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SUMMARY OF PROPOSED CREDIT/GRANT AND PROGRAM 

KYRGYZ REPUBLIC 

PROGRAMMATIC GOVERNANCE AND COMPETITIVENESS DEVELOPMENT 
POLICY OPERATION 

Borrower  The Kyrgyz Republic 
Implementation 
Agency  

Ministry of Finance   

Financing Data  

IDA Credit 
Terms: 38-year maturity, including a 6-year grace period 
Amount: SDR9.4 million (US$13.2 million equivalent) 
 
IDA Grant 
Amount: SDR7.7 million (US$10.8 million equivalent) 

Operation Type  The first in a series of two Programmatic Development Policy Operations   

Pillars of the 
Operation  
And Program 
Development 
Objective(s) 

The Program Development Objectives of the Programmatic Development Policy 
Operation are to support the Government of the Kyrgyz Republic in:  
1. Improving public sector governance through reforms aimed at improving public 
sector integrity, increasing the quality of public services, and enhancing energy sector 
governance; and 
2. Strengthening private sector competitiveness through measures to facilitate trade, 
improve the business environment, and promote greater connectivity. 

Result Indicators  

Pillar 1: Improving public sector governance 

Percentage of declarations of personal interests of 
public officials verified by the Commissions on 
Ethics to identify potential conflicts of interest. 

Baseline (2016): 0 
Target (2018):    15% of all filed 
declarations (focusing on high-
level officials and high-risk 
positions) 

Competition, value for money, and controls in 
public procurement PEFA (PI 19) score.  

Baseline (2014): B 
Target (2018):    B+ 

Graft index (i.e., the number of reported bribes as a 
share of the number of reported transactions) in key 
public service areas.  

Baseline (2016): 21% 
Target (2018):    10% 

Cash collected per kWh of power supplied to the 
domestic market. 

Baseline (2015): 0.76 KGS/kWh 
Target (2017):    0.97 KGS/kWh 

Cash collected per Gcal of heat generated by the 
Bishkek Central Heating Plant. 

Baseline (2015): 921.83 
KGS/Gcal 
Target (2017):    1364.31 
KGS/Gcal 

Disclosure of quarterly key performance indicators 
for the heating sector  

Baseline (2015): no 
Target (2018):    yes, as of 2017 

Pillar 2: Strengthening private sector competitiveness 
Export sales tax rate  
 
 
Number of firms with certified HACCP. 
 
Number of firms included in the EEU register of 
FBOs and allowed to export to the EEU.  

Baseline (2016): 2% on goods, 
3% on services 
Target (2018):    0% 
Baseline (2016): 9  
Target (2018):    20 
Baseline (2016): 9 
Target (2018):    20 

Share of VAT refunds processed through the 
“green channel”.  

Baseline (2016): 0% 
Target (2018): 25% 
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Share of firms filling reports on social contributions 
to State Tax Service. 

Baseline (2014): 0% 
Target (2018): 50%     

Share of firms inspected annually by the Sanitary 
Department. 

Number of firms from which feedback on 
inspections has been received.  

Baseline (2016): 31% 
Target (2018): 20% 

Baseline (2016): 0 
Target (2018): 500 

International internet bandwidth indicator used by 
the International Telecommunications Union. 

Baseline (2016):   5008 Mbps 
Target (2018):      6500 Mbps 

Overall risk rating High  
Climate and disaster 
risks 

No short- or long-term climate and disaster risks are relevant to the proposed operation. 

Operation ID  P148099 
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IDA PROGRAM DOCUMENT FOR A 

PROPOSED GOVERNANCE AND COMPETITIVENESS DEVELOPMENT POLICY 

OPERATION 

TO THE KYRGYZ REPUBLIC 

I. INTRODUCTION AND COUNTRY CONTEXT  

1. This Program Document presents a proposed Development Policy Operation (DPO), 
as part of a programmatic series to support the Kyrgyz Government’s reforms to improve 
public sector governance and strengthen private sector competitiveness. The first operation in 
the two-part series is in the amount of US$24 million, split between credit and grant components. 
The DPO program supports the two main themes of the National Sustainable Development 
Strategy (NSDS) of the Kyrgyz Republic, namely sustainable governance and sustainable 
economic development. It builds on the previous programmatic DPO series, which also aimed to 
enhance public sector governance and improve the business environment, as well as on the recent 
Energy Sector DPO, which supported governance and financial viability reforms in the sector. The 
proposed operation is fully aligned with the FY14-17 Country Partnership Strategy (CPS) and 
2016 Performance and Learning Review (PLR) of the CPS. The CPS focuses on reducing poverty 
and building shared prosperity by supporting public administration and service delivery reforms, 
improving the business and investment climate, and strengthening stewardship of natural resources 
and physical infrastructure. 

2. At US$1,269 (in current US$), the Kyrgyz Republic’s GDP per capita remains one of 
the lowest in the Europe and Central Asia region. In 2014, more than a third of the population 
was below the poverty line.  Economic growth in recent years has been too volatile to significantly 
improve living conditions, while the largely informal private sector has failed to achieve 
productivity gains and create good jobs. The economy’s excessive reliance on gold production, as 
well as on foreign aid and migrant remittances, further exacerbates poverty-related risks. Over the 
last five years, the poverty rate increased slowly up to 20121 and then gradually declined after 
2013. Taking a longer-term perspective, the share of the population living below the poverty line 
has been largely stagnating at around 35 percent. The bottom 40 percent of population has 
generally benefited from episodes of economic growth, as reflected in the growth of mean real 
consumption expenditures in the lowest and second lowest consumption quintiles and in a decline 
in the Gini index from 0.257 to 0.224 between 2010 and 2014.  

3. The Kyrgyz authorities have embarked on a series of reforms to address structural 
impediments to growth. Supported by successive International Monetary Fund (IMF) Three-Year 
Arrangements under the Extended Credit Facility (ECF), the government has been working to 
ensure prudent fiscal and macroeconomic policies to enhance stability and reduce volatility, while 
at the same time attempting to address the country’s large infrastructure deficit.2 The authorities 

                                                            
1 This increase is partly attributable to the political upheaval in 2010. 
2 Underdeveloped infrastructure is consistently identified in business surveys as a major impediment to private sector 
investment and development. 
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have also launched an ambitious Public Sector Reform Roadmap (PSRR) program, focused on 
measures to improve the integrity of government decisions, increase the quality of services 
provided to citizens and businesses, and reduce revenue losses caused by corruption in key sectors 
such as energy. Taken together, these reforms have the potential to increase trust in government, 
and provide higher quality services to citizens and firms. Alongside more specific policy measures 
to boost competitiveness, which are outlined in the government’s Private Sector Development 
Program (PSDP), these initiatives are critical to address the country’s long-term private 
investment gap. Finally, efforts to ensure better connectivity through stronger information and 
communications technology (ICT) development have the potential to improve the business 
environment and support the delivery of public services.  

4. Building on the government’s reform efforts and strategic priorities, the proposed 
DPO series has two pillars, covering reforms in public sector governance and the 
competitiveness environment. Pillar 1 aims to enhance public sector governance through reforms 
to strengthen public integrity, increase the quality of public services, and improve energy sector 
governance. Pillar 2 aims to strengthen private sector competitiveness through measures to 
facilitate trade, improve the business environment, and promote greater connectivity. The dual—
and complementary—focus of the proposed operation on governance and competitiveness is 
justified on three grounds: first, the proposed areas of engagement are aligned with the 
government’s own priorities, strengthening ownership and enhancing the likelihood of positive 
results; second, preconditions for maintaining short- and medium-term macroeconomic stability 
are already extensively covered under the IMF-supported program; and third, weak governance 
and rule of law have been consistently identified as the most binding constraint to growth and 
investment in the Kyrgyz Republic.3  

5. This programmatic DPO series is part of a broader reform agenda supported by 
development partners. This operation has been prepared in coordination with the International 
Monetary Fund (IMF), the Asian Development Bank (ADB), the UK’s Department for 
International Development (DfID), the European Union (EU), and other development partners. 
The IMF is implementing a three-year arrangement under the Extended Credit Facility. Other 
partners are providing support in the areas of public sector strengthening, anti-corruption and 
accountability, energy sector reform, and the business environment. Reforms in these areas, a 
subset of which are supported under the proposed DPO, are focused on building more transparent 
institutions and the effective provision of public services, thus promoting the accumulation of 
assets and higher returns on assets for all population groups. Greater private investment will be 
supported by a better business environment and improvements in telecommunications 
infrastructure, as well as by more transparent and predictable government decisions stemming 
from the new public procurement and conflict-of-interest legislation. Improving public service 
quality, including the quality of the energy supply, will further accelerate economic activity and 
contribute to improvements in the fiscal position of the country.  

                                                            
3 Asian Development Bank (2014): “The Kyrgyz Republic: Strategic Assessment of the Economy,” a growth 
diagnostic following the Hausmann-Rodrik-Velasco methodology. 
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II. MACROECONOMIC POLICY FRAMEWORK  

A. RECENT ECONOMIC DEVELOPMENTS  

6. Regional and global headwinds have heightened the vulnerability of the Kyrgyz 
economy since 2014. The sharp drop in global oil prices has impacted the Kyrgyz Republic’s main 
economic partners, Russia and Kazakhstan, with adverse repercussions on the Kyrgyz economy 
through trade and remittance effects. Meanwhile, exchange-rate depreciation has affected the 
purchasing power of households. This “new normal” economic environment is expected to prevail 
over the medium term. When coupled with a softening of Chinese growth prospects, the external 
environment calls for significant adjustments, including not only fiscal and exchange rate 
adjustments but also a renewed emphasis on competitiveness. Against this background, recent 
economic developments in the Kyrgyz Republic have been encouraging, and the fiscal expansion 
envisaged by the authorities could play a positive countercyclical role, provided that it remains 
anchored by a sustainable overall fiscal framework.  

