. Women and Men of the Kyrgyz Republic. 
4 Government Order #174 dated 31 March 2015. 
5 National Statistics Committee of the Kyrgyz Republic, Women and Men of the Kyrgyz Republic, 2019. Table 3.14 

Heads of enterprises by type of economic activity. 
6 (i) Ministry of Labor and Social Development; (ii) National Statistics Office, Kyrgyz Republic, (iii) Ajwad, M.I., and S.B. 

Gonzales (2018) “Jobs in the Kyrgyz Republic” World Bank, Washington, DC.; and (iv) International Organization for 
Migration, Kyrgyzstan – Facts and Figures.  
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7. These interim, crisis response measures are complemented by policy reforms to build the 
foundation for medium- to long-term, sustained diversified and inclusive economic growth. In the 
National Sustainable Development Strategy for 2018–2040, regional economic development was 
a priority. The Strategy as well as the Export Development Program from 2019–2022 highlighted 
the goal of export diversification and the importance of access to credit, of which SMEs are 
disadvantaged as banks still require loans based on collateral. Women are handicapped even 
more as land titles, the main collateral required by banks, are either under the names of both 
spouses or under the male’s. Recent government measures complement this national vision.  
 
8. The government allocated Som500 million (approximately $718,000) aimed at regional 
social and economic development for projects that generate jobs, utilize local raw materials and 
have an export potential. Furthermore, at least 30% of the funds will be used for remote, 
mountainous, and border towns, providing financial resources for underserved areas. In addition, 
the government already budgeted Som14 billion in 2020 (approximately $182M) with an 
anticipated increase of Som15 billion (approximately $184M) by 2021 for financial support for 
SMEs. At least 60% of the Som14 billion will be for regions outside Bishkek and Osh to promote 
economic inclusion. Of the total budgeted amount, 30% will be earmarked for women-
owned/managed SMEs or enterprises whose workforce is predominantly women. The JSC Credit 
Guarantee Fund, whose capitalization was increased by up to 49% by NBKR in 2019, is also 
allocating 30% of its budget applying the same criteria for gender mainstreaming.  
 

9. In 2021, the government will approve a budget allocation of around Som14 billion for 
“Financing of Business Entities Program” to provide ongoing direct financial support to SMEs. To 
strengthen the regulatory governance and targeting framework for SME lending, NBKR will issue 
requirements for monthly reporting of guarantee funds by all financial institutions on issued 
guarantees for women-owned SMEs or SMEs with a workforce that is predominantly women; and 
the Board of OJSC Guarantee Fund issued an Order to ensure that 30% of guaranteed loans is 
reserved for women-owned SMEs or SMEs with a workforce that is predominantly women. 
 

10. The COVID-19 pandemic has prompted a thorough re-assessment of economic 
development models with some even questioning the merits of globalization. As the new 
economic order continues to evolve, the idea of SME resiliency assumes more importance to deal 
with future external shocks.  
 

3. ADB Sector Experience and Assistance Program 

 
11. ADB is providing policy advisory support for SME development that builds on an ongoing 
policy-based loan, and which is helping the Ministry of Finance develop measures that help to 
promote women-owned or -managed SMEs address short-term liquidity pressures through the 
establishment of rapid credit facility.7 Under the Promoting Economic Diversification Program in 
2019, the ADB supported small and medium-sized enterprise development to broaden the 
economic base and promote entrepreneurship by improving SME access to finance and services 
through (i) Parliamentary approval of the Law on Guarantee Funds 2019 to determine the 
authorized body for regulating the activities of guarantee funds; (ii) the NBKR approval of a capital 
increase for the Guarantee Fund by up to 49% (about Som500 million); and (iii) NBKR approval 
of changes to its regulatory requirements to increase access to financing by optimizing collateral 
requirements for the provision of loans, establishing a credit rating system, and introducing 

 
7 ADB. 2019. Report and Recommendation of the President to the Board of Directors: Proposed Programmatic 

Approach and Policy-Based Grant for Subprogram 1 to the Kyrgyz Republic for Promoting Economic Diversification 
Program. Manila. 

https://www.adb.org/sites/default/files/project-documents/52225/52225-001-rrp-en.pdf
https://www.adb.org/sites/default/files/project-documents/52225/52225-001-rrp-en.pdf
https://www.adb.org/sites/default/files/project-documents/52225/52225-001-rrp-en.pdf
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electronic signatures for online lending to improve financial intermediation.  
 
12. The proposed program builds on a strong base of country knowledge and two decades of 
close collaboration. In addition to ongoing policy dialogue on substantive and complex economic 
diversification reforms, ADB, together with other development partners, is working closely with 
the government in formulating COVID-19 response measures that are pro-poor and promote 
gender economic empowerment. For example, ADB provided policy advice and technical 
assistance to help design and develop the second package of economic measures drawing from 
longstanding engagement in SME development and promoting the participation of women in the 
economy (footnote 7). ADB’s value-added in establishing criteria for the selection of beneficiaries 
as well in the mechanism to provide the financial assistance will pave the way for SMEs to revive 

the economy, generate employment, and provide opportunities for women to earn income. 
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PROBLEM TREE 

 

 

 
 

 

 

 
 
 
 

 
 

Limited Development of SMEs 

Limited opportunities for stable jobs and income for people 
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Access to Finance 
Perceived as high risk 
because of lack of 
collateral; high transaction 
costs due to SME’s low 
level of financial literacy; 
limited financial products 
for different stages of SME 
growth; limited financial 
intermediation 
 

Infrastructure  
Limited access to 
business support, since 
there’s a lack of trade 
and logistics centers 
and soft infrastructure 
such as digitalization of 
government services   

Knowledge Gap 
Limited understanding 
of product quality 
standards, and 
consumer preferences 
in export markets. Weak 
managerial and 
marketing abilities, and 
poor financial 
knowledge 


