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1. Basic Data Project Number: 52225-001
Project Name Promoting Economic 

Diversification Program 
(Subprogram 1)

Department/Division CWRD/CWPF

Country Kyrgyz Republic Executing Agency Ministry of Economy

Borrower Kyrgyz Republic

2. Sector Subsector(s)      ADB Financing ($ million)
Finance Finance sector development 10.00

Industry and trade Small and medium enterprise development 10.00

Public sector management Public expenditure and fiscal management 10.00

Total 30.00

3. Strategic Agenda Subcomponents Climate Change Information 
Inclusive economic 
growth (IEG)

Pillar 2: Access to economic 
opportunities, including jobs, made 
more inclusive

Regional integration (RCI) Pillar 2: Trade and investment

Climate Change impact on the Project Low

 

4. Drivers of Change Components Gender Equity and Mainstreaming
Governance and capacity
development (GCD)

Institutional development
Organizational development
Public financial governance

Knowledge solutions 
(KNS)

Application and use of new 
knowledge solutions in key 
operational areas
Pilot-testing innovation and learning

Effective gender mainstreaming 
(EGM)

5. Poverty and SDG Targeting Location Impact
Geographic Targeting
Household Targeting
SDG Targeting

No
No
Yes

Nation-wide High

SDG Goals SDG8

6. Risk Categorization: Low 
.

7. Safeguard Categorization Environment: C   Involuntary Resettlement: C   Indigenous Peoples: C
.

8. Financing

Modality and Sources Amount ($ million)

ADB 30.00
     Sovereign Programmatic Approach Policy-Based Lending (Grant):  Asian 
Development Fund

30.00

Cofinancing 0.00
     None 0.00

Counterpart 0.00
     None 0.00

Total 30.00

Currency of ADB Financing: USD 



 

 

I. THE PROPOSAL 

1. The proposed Promoting Economic Diversification Program will support the Government 
of the Kyrgyz Republic in implementing policy and institutional reforms that diversify the economy 
away from natural resource exploitation and remittances-led consumption. The program is closely 
aligned with the Sustainable Development Strategy of the Kyrgyz Republic for the period of 2018–
20401 and the country partnership strategy, 2018–2022 with the Asian Development Bank (ADB).2 
It is included in ADB’s country operations and business plan, 2018–2020 for the Kyrgyz Republic.3 
 
2. A programmatic approach is appropriate because it builds on past achievements and 
addresses remaining issues while adjusting for changing macroeconomic conditions. The 
approach is appropriate given ADB’s successful support for structural reforms in Kyrgyz Republic 
that began in 1997. The approach will also help sequence reforms and recalibrate them if needed 
to accommodate unforeseen changes in economic circumstances, including exogenous shocks. 
It also helps synergize and leverage the interventions of other development partners. 
 

II. PROGRAM AND RATIONALE  

A. Background and Development Constraints 

3. The Kyrgyz Republic’s gross domestic product (GDP) grew at 4.6% in 2017 despite a 
regional slowdown driven by (i) improvements in the economies of its main trading partners 
(Kazakhstan and the Russian Federation); (ii) increased gold production; and (iii) an expansion 
in the industry, trade, and construction sectors. Exports increased by 13.8% and remittances by 
24.6% 4  in 2017 following accession to the Eurasian Economic Union. Average inflation 
accelerated to 3.2% from 0.4% in 2016 and so monetary policy remained focused on maintaining 
price stability although the rise in prices remained below the Central Bank’s target of 5.7%. 
Despite significant spending in the run-up to the October 2017 presidential elections, the 
government recorded a fiscal deficit of 3.5% of GDP in 2017, down from 4.6% in 2016, on the 
back of a 10.9% year-on-year increase in revenues. ADB expects the economy to grow by 3.5% 
in 2018 and 4.0% in 2019.5 
 
4. Although the macroeconomic outlook is positive, significant risks remain, especially for 
private sector development and new job creation and, in turn, the country’s ability to achieve 
sustainable growth. The Kyrgyz Republic continues to rely heavily on gold production and 
remittances to drive economic growth. In 2017, gold accounted for 9.7% of the GDP and personal 
remittances 32.9% of GDP 2017.6 Foreign trade totaled $6.3 billion in 2017, an increase of 12.5% 
from 2016. However, exports are concentrated on a few products7 and to three major markets 
(45.6% of the total export volume was with Switzerland, 10.6% with the Russian Federation, and 

                                                
1 Government of Kyrgyz Republic. 2018. Sustainable Development Strategy of the Kyrgyz Republic for the period of 

2018–2040—Taza Koom–Zhany Door (Clean Society–New Era). Bishkek (Draft). 
2 ADB. 2018. Country Partnership Strategy: Kyrgyz Republic, 2018–2022—Supporting Sustainable Growth, Inclusion, 

and Regional Cooperation. Manila. Transaction technical assistance will be provided for program preparation 
(accessible from the list of linked documents in Appendix 3). 