7. Economic growth remained relatively robust in 2015 in spite of significant regional 
headwinds. Real GDP growth is estimated to have reached 3.5 percent in 2015, down from 4 
percent in 2014, driven by a good agricultural harvest on the production side and net exports on 
the expenditure side. While gold output declined by 8.3 percent, year-on-year, non-gold growth 
stood at 4.5 percent. A significant 6.2 percent expansion in agriculture4 compensated for a 
slowdown in services and construction, and a contraction in industry5. On the demand side, a sharp 
deceleration in private consumption growth caused the total consumption growth rate to fall from 
3 percent in 2014 to 1.1 percent in 2015, despite an increase in public spending on wages, and 
goods and services. Investment growth also slowed to an estimated 2.3 percent, reflecting subdued 
household demand for new housing construction and the slow implementation of public 
infrastructure projects. In turn, growth was supported by net exports, with imports falling sharply. 

8. The Kyrgyz economy was adversely impacted by the contraction in Russia and 
slowdown in Kazakhstan. The most significant shock to the Kyrgyz economy was the sharp 
depreciation of the Kyrgyzstani som against the US dollar, which reached about 20 percent in 
2015, and its volatility against the Russian ruble and the Kazakhstani tenge. Exchange rate 
dynamics created uncertainty in the real sector of the economy, affecting the decisions of small 
and medium firms as well as households, while the stark depreciation of the ruble affected the real 
value of remittance inflows (in both som and dollar terms). Real-estate prices fell by about 20 
percent in 2015, dampening private investment in construction. In addition, the volume of trade 
declined markedly.  

                                                            
4 Reflecting favorable weather conditions, a catch-up effect following a contraction in 2014, as well as continued 
support via budget-financed subsidized loans to farmers (KGS 3.8 billion in 2015 and KGS 5.3 billion in 2014).          
5 Services grew at 3.7 percent, down from 4.6 percent in 2014; construction growth decelerated to 13.9 percent from 
27.1 percent, and industry contracted by 4.2 percent overall (or 0.5 percent, excluding gold). 



4 
 

Figure 1: Real GDP Growth (y-o-y, percent) Figure 2: Contribution to Growth (percentage points) 

 

Source: Kyrgyz authorities. Source: Kyrgyz authorities. 

9. External trade contracted sharply due to declines in both exports and imports, while 
a steeper fall of imports led to reduced trade and current account deficits. Exports are 
estimated to have fallen by nearly 17 percent in 2015 in dollar terms, reflecting the decline in gold 
production—due largely to geological factors—and, more importantly, diminished demand for 
Kyrgyz goods among major trading partners such as Russia and Kazakhstan. Likewise, remittance 
inflows also fell sharply, dropping by about 25 percent in dollar terms, entirely due to exchange 
rate dynamics6. This, however, was offset by a steep contraction in imports (-23 percent in dollar 
terms), which lead to a reduction in external trade and current account deficits to 35.4 and 14.7 
percent of GDP, respectively, in 20157. 

10. The current account deficit was financed by foreign direct investment (FDI) inflows 
and external borrowing. In 2015, FDI increased by about US$350 million, reflecting larger 
reinvested earnings by Kumtor, the main gold mine, and an inflow of capital related to the newly 
established Russian-Kyrgyz Development Fund. At the same time, public borrowing declined, 
reflecting the slower-than-anticipated implementation of the Public Investment Program (PIP), 
though it remained the main source of financing of the current account deficit.    

11. Fiscal balances improved over 2015, but the public debt position deteriorated. The 
fiscal deficit fell from 3.9 percent of GDP in 2014 to 3 percent in 2015, as weaker-than-expected 
tax proceeds and higher recurrent spending were more than offset by an increase in nontax 
revenues. The decline in tax revenues from 25.1 percent of GDP in 2014 to 24.6 percent in 2015 
was mostly on account of weaker regional trade with the rest of the world, as the Kyrgyz Republic, 
under the Eurasian Economic Union (EEU), is entitled to receive a 1.9 percent share of total EEU 
external revenues. By contrast, nontax revenues increased markedly thanks to a large one-off 
mining license sale, the sale of radio frequencies, and large profit transfers from the central bank. 
As a result, total revenues including grants increased to 34.9 percent of GDP from 34.4 percent in 
2014. At the same time, current spending increased to 30.6 percent of GDP from 29.3 percent in 
2014, reflecting increased wages for teachers and higher spending on goods and services, while 
capital spending fell due to the slower-than-anticipated implementation of public investment 
projects financed by foreign loans. Despite this improvement in the fiscal balances, the public 

                                                            
6 As ruble inflows actually increased by around 20 percent. 
7 From 39.7 percent and 16.7 percent, respectively, in 2014. 
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debt-to-GDP ratio deteriorated to 68.3 percent from 53.6 percent in 2014, mainly due to the 
depreciation of the exchange rate.  

Figure 3: Exports and Imports of Goods  
(US$, millions) 

Figure 4: External Trade and the Current Account 
Balance  
(Percent of GDP) 

Source: Kyrgyz authorities. Source: Kyrgyz authorities. 
 

Table 1: General Government Budget  
(Percent of GDP) 
  2013 2014 2015 2016 
        Proj. 
Total revenues and grants 33.4 34.4 34.9 32.8 
Total revenues  31.0 31.9 32.7 30.3 
   Current revenues 30.8 31.8 32.7 30.2 
   Tax revenues 25.2 25.1 24.6 22.8 
   Non-tax revenues 5.6 6.7 8.1 7.4 
   Capital revenues 0.2 0.1 0.1 0.1 
Grants 2.4 2.5 2.2 2.4 
   Program grants 1.6 1.9 1.7 0.5 
   PIP grants 0.8 0.6 0.5 1.9 
Total expenditure (incl. net lending) 37.1 38.3 38.0 40.1 
Current expenditure 30.1 29.3 30.6 30.1 

Wage  7.8 7.8 8.3 8.7 
Transfer and subsidies 3.5 3.4 3.5 3.5 
Social Fund expenditures 9.3 9.2 9.1 8.9 
Interest 0.8 0.9 1.0 1.1 
Purchase of other goods and services 8.7 8.1 8.8 8.0 

Capital expenditure 7.0 8.4 7.3 9.8 
o/w foreign financed 4.9 6.1 4.6 6.7 

Net lending 0.1 0.6 0.1 0.2 
Overall balance -3.7 -3.9 -3.0 -7.4 
Financing 3.9 3.9 3.0 7.4 

External 5.1 5.5 3.8 6.5 
Domestic -1.2 -1.6 -0.8 0.9 

Source: Ministry of Finance.         

12. Inflation moderated to 3.4 percent (end-of-period) in 2015. While the depreciation of 
the exchange rate was partly passed-through to domestic prices, the slowdown in private demand 
as well as lower food and fuel prices exerted a countervailing influence.  
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13. Monetary and exchange rate policies were focused on adjusting to external shocks. 
Monetary policy was kept broadly tight to ease pressures on the exchange rate, as well as to offset 
inflationary expectations. The National Bank of the Kyrgyz Republic (NBKR) initially cut its 
policy rate from 11 percent in January to 8 percent in July, then increased it to 10 percent in 
September in the face of rising exchange rate pressures following the liberalization of the tenge. 
This, along with stricter loan policies for commercial banks, significantly slowed the growth rate 
of credit to the economy, which declined from 43.6 percent in 2014 to 17.3 percent as of end-
December 2015. However, the money-supply growth rate increased from 3 percent to 14.9 percent 
over the same period, reflecting to a large extent the impact of the exchange rate depreciation on 
the som-denominated value of foreign-currency deposits. Interventions by the central bank in the 
foreign-exchange market were limited to smoothing fluctuations in the exchange rate, though total 
sales were significant at US$330 million in 2015, which also contributed to tightening liquidity in 
the economy. As of end-2015, gross international reserves stood at US$1.8 billion, covering more 
than three-and-a-half months of imports.  

B. MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY     

14. Growth is projected to decelerate marginally to 3.4 percent in 2016 and to 3.1 percent 
in 2017. Weak growth prospects among major trading partners, especially Russia and Kazakhstan, 
will continue to negatively impact economic activity in the Kyrgyz Republic. At the same time, 
gradually improving access to the EEU common market, as Kyrgyz firms adapt to EEU standards 
and regulations, will have a countervailing influence. On the production side, output growth is 
expected to be dragged down by lower gold production in 2016 and 2017. On the demand side, 
stepped-up public investment should only partly mitigate subdued private demand, while the 
contribution from net exports is anticipated to be flat. 

15. Inflation is expected to pick up, albeit moderately, as the som remains weak and 
prices for domestically produced agricultural products increase. The baseline scenario 
assumes no significant international food price increases, a stabilization of oil prices at their current 
low levels and a modest easing of exchange rate pressures. Under these circumstances, inflation is 
expected to rise to 7 percent in 2016 and to remain around that level in 2017.   

16. In turn, the main challenge for monetary policy will be to strike a balance between 
managing exchange rate and inflationary pressures while ensuring enough liquidity to 
support growth. In the absence of sterilization options, interventions by the central bank have a 
tightening effect on liquidity, which in turn may require interest rate adjustments to support credit 
growth. Over time, it is expected that current de-dollarization strategies will gradually strengthen 
the interest rate transmission channel and improve the overall traction of monetary policy. 

  



7 
 

Table 2: Key Macroeconomic Indicators 
Selected Indicators 2013 2014 2015 2016 2017 2018 

      Prel. Projections 

Income and Economic Growth             

GDP (current LCU, billions)  355.3 400.7 423.6 476.4 524.3 577.5 
GDP Growth (% change, y-o-y) 10.9 4.0 3.5 3.4 3.1 4.1 
Non-Kumtor GDP Growth (% change, y-o-y) 5.8 5.0 4.5 3.9 3.9 4.6 
Gross Investment ( % of GDP) 26.2 26.9 28.1 29.3 29.3 29.0 

Prices and Exchange Rates             

Inflation, Consumer Prices (% change, y-o-y, end of year) 4.0 10.5 3.4 7.0 7.0 6.0 
Inflation, Consumer Prices (% change, y-o-y, period average) 6.6 7.5 6.5 6.5 6.5 6.0 
Nominal Exchange Rate (LCU/US$, end of period) 48.44 53.7 75.9       
Real Effective Exchange Rate Index (2000=100) 113.1 128.8 116.1       

Fiscal  (% of GDP, unless otherwise indicated)             

Revenues 33.4 34.4 34.9 32.8 32.6 33.2 
Expenditures (incl. net lending) 37.1 38.3 37.8 40.1 37.2 35.2 
      Current  30.1 29.9 30.5 30.1 27.7 26.4 
      Capital  7.0 8.4 7.3 10.0 9.5 8.8 
Overall Fiscal Balance  -3.7 -3.9 -3.0 -7.4 -4.6 -2.0 
Primary Fiscal Balance  -2.9 -3.0 -2.0 -6.6 -3.6 -0.8 
Total Public Debt  46.1 52.6 68.8 71.7 73.3 72.0 

External Accounts  (% of GDP, unless otherwise 
indicated) 

            

Export growth (nominal US$, % yoy) 13.5 -13.5 -16.9 -7.1 8.5 12.1 
Import growth (nominal US$, % yoy) 16.1 -3.0 -23.1 -4.2 6.7 7.8 
Current Account Balance  -15.0 -16.7 -14.7 -17.2 -12.9 -11.4 
Foreign Direct Investment, net inflows  8.5 2.3 7.2 7.5 5.7 6.1 
External debt, total 72.9 81.2 98.1 100.8 100.7 97.9 

Source: Kyrgyz authorities and Bank staff estimates and projections.     

17. The current account deficit is expected to remain elevated over the medium term. 
Proceeds from gold exports are expected to decline slightly due to volume and price dynamics, 
while continued economic difficulties among major trading partners should constrain non-gold 
export growth8. Meanwhile, the anticipated scale-up of the public investment program over the 
next two years is expected to drive import growth, given the high import content of large 
infrastructure projects. Remittance inflows are projected to decline further in 2016 in dollar terms, 
though at a slower pace reflecting a more stable ruble, and to rebound in 2017. As a result, the 
current account deficit is projected to widen to 17.2 percent of GDP in 2016 before narrowing to 
12.9 percent in 2017. 

18. The fiscal challenge over the medium term will be to support growth while remaining 
on a sustainable fiscal path. The fiscal deficit is expected to grow to 7.4 percent of GDP in 2016 
due to higher public investment spending. The deficit will largely be financed by external 
concessional loans, primarily from China. However, the authorities have committed to fiscal 

                                                            
8 Although domestic companies that manage to comply with EEU standards and regulations will gain easier access 
to the broader customs union market. 
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consolidation measures, starting in 2017, to decrease the fiscal deficit to 4.6 percent in 2017 and 2 
percent in 2018, in adherence to commitments under the IMF-supported program and joint World 
Bank and IMF engagement on the medium-term budget framework. The authorities intend to 
achieve this objective through measures to increase tax revenues and curtail current spending, 
while capital expenditures would remain high. Over 2017-20, tax revenues should increase by one 
percent of GDP, due to measures to: (i) expand the tax base by encouraging businesses to 
formalize, (ii) improve the administration of the value-added tax (VAT), (iii) reduce exemptions, 
through both non-renewal of existing exemptions and streamlining policies for granting new ones, 
and (iv) increase some tax rates, such as excise tax rates on alcohol and tobacco products. 
Meanwhile, over the same period, expenses are targeted to decline by over 1.5 percent of GDP as 
a result of efforts to (i) streamline non-priority purchases of goods and services, (ii) improve the 
targeting of social benefits, and (iii) reduce the wage bill as a share of GDP by implementing the 
recently adopted action plan for the reform of the public sector personnel and remuneration policy 
and by carrying out functional reviews of the civil service. More generally, gains are also expected 
from initiatives to strengthen public financial management by implementing the recently adopted 
Public Procurement Law and by developing a financial management information system to 
support the move to a Single Treasury Account. After increasing to 71.7 percent of GDP in 2016 
and 73 percent in 2017, the public debt stock should begin to decline.  

19. According to the latest Debt Sustainability Analysis (DSA), the Kyrgyz Republic is at 
moderate risk of debt distress;9 however, risks have increased markedly, and large-scale 
planned investments combined with exchange rate volatility could tilt the assessment toward 
a high-risk scenario. Going forward, the planned acceleration of the disbursement of PIP loans 
and the continued weakness of the som relative to the dollar are expected to result in a significant 
rise of external public debt ratios. Although PIP borrowing terms are highly concessional, stress 
tests suggest that the country is vulnerable to exogenous shocks. Fiscal consolidation and prudent 
use of concessional loans, in particular for large-scale public investment programs, remain crucial 
for keeping the debt outlook sustainable. Within the framework of the new IMF program, the 
authorities committed to: (i) fully disclosing public investment plans and commitments; (ii) 
refraining from non-concessional borrowing; (iii) grounding borrowing decisions in a medium-

                                                            
9 Joint IMF-WB Debt Sustainability Analysis, November 2015. 

Table 3: External Financing         

 (Percent of GDP)           
  2014 2015 2016 2017 2018 
Requirements 16.9 19.6 22.5 23.7 21.3 

CAD 16.7 14.7 17.2 12.9 11.4 
Amortization 5.2 6.2 8.1 8.1 8.5 
Reserves -5.0 -1.3 -2.8 2.7 1.5 

Sources 16.9 19.6 22.5 23.7 21.3 
FDI 2.3 7.2 7.5 5.7 6.1 
Disbursements 11.5 12.8 16.7 15.4 14.5 
Capital Inflows 1/ 3.1 -0.4 -1.7 2.6 0.7 

Source: Bank staff calculations.           
1/ Includes errors and omissions 
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term debt strategy; and (iii) reviewing the public investment framework to identify gaps and define 
an action plan10.  

20. Under the DSA’s baseline scenario, debt indicators do not exceed their indicative 
thresholds. The present value of the public and publicly guaranteed debt-to-GDP ratio is expected 
to reach 46.2 percent in 2016 and 46.7 percent in 2017 before stabilizing at around 45 percent, 
remaining below the 57 percent indicative threshold due to fiscal consolidation over the medium 
term. The present value of the public and publicly guaranteed external debt-to-GDP-and-
remittances ratio is expected to reach 35 percent in 2016, below its indicative threshold of 36 
percent, before declining slowly.11 The present value of the debt-to-exports-and-remittances ratio 
and the present value of the debt-to-revenue ratio, at 62 and 133, respectively, in 2016, are expected 
to remain well below their policy-based indicative thresholds.12  

21. However, stress tests show that external debt is vulnerable to large shocks or 
substantially less favorable assumptions. The present value of the debt-to-GDP and remittances 
ratio rises above the relevant indicative threshold over the medium term under four of six stress 
tests: (i) when exports grow at one standard deviation below their historical average over 2016-
2017; (ii) when net non-debt-creating inflows over 2016-17 are one standard deviation below their 
historical average; (iii) when the exchange rate depreciates by 30 percent in 2016 relative to the 
baseline; and (iv) under a shock over 2016-17 combining lower GDP and export growth, a decline 
in the dollar GDP deflator and lower net non-debt-creating inflows. The depreciation of the 
exchange rate in particular would lead to a significant and protracted breach of the indicative 
threshold over the medium term. However, none of the other debt indicators breach their indicative 
thresholds under similar stress tests.  

Figure 5: Debt Sustainability Analysis Summary Charts  

 

PV of Debt‐to‐GDP‐and‐Remittances Ratio 

 

Source: Joint IMF-WB DSA Update, November 2015.  