3 ADB. 2017. Country Operations Business Plan: Kyrgyz Republic, 2018–2020. Manila. 
4 The World Bank. 2018. Migration and Remittances Data. 

http://www.worldbank.org/en/topic/migrationremittancesdiasporaissues/brief/migration-remittances-data  
5 ADB. 2018. Asian Development Outlook 2018 – How Technology Affects Jobs. Manila 
6 The World Bank. 2018. Data https://data.worldbank.org/indicator/BX.TRF.PWKR.DT.GD.ZS 
7 Cotton, wool, and meat are the main agricultural products. Other key exports include gold, mercury, and uranium. 
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10.2% with Kazakhstan).8 In line with advice from the International Monetary Fund (IMF),9 the 
government is committed to maintaining prudent macroeconomic policies and implementing 
structural reforms to enable the economy to diversify and reach its full potential under its medium-
term approach to achieving economic diversification (Unity, Trust and Prosperity 2018–2022). 
The binding constraints that need to be addressed to achieve economic diversification include 
poor implementation of policy and institutional reforms for trade and investment competitiveness, 
limited access to finance for small and medium-sized enterprise (SME), poor quality of 
infrastructure and skills mismatch with labor market requirements.  
 
5. ADB has supported the Kyrgyz Republic through analytical work, technical assistance 
(TA), and sovereign and nonsovereign interventions. ADB-support has helped sustain reform 
momentum and drive the implementation of reforms needed to transition from a centrally planned 
economy to a market-based one such as investment climate reforms10 and vocational education 
reforms 11  The proposed program is consistent with ADB’s Strategy 2030 and its focus on 
strengthening governance and institutional capacity through supporting public management 
reforms and financial sustainability, improving infrastructure and service delivery, and 
strengthening capacity and standards.12 
 
6. Weak implementation of trade competitiveness and investment diversification 
policies. In March 2015, the government adopted the Export Development Strategy, 2015–
201713 to create the conditions for improving the country’s export potential and to diversify export 
products and markets. The government is developing a new export development program for 
2018–2023 that will build on the previous strategy and enable the country to maximize the benefits 
of its access to new markets including under the European Union’s Generalized System of 
Preferences Plus, which was approved in January 2016. Challenges include (i) the quality of 
products and efficiency of processes (e.g., product quality, productivity, technology and 
commercialization, and sanitary and phytosanitary systems); (ii) the quality of export infrastructure 
(logistics costs and upstream and downstream links); (iii) limited access to trade information and 
promotion (e.g., new markets and cooperation with business associations); and (iv) limited access 
to finance (for SMEs in priority export sectors). Despite a relatively open foreign direct investment 
(FDI) regime (Kyrgyz Republic’s FDI Restrictiveness index is .08 compared to the OECD average 
of .06) the sources of FDI remain concentrated in only a few countries and a few sectors and 
overall non-mining FDI remains low (para. 4 and footnote 7). FDI expansion and diversification 
will also require addressing risks related to disputes with foreign investors.   
 
7. Limited formal financial services and products for small and medium-sized 
enterprises. In a conducive enabling environment, SMEs foster local entrepreneurship with 

                                                
8 The World Bank. 2018. World Integrated Trade Solution. https://wits.worldbank.org/CountrySnapshot/en/KGZ  
9 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 
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  

10 ADB. 2015. Completion Report: Investment Climate Improvement Program in the Kyrgyz Republic. Manila; and 
Second Investment Climate Improvement Program, 2015–2017. Manila 

11 ADB. 2017. Report and Recommendation of the President to the Board of Directors: Proposed Grants to the Kyrgyz 
Republic for the Skills for Inclusive Growth Sector Development Program. Manila; and ADB. 2007. Report and 
Recommendation of the President to the Board of Directors: Proposed Grant to the Kyrgyz Republic for the 
Vocational Education and Skills Development Project. Manila. 

12 ADB. 2018. Strategy 2030: Achieving a Prosperous, Inclusive, Resilient, and Sustainable Asian and the Pacific. 
Manila. 