                                                            
10 This was done with IMF Technical support in March 2015. 
11 The use of the remittance-adjusted thresholds is justified by the large size of remittances, which represented more 
than 30 percent of GDP and over 60 percent of goods and services exports, on average, during the past three years.  
12 The relevant thresholds are 120 percent for the present value of the debt-to-exports-and-remittances ratio and 250 
percent for the present value of the debt-to-revenue ratio. 
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22. A relatively strong pipeline of public investments and a well-capitalized banking 
sector may open up possibilities for growth, although the authorities will need to carefully 
monitor emerging signs of vulnerability in the financial sector. Public sector investments in 
energy and communications are likely to remain strong over the next few years, including the start 
of construction of “line D” of the Central Asia–China gas pipeline, as well as heating and power 
plant rehabilitation, and upgrade of road links with financing secured from China or from 
multilateral development banks (e.g., the World Bank, the European Bank for Reconstruction and 
Development) and regional development banks (e.g., the Asian Development Bank, the Eurasian 
Development Bank). These projects are critical to address the Kyrgyz Republic’s large 
infrastructure gap, as poor quality and insufficient infrastructure is consistently identified by firms 
as one of the greatest obstacles to their operations. To date, and in spite of high levels of 
dollarization, the Kyrgyz financial sector has remained well capitalized, with a capital-adequacy 
ratio above 20 percent, and nonperforming loans (NPLs) have remained at modest and manageable 
levels below 6 percent. Consequently, the banking sector has the potential to support businesses if 
and when opportunities emerge. Nonetheless, vigilance will be required on behalf of the monetary 
authorities, as banks would come under duress in the event of a further large depreciation of the 
som or a real estate market crash, given currency mismatches and possible deteriorations in 
portfolio quality. Stress tests carried out by the central bank suggest that banks are vulnerable to 
risks stemming from exchange-rate dynamics as well as from sectoral concentration in trade and 
construction, making it critical to strengthen the regulatory, supervisory and resolution powers of 
the monetary authorities. 

23. Overall, the macroeconomic policy framework is assessed to be adequate for this 
operation, considering its consistency, credibility and sustainability. With a significantly 
positive gross operating balance, the overall fiscal deficit is exclusively attributable to public 
investment. In turn, the government’s ambitious public investment program seeks to unlock 
binding constraints to growth by addressing the country’s significant infrastructure gap, while at 
the same time providing countercyclical stimulus to the economy in the face of significant external 
shocks. Large internal or external imbalances of a nature to endanger macroeconomic stability are 
unlikely to materialize, provided that: (i) the public investment program is scaled down gradually 
beginning in 2018; (ii) parallel measures to improve tax collection and contain recurrent spending 
growth are implemented; and (iii) the energy sector gradually moves toward cost recovery tariffs. 
Monetary and exchange rate policies, including a steadfast commitment to exchange rate 
flexibility, are aligned with the objectives of maintaining macroeconomic stability and external 
competitiveness. The authorities’ adherence to successive IMF programs provides reassurance that 
fiscal discipline will be upheld, including through actions to strengthen tax administration and 
streamline the public sector wage bill. Sources of financial sector vulnerability can be credibly 
addressed through strengthened oversight and supervision. Finally, although the debt sustainability 
outlook has deteriorated significantly due to exchange rate developments, the government’s 
commitment to strengthened public debt management under the IMF-supported program provides 
further ground for comfort. Yet the risks to the proposed operation are substantial, and the World 
Bank will continue to closely monitor macroeconomic developments and coordinate with the IMF 
to ensure that the environment remains adequate for the operation. 
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C. IMF RELATIONS  

24. The Kyrgyz Republic successfully concluded a Three-Year Arrangement under the 
Extended Credit Facility in June 2014, and a new Three-Year Arrangement under the ECF 
was approved by the IMF Board on April 8, 2015. The 2011-14 program, in the amount of 
US$106 million, was implemented without delays. The IMF stated in a press release on June 26, 
2014 that, “During the program, strong adherence to the authorities’ Fund-supported program 
played a pivotal role in achieving economic recovery and macroeconomic stabilization following 
the 2010 domestic crisis.” Shortly after the completion of this program, the authorities reached an 
agreement with the IMF on a new program, which was approved by the IMF Board on April 8, 
2015. Key policy areas under the new program include public debt and public investment 
management, tax administration, public expenditure and banking sector regulation and 
supervision. A First Review under the Arrangement was approved by the IMF’s Board on 
November 18, 2015, which concluded that the “program is broadly on track”. The World Bank 
team coordinates closely with the IMF team both on the macroeconomic framework and a wide 
range of structural issues. 

III. THE GOVERNMENT’S PROGRAM 

25. The government’s priorities and medium-term objectives are described in its National 
Sustainable Development Strategy, 2013-17 (NSDS) adopted in 2013. Strengthening governance 
and reducing corruption are the overarching themes of the NSDS, which recognizes that previous 
national development strategies in 2001, 2003 and 2009 largely failed due to “...bad governance, 
corruption, and the criminalization of certain state institutions.” In particular, it calls for creating 
a state governed by the rule of law, with a robust legal system, constitutional stability, a culture of 
legality, democratic elections, anticorruption efforts, strong local self-government, a reformed 
judiciary and reliable law-enforcement services.  

26. The second part of the NSDS identifies the country's economic development 
priorities. These include continued macroeconomic stability, an improved business environment 
and investment climate, and a strengthened financial sector. Furthermore, the NSDS identifies 
strategic industries and sectors, including agro-processing, energy, mining, transport and 
telecommunications, and tourism, to promote inclusive growth.  

27. Building on the NSDS, the government has adopted a number of key policy 
documents directly relevant to the two proposed DPO pillars. The Public Sector Reform 
Roadmap (PSRR) is a medium-term action plan identifying priority actions in seven areas of public 
sector reform: anticorruption, public financial management, public administration, the civil 
service, judicial reform, and governance in energy and extractive industries. The first version of 
the PSRR was prepared with World Bank Group support and adopted by Government Resolution 
No. 167 in May 2014. The PSRR was subsequently updated by Government Resolution No. 178-
p, adopted on April 23, 2015. Energy sector reforms are anchored by the Power Sector 
Development Strategy for 2012-2017, accompanied by the detailed Action Plan for Reforming the 
Energy Sector, 2013-14. The national Private Sector Development Program, prepared with World 
Bank Group support, was adopted by the government on March 16, 2015. It describes the 
government’s reform agenda for private sector development and creates a unified platform for 
development partner support.  
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IV. THE PROPOSED OPERATION  

A. LINK TO GOVERNMENT PROGRAM AND OPERATION DESCRIPTION  

28. The overarching objective of the proposed programmatic DPO series is to support 
the Kyrgyz Government in promoting sustained economic growth through policies aimed at 
improving public sector governance and strengthening private sector competitiveness. The 
design of the program reflects the priorities of the NSDS, as well as PSRR and PSDP. Drawing on 
the government’s priorities in the PSRR, Pillar 1 supports key policy actions such as the 
introduction of conflict of interest legislation, implementation of the Public Procurement Law, and 
the adoption of public service standards, as well as a number of measures to increase the 
transparency and accountability of the energy sector. Taken together, these measures are expected 
to address key sources of both grand and petty corruption, and contribute to a more conducive 
environment for private sector investment and growth. Pillar 2, supporting competitiveness 
reforms, draws on the PSDP. It is built around the objectives of improving the business 
environment and enhancing connectivity in ways that would enable Kyrgyz businesses to grow 
and create jobs, while capitalizing on Kyrgyzstan’s membership in the Eurasian Economic Union 
to boost exports. 

29. The proposed series has been prepared with a view to deepen reforms in areas 
supported under previous DPOs. Specifically, the proposed operation extends reforms supported 
under the previous DPO series (P129597; P126274) in the areas of public personnel integrity, 
public procurement management, energy sector transparency and accountability, and business 
environment improvements. Likewise, this operation complements the policy program supported 
by the energy sector DPO (P152440) through effective implementation of the Medium-Term Tariff 
Policy (MTTP), extension of the tariff setting methodology to the heating sector, extension of the 
performance reporting framework to the heating sector, and further institutionalization of the 
sector regulator. In addition, a number of existing investment and analytical and advisory activities 
in the country have informed the design of the operation.  

30. The design of the proposed programmatic operation also benefited from lessons 
learned from the previous DPO series, as well as the recent energy sector DPO. Key lessons 
from the energy sector DPO and the previous DPO series include the importance of (i) 
concentrating on a few policy areas that are fundamental to addressing key challenges and have 
the full ownership of the government; and (ii) complementing the DPO with other instruments for 
World Bank support, including investment project financing, technical assistance, and economic 
and sector work. The experience of the previous DPO series also provides a key lesson with respect 
to the sequencing of prior actions that include legislative actions; namely, that they should be 
followed by triggers that hinge on the effective adoption of these legal acts. In particular, if the 
first operation in the series includes a prior action formulated as a submission of legislation to the 
parliament, then it should be followed by an implementation measure, such as the enactment of 
key secondary legislation, in the second operation. This type of sequencing provides incentives for 
the timely enactment of legislation supported by DPO1, which is in turn a necessary condition for 
adopting secondary legislation under DPO2. Similar sequencing is also possible with consecutive 
DPO series. The proposed operation includes implementation measures for key legislation (i.e., 
the actions related to public procurement, energy, tax reform and telecommunications), thus 
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maintaining continuity in the reform areas of development policy programs in the Kyrgyz 
Republic, with a strong focus on implementation and results.  

B. PRIOR ACTIONS, RESULTS AND ANALYTICAL UNDERPINNINGS  

31. The Program Development Objective of the Programmatic Development Policy 
Operation is to support the Government of Kyrgyzstan in improving public sector 
governance and strengthening private sector competitiveness.   

32. Improving governance and lowering the level of perceived corruption will alleviate 
one of the key constraints to unleashing the growth potential of the Kyrgyz economy. Both 
the 2013 Business Environment and Enterprise Performance Survey (BEEPS) and the World 
Economic Forum’s 2015–2016 Global Competitiveness Report identified corruption as one of the 
most problematic factors for doing business in the Kyrgyz Republic. The country has recently 
made modest progress on key governance indicators, such as the World Governance Indicators 
(WGI) and Transparency International’s Corruption Perception Index (TI CPI), albeit from low 
initial levels.13 Despite these modest gains, levels of public trust remain low. Negative perceptions 
of governance persist in the energy and mining sectors, as well as in the area of public financial 
management, particularly public procurement. The proposed DPO will support the government in 
tackling some of the key issues related to preventing corruption in the public sector (e.g. the Law 
on Conflict of Interest), and specifically with regards to public procurement (e.g. implementation 
of the Public Procurement Law). Moreover, the operation will support measures that are expected 
to improve governance and accountability in one of the most negatively perceived sectors: energy. 

33. Improving the quality of public services will increase trust in government and 
enhance the attractiveness of investment, further spurring growth. According to the European 
Bank for Reconstruction and Development’s 2010 Life in Transition Survey, only 36 percent of 
Kyrgyz citizens are satisfied with government services related to the issuance of official 
documents, while satisfaction with court services is dismal at 5 percent. Unofficial payments are 
“always” or “usually” necessary to obtain official documents according to 37 percent of 
respondents, more than twice the reported CIS average (15 percent). According to the 2013 Global 
Corruption Barometer, 45 percent of Kyrgyz respondents reported paying a bribe while accessing 
public services. The proposed DPO will support the government’s efforts to address these issues 
by adopting, publicizing and adhering to public service delivery standards. This is expected to 
decrease processing times and improve government transparency and accountability, while also 
reducing the scope for petty corruption.  

34. The poor bear a disproportionate share of the cost of corruption in public services. 
According to the World Bank’s 2015 Kyrgyz Republic Corruption and Poverty Survey, the poor 
pay a higher bribe tax while obtaining services: the average amount in bribes for public services 
paid by the poorest quintile is 6.3 percent of annual consumption, compared to 5.8 percent for the 
richest quintile. Moreover, the average bribe per transaction paid by the poorest quintile (KGS 
1,441) is higher in absolute terms than for the richest quintile (KGS 1,257). Therefore, reducing 

                                                            
13 The Kyrgyz Republic’s TI CPI ranking in 2015 was 123rd out of 167 countries, compared to 164th out of 183 
countries in 2011. 
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petty corruption in public services is directly related to the twin goals of reducing poverty and 
boosting shared prosperity.  

35. Long-term growth and poverty reduction will depend on the Kyrgyz Republic’s 
ability to stimulate private sector investment and development, as well as promote exports 
to the newly created EEU. Reform efforts in recent years have not yet translated into a business 
environment conducive for private investment, job creation and growth. Overall, the country 
ranked 67th out of 189 in the Doing Business report in 2016, reflecting no change from 2015. On 
another measure of the business environment—the World Economic Forum’s Global 
Competitiveness Index (GCI)—the country’s position was 102 out of 140 in 2015–16. The Kyrgyz 
Republic’s weak performance on these measures, in spite of legislative and institutional reforms, 
reflects their poor implementation, as well as the persistence of a heavy regulatory burden, 
administrative complexity, and corruption. Specifically, complex tax administration hampers 
private sector growth, particularly among small and medium enterprises (SMEs). Moreover, weak 
ICT infrastructure and internet connectivity represent additional constraints on private sector 
activity, particularly in the services sector, which will be central to diversification efforts, 
increased value addition, and the creation of more productive jobs. According to the GCI, and as 
measured by the pillar on “Technological Readiness,” the Kyrgyz Republic ranks particularly low, 
has shown little improvement over time and is lagging behind many CIS countries. The country 
ranked 125th out of 144 countries on the “international internet bandwidth, kb/s per user” 
indicator—one of the country’s lowest ranks among all GCI indicators. Pillar 2 of the proposed 
DPO is addressing the above bottlenecks to foster more vibrant private sector development. 

Pillar I: Improving Public Sector Governance 

36. Reforms under the first pillar support three policy objectives: (i) improving the 
integrity of government decisions; (ii) increasing the quality of public services; and (iii) 
strengthening energy sector governance. These reforms were selected because they address the 
key drivers of poor governance in the Kyrgyz Republic, while leveraging longstanding government 
commitment for maximum impact. These reforms tackle both petty corruption in public services 
and high-level corruption (or “grand corruption”) in public procurement, energy sector revenue 
allocation, and across the public sector by public officials with conflicts of interest. Introducing 
conflict of interest primary legislation is groundbreaking in the Kyrgyz context. The new Law on 
Conflict of Interest will allow the sanctioning of one of the main sources of grand corruption in 
Kyrgyz Republic, defined as the misuse of public office for private gain. In addition, focusing on 
high-level corruption in critical areas such as public procurement and the energy sector has the 
potential to both curb the leakage of significant amounts of public funds and improve the public’s 
perception of the most corrupt sectors. Finally, addressing petty corruption in public services will 
benefit the lowest-income citizens the most, thus contributing to the twin goals of eliminating 
poverty and boosting shared prosperity. Taken together, the measures supported by this pillar have 
the potential to alleviate key constraints to investment and growth.  
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Objective 1. Improving the Integrity of Government Decisions 

 Regulating Conflicts of Interest  

37. Unregulated conflict of interest is an underlying source of corruption among public 
officials in Kyrgyzstan. In October 2014, the Ministry of Economy (MoE) commissioned a study 
on the pervasiveness of conflicts of interest in the country based on focus groups of public officials 
and business representatives in the cities of Bishkek, Osh and Karakol. According to the results of 
this study, conflicts of interest in the Kyrgyz Republic occur most often in public procurement, 
when members of the tender committee have personal interests in the companies that bid on a 
contract. Other instances of conflicts of interest include public officials making regulatory 
decisions that affect businesses in which they have a private stake, as well as nepotism in the civil 
service. However, the Kyrgyz Republic’s current primary legislation does not include a provision 
that would prevent or sanction this behavior, and it does not even define conflicts of interest.  

38. When public officials act to further their private interests while making official 
decisions, it negatively impacts the quality of those decisions and public services. The results 
of the MoE focus group study suggest that conflicts of interest may contribute to infrastructure 
projects being of inferior quality or developed at an unnecessarily high cost; access to public sector 
contracts being reserved only for entities with connections to public officials; or public sector 
employees not being hired on a meritocratic basis. This not only decreases the public’s trust in the 
government, but also affects private sector development, as entities with links to public officials 
receive preferential treatment. The quality of public policy decisions, such as regulation or 
contracting, also suffers. When conflicts of interest are present, decisions are no longer made based 
on the value for money for the public, but are instead guided by private interests. 

39. Regulating and preventing conflict of interest is a relatively new concept in the 
Kyrgyz Republic. Legislative changes that address the existing lack of understanding, prevention, 
or sanctioning of conflict of interest can therefore have a significant impact on reducing corruption 
among public officials. On February 13, 2014 the government took an important step in this 
direction by adopting Government Resolution No. 90, “On the Approval of the Interim Guidelines 
on the Resolution of the Conflict of Interest at the Civil and Municipal Service of the Kyrgyz 
Republic.” This resolution is the first public policy attempt to regulate conflict of interest among 
civil and municipal servants. However, primary legislation that would apply to all public officials 
is required to: (i) clarify the definition of conflict of interest; (ii) identify different types of conflict 
of interest; and (iii) develop robust and streamlined measures for identifying, managing and 
sanctioning conflicts of interest.  

40. Adopting the new Law on Conflict of Interest will increase transparency about the 
private interests of public officials and establish incentives to prevent conflict of interest. The 
law will require that public officials submit declarations of personal interests together with their 
asset and income declarations. Commissions on Ethics will be created in various ministries, 
departments, and agencies. Their mandate will be to review and verify the declarations of personal 
interest and identify potential conflicts of interest. In cases when a public official is found to have 
acted in his/her public capacity for personal gain (i.e. a “consumed conflict of interest”), the law 
stipulates appropriate sanctions. Besides sanctions, the law also delineates advisory mechanisms 
to support public officials to help prevent conflicts of interest from arising. 
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41. The following prior actions and indicative triggers are proposed:  

Prior Action #1. The Government of the 
Kyrgyz Republic submits the draft Law on 
Conflict of Interest to parliament.  

(Indicative) Trigger #1. The Government of 
the Kyrgyz Republic issues key secondary 
legislation to implement the Law on Conflict of 
Interest. 

42. Expected Results: Increased transparency regarding the private interests of public officials 
and robust mechanisms for managing conflicts of interest, as measured by the percentage of 
declarations of personal interests of public officials reviewed and verified by the Commissions on 
Ethics to identify potential conflicts of interest.14 Additional indicators that could measure success 
include the number of cases of potential conflict of interest self-reported or identified by the 
Commissions on Ethics, with follow-up advice provided to officials by their superiors to regulate 
conflict of interest; and the number of cases of consumed conflict of interest identified and 
sanctioned. 

 Enhancing Public Procurement Practices 

43. The landmark Public Procurement Law (PPL) was approved by parliament in 
January 2015 and signed by the President in April 2015. The new PPL makes the following 
critical improvements to the Kyrgyz Republic’s public procurement system: (i) a more transparent 
procurement process in which information on every step of the process is made public on the 
Public Procurement Portal; (ii) improved oversight through a strengthened role for the Tender 
Commission, including mandatory review and declaration of no objection to bidding documents; 
(iii) process streamlining and simplification via the use of framework agreements; (iv) enhanced 
competition through limits on single-source procurement; and (v) improved redress mechanisms 
through the creation of an Independent Complaint Review Commission. 