13 Government of Kyrgyz Republic. 2015. Export Development Plan for 2015–2017. 
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domestic resources and products, create jobs, contribute to innovation, and help diversify the 
economy. Formal credit to the private sector, including SMEs, has been rising steadily since 2009. 
The State Guarantee Fund was set up with ADB support as a risk-sharing mechanism to improve 
SMEs’ access to finance and has made available around $27.9 million for SMEs, including export-
oriented SMEs, in agriculture, agriculture processing, constraction, industry, services, tourism, 
trade, and transportation.14 Regulatory and administrative obstacles have been eased, including 
by lowering taxes. However, banks continue to treat most SMEs as high risk and high transactions 
costs clientele (with collateral requirements of 120%–200% of the loan amount). Most SMEs also 
lack financial, business development, and marketing knowledge and skills to better access 
finance and grow to become part of bigger product value chains. The government’s SME 
Development Program, 2018–2023 aims to support SMEs through business development 
services as well as a broader range of financing instruments through non-distortionary incentives. 
 
8. Infrastructure bottlenecks. Reliable infrastructure and services reduce the operational 
costs of businesses, especially SMEs, and improve their competitiveness. The government 
provides most infrastructure in the Kyrgyz Republic. Substantial capital and expertise are needed 
to finance, develop, and manage rapidly deteriorating assets and services. The government has 
identified public–private partnerships (PPPs) as a key mechanism to improve infrastructure 
development and to reduce the drain on the national budget. With ADB support, the government 
has made progress in developing the enabling policy, legal and regulatory, and institutional 
framework for PPPs.15  Achievements include (i) the PPP law and regulations assigning the 
coordination role to the Ministry of Economy (MOE), risk management to the Ministry of Finance 
(MOF), and project initiation and development to the line ministries; (ii) establishment of the 
project development support facility for project preparation advisory services and structuring; and 
(iii) a pipeline of 10 projects, spread across various regions of the country, for feasibility study. 
Given the early stage of PPP market development, further strengthening of the enabling 
environment is needed, including better public investment planning and management and better 
structuring and implementation of demonstration projects. Government capacity to execute, 
regulate, and monitor PPP projects also needs to be improved. 

 
9. Skills not linked to requirements of growth industries. Reforms to improve trade and 
investment competitiveness, SME development, infrastructure development, and PPPs, will help 
increase domestic investments and create jobs. However, these reforms need to be 
complimented by promoting better coordination between the labor market and technical and 
vocational education and training to raise productivity levels across the economy. This is 
especially important as technical and vocational education and training has remained 
unresponsive to the changing skills needs of labor markets and has also been weak in anticipating 
and preparing for the skills needs of a more diversified economy. Women also frequently lack the 
skills, financial acumen, and knowledge and experiences required to set up busineses or find 
decent employment in the formal sector. The proposed program will help address this constraint 
and augment ongoing ADB support in this area (footnote 11). 
 
B. Policy Reform and ADB’s Value Addition 

10. Reforms are proposed in the following areas: (i) trade and investment competitiveness, 
(ii) SME development, (iii) infrastructure development, and (iv) industry-linked skills development. 
These advance the progress made under ADB’s earlier interventions (para. 5 and supplementary 

                                                
14 SMEs in Kyrgyz Republic are distributed among trade (26%), real estate (24%), production (14%), construction 

(10%), transport and communications (9%), and others (17%). 
15 ADB. 2014. Kyrgyz Republic. Strengthening the Enabling Environment for Public–Private Partnerships. Manila. The 

technical assistance supported output 2 (PPPs) of the Second Investment Climate Improvement Program. 
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document). ADB adds value through deployment of policy advice, TA, and sovereign and 
nonsovereign financing instruments. For trade and export competitiveness, for example, capacity 
being developed under the Central Asia Regional Economic Cooperation Program and ongoing 
initiatives under the Almaty–Bishkek Economic Corridor can help focus the government’s reform 
priorities. For SMEs, the government’s equity in risk-sharing facilities could be complemented with 
business development services and credit lines, including through ADB’s Trade Finance Program. 
For PPPs, support to develop enabling frameworks can be complemented by developing a project 
pipeline and providing transaction advisory services. ADB’s programs on workforce skills and 
vocational training (footnote 11), and related TA can be leveraged.16  
 
C. Impacts of the Reform 

11. The impact of the reform program will be broad-based economic growth achieved. 
   
D. Development Financing Needs and Budget Support 

12. The proposed program amount of $60 million will be financed in two subprograms of $30 
million each, in November 2019 and November 2021, from the Asian Development Fund. It will 
help the government meet its total financing requirements of about $841.9 million during 2019–
2021.17 The remaining gap will be filled by concessional project loans and domestic borrowing. 

E. Implementation Arrangements 

13. The MOE will be the executing agency. The MOE, the MOF, and the Investment Promotion 
Agency will be the implementing agencies. The indicative implementation period for subprogram 
1 is from December 2018 to November 2019; subprogram 2 is from December 2020 to November 
2021. The program proceeds will be disbursed in accordance with ADB’s Loan Disbursement 
Handbook (2017, as amended from time to time). 

III. TECHNICAL ASSISTANCE 

14. Transaction TA in the amount of $500,000 is required to support diagnostic work and 
reforms implementation, and to build capacity of the implementing agencies. The TA will be 
financed from ADB’s Technical Assistance Special Fund (TASF-other sources). 
 

IV. DUE DILIGENCE REQUIRED 

15. The following due diligence will be carried out during the program preparation:  
(i) Safeguards. No adverse safeguards impacts are envisaged as this is a policy-

based program. Subprogram 1 is expected to be classified category C for all 
safeguards. 

(ii) Economic. The economic benefits of the proposed reforms will be assessed and 
quantified where possible. 

(iii) Governance. Public financial management, procurement, and anticorruption 
issues and related capacity development will be agreed upon with the government.  

                                                
16 The program is a partnership of 11 countries that facilitates practical, results-based regional projects, as well as 

policy initiatives critical to sustainable economic growth and shared prosperity in Central Asia and Caucuses. ADB. 
2017. Technical Assistance for Almaty–Bishkek Economic Corridor Support. Manila. 

17 IMF. 2018. 2017 Article IV Consultation press release: https://www.imf.org/en/News/Articles/2017/10/25/pr17409-
imf-executive-board-concludes-2017-article-iv-consultation-with-the-kyrgyz-republic   
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(iv) Poverty and social. No adverse poverty, social, or gender issues requiring 
specific attention were identified. A gender impact assessment will be undertaken 
during due diligence to support effective gender mainstreaming.18  

 
V. PROCESSING PLAN 

A. Risk Categorization 

16. The risk categorization for the program is low because the loan size for subprogram 1 
does not exceed the $50 million threshold.   

 
B. Resource Requirements 

17. ADB staff with expertise in public financial management (about 10 person-months), 
including PPPs, private sector, development, and financial sector development, will be required 
for program preparation and implementation. The TA, supported by four international experts (12 
person-months) and five national experts (13 person-months), is required to undertake diagnostic 
work, support policy dialogue, and assist in the preparation and implementation of the 
subprograms.   
 
C. Processing Schedule 

18. The proposed processing schedule is in the table. 

Proposed Processing Schedule 

Milestones Expected Completion Date 

Concept Paper and Technical Assistance Approval 
Grant Fact-Finding Mission 
Management Review Meeting 
Grant Negotiations 
Board Consideration 
Grant Signing and Effectiveness  

October 2018 
May 2019 
June 2019 
July 2019 

September 2019 
November 2019 

          Source: Asian Development Bank 

 
VI. KEY ISSUES 

19. The government and IMF have not yet agreed on the timing and scope of a new program 
(para 10).19  

                                                
18 Initial Poverty and Social Analysis (accessible from the list of linked documents in Appendix 3). 
19 For the program to be approved before December 2018, the government and IMF will need to reach agreement on 

the program by October 2018. 



6 Appendix 1 
 

 

DESIGN AND MONITORING FRAMEWORK 
(Initial Draft) 

 

Country’s Overarching Development Objective 

Creation of decent jobs, providing decent employment and stable incomes for people (Sustainable 
Development Strategy).a 

 

Results Chain 
Performance Indicators with 

Targets and Baselines 

Data Sources and 
Reporting 

Mechanisms 
Risks 

Effect of the Reform 
 
Broad-based economic 
growth achieved 
 

By the end of 2022: 
 
a. Private sector investment in 
the non-extractive sectors 
increases to x% of GDP (2018 
Baseline: 13.8%) 
 
b. Global Competitiveness 
Report ratings improved (2017 
Baseline: 2.85 of 7.00) 
 
c. SME loans as a share of 
total bank lending increase to 
x% (2018 Baseline: 32.6%) 
 

 
 
a. MOE reports 
 
 
 
 
b. Global 
Competitiveness 
Report 
 
c. National Bank of 
Kyrgyz Republic 
(Central Bank) 
Report 
 

Political 
instability may 
weaken fiscal 
discipline and 
policy 
commitment  
 

Reform Areas under 
Subprogram 1 
 
1. Trade and investment 
competitiveness  
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2. SME development  
 
 
 