44. The World Bank will continue to support the enhancement of public procurement 
practices in the proposed DPO series through implementation measures for the law. DPO1 
will focus on one key piece of secondary implementing legislation: the adoption of the Regulation 
on the Independent Complaint Review Commission. This is the most important area for 
improvement of the procurement system, according to the 2014 Public Expenditure and Financial 
Accountability (PEFA) assessment. The existence of an independent administrative procurement 
complaints review system (PI-19iv) is one of the four components of the PEFA’s “Competition, 
value for money, and controls in procurement” indicator (PI-19). While Kyrgyzstan’s composite 
score on PI-19 was a B, the country score was D on PI-19iv. Establishing an independent 
commission to review complaints, instead of the MoF’s Department of Public Procurement, will 
increase the accountability of government decision makers by giving voice to the firms competing 
for government contracts. Subsequently, DPO2 will further support the PPL’s implementation by 
requiring the adoption of “Guidance and Standard Procedures for the Application of the Public 
Procurement Law”. These documents will include step-by-step instructions on various 

                                                            
14 Although the law extends to all public officials, the results indicator will focus on high-level officials and other 
“politically exposed persons.” This approach uses risk-based selection for selecting a sample of conflict-of-interest 
declarations to verify initially as the institutional implementation capacity for verification is being developed. 
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procurement methods as well as a set of standard bidding documents consistent with the processes 
defined in the PPL. 

45. In addition, the World Bank and other development partners will support the 
development and implementation of procurement regulations and institutional capacity 
building. This assistance will help operationalize the Public Procurement Department (PPD) as an 
effective regulatory body, as well as develop implementation guidelines and build institutional 
capacity for the Independent Complaint Review Commission. With World Bank support, the PPD 
and Training Institute in the Ministry of Finance (MoF) will roll out capacity building through 
online and face-to-face programs involving procuring entities, bidders and all other stakeholders. 
The program will include e-procurement.  

46. The following prior actions and indicative triggers are proposed:  

Prior Action #2. The Government of the 
Kyrgyz Republic, through the Ministry of 
Finance, issues a Regulation establishing an 
Independent Complaint Review Commission 
for public procurement.  

(Indicative) Trigger #2. The Government of 
the Kyrgyz Republic, through the Ministry of 
Finance, issues the Guidance Notes delineating 
instructions on procurement methods and 
standard bidding documents to further 
operationalize the work of the Independent 
Complaint Review Commission. 

47. Expected Results: The implementation of the new PPL will: improve the complaints 
review system, as reflected by an increase in PEFA PI-19iv sub-score; and over time, create a more 
competitive, efficient and transparent public procurement environment, reflected in an increase in 
the overall score on PEFA PI-19. 

Objective 2: Increasing the Quality of Public Services  

 Adopting Public Service Standards 

48. Corruption is prevalent in key services used by the majority of Kyrgyz citizens. 
According to the World Bank’s 2015 Kyrgyz Republic Corruption and Poverty Survey, the most 
widely used services in the country have a high incidence of corruption. The “Graft Index,” defined 
as the number of reported bribes divided by the number of reported transactions, is 24 percent in 
public education, 19 percent in employment and social security assistance, and 24 percent in 
identification, passport and registration services. Unpredictability and poor information about 
government services contribute to the ability of public officials to extort unofficial payments while 
delivering low-quality services. 

49. The introduction of public service standards increases the accountability of 
government officials for providing clearly defined services on time, thus reducing the scope 
for corruption. The Kyrgyz authorities are fully committed to the development and adoption of 
service delivery standards. The Law on Public and Municipal Services requires the creation and 
approval of a Uniform Roster of Public Services encompassing services provided by executive 
agencies, their affiliates and subordinate institutions. At present, the Uniform Roster includes 373 
public services, including education, health, social protection, administrative services and other 
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services, of which 224 are fee-based and 149 are free of charge.15 In order to streamline the 
provision of public services, the government has begun developing and approving relevant service 
standards and administrative procedures. Service delivery standards specify qualitative criteria for 
public service provision, such as the timeframe for service delivery, the locations where the service 
is delivered, standards of conduct of public officials, etc. The administrative procedures delineate 
the process of service provision and serve as guidelines for service providers. Templates for both 
service standards and administrative procedures have been adopted by two separate government 
resolutions.16 Government bodies are expected to develop standards and administrative procedures 
according to these templates and submit them to an interagency committee for review and 
approval, after which those standards and procedures are ready for formal adoption. 

50. The following prior actions and indicative triggers are proposed:  

Prior Action #3.  The Government of the 
Kyrgyz Republic adopts service delivery 
standards for at least 90 public services, 
including in the key areas of public education, 
social security and employment, and ID 
services.  

(Indicative) Trigger #3. The Government of 
the Kyrgyz Republic: (i) adopts service 
delivery standards for an additional 120 
services; (ii) adopts administrative procedures 
for at least 20 services; and (iii) establishes a 
monitoring mechanism for implementing the 
adopted standards and procedures. 

51. Expected Results: More transparent service delivery standards, ultimately resulting in 
greater accountability of public officials and lower petty corruption, as reflected in a lower Graft 
Index in key public service areas such as education, health, social protection, and administrative 
services. 

Objective 3: Strengthening Energy Sector Governance  

52. Weak governance and poor financial viability are the root causes of the chronic crisis 
in the Kyrgyz Republic’s energy sector. The supply of power and heat are unreliable due to 
antiquated and poorly maintained infrastructure, as well as weak governance and a lack of 
transparency and accountability. In turn, low electricity and heating tariffs compromise the 
financial viability of the sector, leading to severe underspending on maintenance and new 
investments, and distort pricing signals, which results in inefficient consumption. The Kyrgyz 
Republic has the lowest electricity tariffs in the Europe and Central Asia (ECA) region and one of 
the lowest worldwide; as a result, the sector constitutes a significant source of quasi-fiscal 
liabilities, as deficits of the power sector alone average two percent of GDP per year, covered by 
government loans. Weak governance and inadequate regulatory frameworks lead to executive 
discretion, arbitrary and non-transparent decision making about the allocation of funds in the 
sector, and lack of accountability for services delivered to consumers. As a result, Kyrgyz citizens 
perceive corruption in the energy sector as pervasive.  

                                                            
15 The Uniform Roster was approved by the Government Resolution No. 85 on February 10, 2012. 
16 The template for standards was approved in 2012 (Decree No. 603), while the template for administrative procedures 
was approved in 2014 (Decree No. 287-p). 
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53. The proposed DPO series supports governance and tariff reforms in the energy sector 
as part of a medium-term reform agenda. The operation focuses on two reform areas that were 
launched under the recently approved Energy Sector DPO: (i) improving the financial viability of 
the energy sector through transparent tariff reforms, and (ii) strengthening transparency and 
accountability in the sector. These reforms will help address both the perceptions of grand 
corruption in the distribution of funds in the sector, as well as petty corruption in the provision of 
energy services. They will also help improve the quality of services delivered by reinforcing the 
financial position of operators and promoting public accountability measures, and they will reduce 
fiscal pressure on the state budget by promoting cost-recovery pricing objectives.  

 Improving Economic Governance of the Energy Sector: Transparent Tariff Reform 

54. The government has taken important steps toward transparent tariff reforms. On 
November 20, 2014 the government approved the Medium-Term Tariff Policy (MTTP) for the 
power and heating sectors for 2014-17 (Resolution No.660), which calls for tariff increases for 
different consumer groups designed to gradually achieve cost recovery. On December 11, 2014 
the Regulatory Agency of the Fuel and Energy Complex enacted tariff increases for 2015 (Order 
No.45). However, additional policy actions will be necessary to complete these reforms. 

55. The proposed DPO series will support the government in implementing phased tariff 
reforms to ensure the sector’s financial viability. DPO 1 will support the approval of a tariff-
setting methodology for heating companies as the first step toward transparent heating pricing. 
DPO 2 will build on this reform by supporting an update and extension of the MTTP through 2018. 
This will enable the government to continue revising electricity and heating tariffs towards long-
term cost recovery levels in a gradual and predictable manner, while taking into account the 
significant decline in world oil and gas prices. 

56. The following prior actions and indicative triggers are proposed:  

Prior Action #4. The Government of the 
Kyrgyz Republic, through the State Regulatory 
Agency of the Fuel and Energy Complex, 
adopts a tariff-setting methodology for heating 
sector companies. 

(Indicative) Trigger #4. The Government of 
the Kyrgyz Republic adopts a revised 
Medium-Term Tariff Policy for 2014-17, 
consistent with the medium-term objective of 
improving the financial viability of the sector. 

 (Indicative) Trigger #5. The Government of 
the Kyrgyz Republic extends the revised 
Medium-Term Tariff Policy by one year 
(through 2018) in accordance with the 
objective of increasing sector revenues. 

 Promoting Transparency, Accountability, and Rules-Based Governance in the 
Energy Sector 

57. Regulatory reforms must accompany tariff reforms in order to ensure increased 
accountability by power and heating companies, build consumer confidence and encourage 
the acceptance of reforms. On November 14, 2014 the government designated a single entity, 
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the State Regulatory Agency of the Fuel and Energy Complex, for economic regulatory functions 
in the energy sector (Resolution No.650).  

58. The State Regulatory Agency of the Fuel and Energy Complex has been made 
responsible for the allocation of funds collected from end-users across electricity generation, 
transmission and distribution companies. This is an important change. Previously, payments 
collected from energy consumers were allocated across companies based on a monthly ministerial 
order and did not systematically correspond to the actual volumes of power made available to 
distribution companies. DPO1 will support the adoption of a Government Resolution delineating 
rules-based governance of the allocation of funds to electricity sector companies based on tariffs 
and volumes, rather than executive discretion. Not only will this result in increased transparency, 
but the reform is also expected to create incentives for distribution companies to improve their 
operational and financial performance, including collection. 

59. The agency will also take steps to increase the government’s accountability for 
heating services delivered to the population. DPO1 will support transparency, accountability 
and performance management by establishing a performance reporting and monitoring framework 
for the heating sector. Key performance indicators for the sector will include the number of 
breakdowns, the amount of heat generated in the districts, as well as the number of complaints. 
The previous DPO series supported a similar reform for the power sector, Regulation No.33, which 
was issued by the State Regulatory Agency of the Fuel and Energy Complex on November 10, 
2014. 

60. Going forward, it will be important to ensure the functionality, independence, and 
funding of the State Regulatory Agency of the Fuel and Energy Complex, so it can continue 
to act as an impartial regulator of the energy sector. DPO 2 will focus on strengthening decision 
making within the agency, as well as adopting a sustainable funding mechanism to ensure adequate 
financial resources for the Agency.  

61. The following prior actions and indicative triggers are proposed:  

Prior Action #5. The Government of the Kyrgyz 
Republic adopts a Resolution that institutes a new 
cash settlement mechanism between electricity 
generation, transmission and distribution 
companies, which ensures that cash allocations are 
automatic and consistent with the tariffs approved 
by the State Regulatory Agency of the Fuel and 
Energy Complex. 

 

Prior Action #6. The State Regulatory Agency of 
the Fuel and Energy Complex adopts a 
Performance Reporting and Monitoring 
Framework for the heating sector. 

(Indicative) Trigger #6. The Government of the 
Kyrgyz Republic adopts a Resolution establishing 
the governance structure and funding mechanism 
for the State Regulatory Agency of the Fuel and 
Energy Complex to increase its autonomy and 
ensure that it has adequate financial resources.  
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62. Expected Results: (i) Increased financial viability of the energy sector, measured by a rise 
in cash collected per kWh of power generated and per Gcal of heat generated by the Bishkek 
Central Heating Plant; (ii) Improved accountability for heating service provision, with disclosed 
quarterly key performance indicators for the heating sector.  

Pillar II: Strengthening Private Sector Competitiveness  

63. Reforms under the second pillar support three policy objectives: (i) promoting trade, 
in the context of the Kyrgyz Republic’s recent accession to the EEU; (ii) enhancing the business 
environment to stimulate private-sector-led growth; and (iii) improving internet connectivity as an 
important catalyst for private sector development. Accomplishing these goals will allow Kyrgyz 
businesses to access the larger markets of EEU member countries and improve private sector 
competitiveness more broadly. In addition, expanding the coverage of internet connectivity to rural 
areas and improving its quality is an important driver of shared prosperity. 

64. The reforms supported under this pillar build a foundation for the Kyrgyz Republic 
to reap the long-term benefits of economic integration. Joining the EEU’s customs union gives 
Kyrgyz producers an opportunity to reach a much larger market, while creating demand to reform 
the investment climate in directions that will be necessary to compete on a regional or global scale. 
This will facilitate a long-term transition from a gold- and remittance-dependent economy toward 
a competitive economy integrated into regional and global trade networks. This transition will take 
time, and it will require the Kyrgyz Republic to increase the quality of its infrastructure and testing 
services, as well as the knowledge and capacity of domestic producers. This operation builds on 
existing strengths, capacities, and ongoing World Bank Group support in order to strengthen the 
foundation for this transition, while using other complementary instruments and partnerships to 
achieve long-term results. It targets specific binding constraints to the private sector, within a 
broader policy agenda supported by development partners. It is complementary to the Asian 
Development Bank’s parallel budget support engagement, which seeks to, inter alia, improve 
access to finance for the private sector, encourage private sector participation in physical and social 
infrastructure and facilitate FDI in the Kyrgyz economy. 

Objective 1. Promoting Trade  

65. At present, export and import procedures are particularly complex in the Kyrgyz 
Republic. According to the 2016 Doing Business report, the Kyrgyz Republic ranks 83rd out of 
189 countries on the Trading Across Borders indicator. The time to export, at 51 hours, compares 
favorably to the ECA average of 59 hours, but the total cost to export, at US$675 per container, is 
considerably higher than the ECA average of US$363. The comparable import figures for the 
Kyrgyz Republic are 73 hours and US$712 compared to an ECA average of 50 hours and US$310. 
Beyond time and cost, border compliance is still done almost exclusively through physical 
inspection, and the limited use of ICT and risk-based control creates extensive opportunities for 
corruption. In the most recent Enterprise Survey, the single greatest response on corruption was 
related to importing goods, with 65.5 percent of firms expected to pay bribes, compared to an ECA 
average of just 10.5 percent. In order to reduce the time and cost of trade, the MoE prioritizes a 
number of activities to be achieved in the short and medium term, including the abolition of the 
sales tax for exports to promote exports to EEU member and non-member countries, as well as a 
significant overhaul of the institutional and legal/regulatory framework governing food safety.  
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66. DPO1 will support reform measures to abolish the sales tax for exporters. This reform 
will contribute to the optimization of indirect taxes, particularly VAT and sales tax. Currently, 
sales tax on exports is still applied, rendering export procedures cumbersome and expensive and 
putting Kyrgyz producers at a significant cost disadvantage in foreign markets. Besides the burden 
involved in complying with the sales tax, exporters are taxed twice—first in Kyrgyzstan and then 
in the destination country—as the sales tax, unlike the VAT, is not refunded. According to the 
current Tax Code, all exports of goods and services are subject to a sales tax of 2 percent on goods 
exports and 3 percent on services. While abolishing the sales tax for exporters is likely to result in 
a loss of public revenue, this can be more efficiently compensated through a gradual increase in 
the VAT rate. 

67. DPO2 will support the adoption of a new Law on Food Safety to, inter alia, provide a 
sound legal basis for an integrated system of risk-based food-safety inspections and to define 
clear requirements for Food-Business Operators (FBOs). Food product exports amounted to 
US$120 million in 2013, of which more than 25 percent were sold to EEU member countries. 
While the Kyrgyz Republic is relatively well prepared to meet EEU requirements, with its 
internationally accredited laboratories, it must resolve several institutional and legislative 
challenges in order to achieve compliance with new requirements under the EEU. Additional 
efforts are also required to increase export readiness, particularly in food industries. The new Law 
on Food Safety will introduce more efficient and reliable controls and supervisory systems for food 
safety, improve coordination among supervisory bodies, and establish a single state inspection for 
food safety control and supervision. It will also establish clear requirements for FBOs, including 
the introduction of Hazard Analysis Critical Control Point (HACCP) certification, traceability, and 
FBO liability. The Law on Food Safety is being drafted in consultation with stakeholders under 
the World Bank Group’s Investment Climate TA, and it will ensure more efficient state control of 
the food industry, which will make Kyrgyz food producers more competitive in international 
markets. 

68. The following prior actions and indicative triggers are proposed:  

Prior Action #7. The Government of the 
Kyrgyz Republic submits to parliament 
amendments to the Tax Code abolishing sales 
taxes for exporters. 

(Indicative) Trigger #7. The Government of 
the Kyrgyz Republic submits to parliament a 
new Law on Food Safety. 

69. Expected Results: More manageable and cheaper export procedures due to the abolition 
of export sales taxes for both goods and services for all export destinations. Greater export 
readiness among Kyrgyz firms, as measured by an increasing number of firms: (i) with certified 
HACCP; and (ii) included in the EEU register of FBOs and allowed to export to the EEU.  

Objective 2. Enhancing the Business Environment 

70. Businesses in the Kyrgyz Republic face high administrative costs of paying taxes. The 
number of tax payments per year per business (52) is far above the regional average (20.5); the 
number of hours required to complete tax declarations is comparatively high (210); and 52.5 
percent of businesses identify complicated tax administration as one of the key challenges for 
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business development according to the 2015 Doing Business report. VAT refunds are particularly 
problematic and a major issue raised by investors as an obstacle to their operations in the Kyrgyz 
Republic. In addition, social security contributions, fees, and other mandatory charges must be 
paid to the Social Fund of the Kyrgyz Republic rather than the tax committee. Furthermore, 
entrepreneurs do not have the option to pay social contribution and taxes at the same time, and 
have to make payments to specific banks separately for social contributions and other tax 
payments. As a result, enterprises in the Kyrgyz Republic spend an average of 5.6 days per year 
making separate payments to the Social Fund.  

71. DPO1 will support amendments to the Tax Code to streamline the administration of 
the VAT. These amendments will introduce new practices whereby a range of VAT invoice 
numbers will by assigned to taxpayers, thus replacing the need for paper-based invoices that are 
currently purchased from tax services. The law will also have provisions for expediting VAT 
refund procedures, through a so-called “green channel”, for trustworthy businesses, with taxpayer 
trustworthiness identified based on risk analysis. These changes would significantly reduce 
compliance costs related to administration of VAT invoices and improve the cash-flow of firms -
particularly exporters- able to avail themselves of the streamlined refund procedures. 