 
 
 
 
 

Indicative Policy Actions 
By the end of 2019: 
 
1.1 ISO standards for quality 
management implemented 
(2018 baseline: not 
implemented) 
 
 
 
 
1.2 Formal and appropriate 
financial services, products, 
and trade and marketing skills 
training accessed by at least 
10% of enterprises owned or 
managed by women in priority 
export sectors (2018 baseline: 
30) 
 
2.1 SME service centers 
established (2018 baseline: 
not established) 
 
2.2 SME risk-sharing facility 
(Guarantee Fund), with at 
least 40% female technical 
staff (2018 baseline: 24%), 
issued at least 1,000 

 
 
 
1.1 MOE report on 
capacity building 
and training to 
implement ISO 
9001, ISO 26000, 
ISO 14000, and 
others  
 
1.2 MOE reports 
 
 
 
 
 
 
 
 
2.1 MOE annual 
reports 
 
 
2.2 MOE and State 
Guarantee Fund 
reports 
 
 

 
Frequent staff 
turnover 
constrains 
government’s 
capacity to 
implement 
reforms 
effectively  
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Results Chain 
Performance Indicators with 

Targets and Baselines 

Data Sources and 
Reporting 

Mechanisms 
Risks 

 
 
 
 
 
 
 
 
3. Infrastructure 
development 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
4. Industry-linked skills 
development 
 

guarantees, catalyzing at least 
$40 million (2018 baseline: 
$27 million) in private sector 
bank lending for SMEs, of 
which at least 40% are owned 
or managed by women (2018 
baseline: 33%) 
 
3.1 At least 2 PPP projects 
competitively awarded to the 
private sector, of which at 
least one in the social sector. 
(2018 Baseline: 0 competitive 
award) 
 
3.2 At least 25 technical staff 
of key PPP ministries/ 
agencies (MOF, MOE, Line 
ministries, Bishkek City 
Development Agency, PPP 
Council; etc.), of which at least 
40% are women, trained and 
reporting new skills in varous 
aspect of PPP improved (2018 
Baseline: 9 skilled staffs) 
 
4.1 At least 25 trainees, of 
which 30% women, 
participated the training linked 
to priority sectors conducted 
jointly by industry and Skills 
Development Fund, reporting 
new skills in priority sectors 
improved and/or provided 
internships or jobs (2018 
baseline: training not linked to 
priority sectors) 
 

 
 
 
 
 
 
 
 
3.1 PPP website; 
MOF and MOE 
annual reports 
 
 
 
 
3.2 Participants 
feed back and 
survey 
 
 
 
 
 
 
 
 
4.1 MOE annual 
reports and 
participants feed 
back and survey 

 

Budget Support 

ADB: $60 million (ADF grant) and $500,000 (TASF-other sources) 

GDP = gross domestic product, ISO = International Organization for Standardization, MOE = Ministry of Economy, 
MOF = Ministry of Finance, PPP = public–private partnership, SMEs = small and medium-sized enterprises. 
a Government of Kyrgyz Republic. 2018. Sustainable Development Strategy of the Kyrgyz Republic for 2018–2040. 

Bishkek.  
Source: Asian Development Bank 
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PROBLEM TREE 
 

Causes 

Effects 

Core 
Problem 

Lack of a 
pipeline of 
bankable  
public–
private 

partnership 
projects  

High 
transaction 

costs of 
serving SMEs, 

and weak 
financial  

knowledge 
and skills  

 

Lack of 
awareness 

about 
quality 
control 

requirement 
in 

accordance 
with 

international 
requirement  

TVET system 
is slow in 

responding 
to changing 

requirements 
of the private 

sector 

Weak 
public 

investment 
planning  

 

High risk 
perception 
by finance 
(banking) 
sector and 

limited 
financial 
products 

  

 Institutional 
processes 

not 
streamlined 
and weak 
capacity to 
implement 

existing 
good (open) 

trade and 
investment 

policies 

Limited sources of economic growth  

Production and export base is narrow and limited 

Basic 
infrastructure and 

services are 
limited and 
unreliable  

SMEs are unable 
to access formal 

and suitable 
financial services  

 Trade and 
investment 

policies are not 
effectively 

implemented 

Skills mismatch 
with labor market 

requirements  

Fragmented 
system and 
insufficient 
quality and 
options for 

TVET 

SMEs = small and medium-sized enterprises 
TVET = technical and vocational education and training 

Ineffective 
use of 
public 
sector 

resources  

Limited private 
investment for 

public 
infrastructure  
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