72. DPO2 will support legislative changes that begin to transfer the administration of 
social insurance payments from the Social Fund to the State Tax Service (STS), thus reducing 
the time required for businesses to administer social insurance contributions. This requires 
amendments to a package of laws, including amendments to the Tax Code and the legislation 
governing social insurance payments. The government plans to begin by transferring the 
administration of social insurance payments for the self-employed, while launching pilots for 
businesses. The World Bank Group is currently providing TA to STS to ensure that it has adequate 
institutional capacity to administer social insurance payments. 

73. The following prior actions and indicative triggers are proposed: 

Prior Action #8. The Government of the 
Kyrgyz Republic submits to parliament 
amendments to the Tax Code to streamline 
VAT administration by eliminating paper-
based VAT invoicing and assigning a range of 
numbers for invoicing, and introduce 
simplified procedures for VAT refund for 
trustworthy taxpayers. 

(Indicative) Trigger #8. The Government of 
the Kyrgyz Republic (i) transfers 
administration of social insurance payments 
from the Social Fund to the State Tax Service 
for the self-employed; and (ii) carries-out 
pilots for businesses. 

 

74. Expected Results: Lower administrative cost of paying taxes and social contributions as 
measured by a growing share of: (i) VAT refunds processed through the ‘green channel’; and (ii) 
firms filling reports on social contributions with the State Tax Service. 

75.  Sanitary and radiology inspections constitute an additional burden on firms. 
Enterprise surveys indicate that the inspection process is unsystematic and opaque, resulting in 
needless additional transactions between firms and government officials and creating room for 
rent-seeking. While progress has been made, including through measures supported by the 
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previous DPO series—such as amendments to the legislative framework that reduced the number 
of inspections and allowed for the introduction of risk-based inspections; and the launch of a risk-
based inspections coordination module—much remains to be done to improve the efficiency and 
targeting of the inspections framework.  

76. DPO1 will support further improvements to the risk criteria for inspections. The 
government plans to amend its current resolution On Setting Risk Criteria for Inspections to allow 
for less-frequent inspections for entities with lower levels of risk. This offers the double benefit 
of: (i) allowing inspection services to better target their efforts to high-risk firms, while limiting 
the scope for rent-seeking in the inspections process; and (ii) reducing the burden inspections 
impose on firms while safeguarding the public interest. Specifically, the new criteria will reduce 
the number of possible inspections by the Sanitary Department by half and introduce criteria for 
radiology inspections, which did not exist previously.   

77. DPO2 will further support increasing the efficiency of inspections. This will be 
achieved through developing clear guidelines for inspections, including checklists setting out the 
requirements for businesses during inspections, thus streamlining the process and making it more 
transparent. In addition, systems will be developed to give firms opportunities to provide feedback 
on inspections so as to measure, track and ultimately improve their quality. 

78. The following prior actions and indicative triggers are proposed: 

Prior Action #9. The Government of the 
Kyrgyz Republic amends its Resolution On 
Improving Risk Criteria for Inspections to 
allow for less-frequent inspections for entities 
with lower levels of risk. 

(Indicative) Trigger #9. The Government of 
the Kyrgyz Republic adopts guidelines for 
inspections’ checklists and institutes feedback 
mechanisms to measure, track and improve the 
quality of inspections. 

79. Expected Results: A lower administrative burden on firms due to overuse of inspections, 
as reflected in reduced inspection coverage by the Sanitary Department, measured as the share of 
firms inspected annually. Improved systems to provide feedback on inspections and thus improve 
their quality, as measured by the number of firms’ feedback on inspections received. 

Objective 3. Improving Connectivity   

80. The proposed DPO program supports two of the government’s key priorities for 
expanding internet access across the Kyrgyz Republic. The first priority is to expand wireless 
network coverage and effectiveness. The ongoing migration from analog to digital television will 
free up radio spectrum frequencies previously used for television services. Using these frequencies 
will help telecommunication companies reduce the cost of deploying wireless networks, making 
them more effective for use in rural telecommunications. Another priority is to increase 
international connectivity. The availability of bandwidth at the moment is both relatively 
constrained and excessively reliant on Kazakhstan. The amendments to the Law on 
Telecommunications, approved by parliament and signed by the President on December 23, 2014, 
and the subsequently adopted secondary legislation define a standardized set of guidelines 



25 
 

regarding how telecommunications networks can deploy high-capacity fiber optic cables for 
international connectivity.  

81. The authorities aim to ensure competitiveness of the connectivity market and provide 
a level playing field for all market players. The sector’s regulator, the State Communications 
Agency (SCA), plans to undertake a market analysis of the wholesale internet connectivity market 
to ensure that it is competitive. If a dominant firm or firms exist, SCA will define specific 
competition safeguards, such as tariff regulation or open access rules, to ensure a level playing 
field in the market. In order to ensure that all players, including internet service providers and other 
electronic communications service providers, can protect their legitimate interests and address 
their disputes efficiently, the authorities plan to establish a dispute-resolution mechanism based on 
international good practices at a competent public body. Due to its proximity to the market, the 
SCA is well placed to perform this role. Formal dispute-resolution procedures would serve as a 
market self-regulation mechanism and alleviate the burden on the national court system. 

82. The proposed prior action and indicative trigger support the government’s existing 
programs for broadband connectivity, reflecting the findings of the 2016 World 
Development Report.17 The report underscores the importance of competition and legal certainty 
as essential determinants of private investment in ICT. Moreover, the supported reforms would 
also lay the groundwork for implementing the regional Digital Central Asia-South Asia (CASA) 
Project under preparation. The series of projects under the Digital CASA aims to implement a 
regional, cross-border approach to improve broadband internet connectivity in the landlocked 
countries of Central Asia and parts of South Asia by catalyzing private sector investment in 
infrastructure and modernizing relevant policies and regulatory frameworks.18  

83. The following prior actions and indicative triggers are proposed: 

Prior Action #10. The Government of the 
Kyrgyz Republic, through the Ministry of 
Transport and Communication and the State 
Border Service Agency, adopts regulations 
setting-out the rules and procedures by which 
authorized telecommunications companies can 
deploy cross-border telecommunications 
cables, in order to ensure competition in the 
international connectivity market and create 
time-bound and transparent procedures. 

(Indicative) Trigger #10. The Government of 
the Kyrgyz Republic, through the State 
Communications Agency: (i) submits to 
parliament amendments to the Law on 
Electronic Communications to promote 
competition in the issuance of the radio 
spectrum resource for providing data 
transmission; and (ii) adopts a procedure for 
dispute resolution between electronic 
communications service providers. 

84. Expected Results: Greater competition in the sector, leading to a measurable increase in 
the international internet bandwidth (Mbit/s) during the life of the operation, and increased access 

                                                            
17 World Bank: “World Development Report 2016: Digital Dividends”, 2016  
18 The Digital Central Asia-South Asia Program aims to improve telecommunications and Internet connectivity 
throughout the region, focusing initially on connecting the relatively underserved markets of Afghanistan, Kyrgyz 
Republic, and Tajikistan. The Kyrgyz Republic has sent a request to the World Bank to join this program. The PCN 
for Kyrgyz Republic (P160230) is tentatively scheduled for September 2016, with a presentation to the Board 
tentatively projected for FY18. 
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to broadband internet in the country over the long run; enhanced international connectivity through 
the deployment of new cross-border connections; increased private investment in national wireless 
broadband infrastructure, leading to more wireless broadband internet users and higher demand 
for the international internet bandwidth (existing and deployed cross-border telecommunication 
cables); improved competitiveness in the market; and consistent grievance redress in the sector. 

Table 4: DPO Prior Actions, Analytical Underpinnings and Technical Assistance 

Prior Actions Analytical Underpinnings 

Operation Pillar 1: Improving public sector governance  

Prior Action #1. The Government of the Kyrgyz Republic submits the 
draft Law on Conflict of Interest to parliament  

TA on conflict of interest under the 
Capacity Building for Economic 
Management Project (2014);  
TA on conflict of interest under the 
implementation of the PSRR (2013-
2016).  

Prior Action #2. The Government of the Kyrgyz Republic, through the 
Ministry of Finance, issues a Regulation establishing an Independent 
Complaint Review Commission for public procurement. 

Country Fiduciary System Review Report 
(2012); 
Public Expenditure and Financial 
Accountability Assessment (2014); 
World Bank TA engagement. 

Prior Action #3. The Government of the Kyrgyz Republic adopts 
service-delivery standards for at least 90 public services, including in 
the key areas of public education, social security and employment, and 
ID services 

TA under the implementation of the 
PSRR (2013-2016); 
World Bank Kyrgyz Republic Corruption 
and Poverty Survey (2015); 
European Bank for Reconstruction and 
Development Life in Transition Survey 
(2010). 

Prior Action #4. The Government of the Kyrgyz Republic, through the 
State Regulatory Agency of the Fuel and Energy Complex, adopts a 
tariff-setting methodology for heating sector companies. 

Energy Sector DPO; 
Electricity Supply Accountability and 
Reliability Improvement Project; 
Tariff-Setting Methodology TA 
(ongoing). 

Prior Action #5. The Government of the Kyrgyz Republic adopts a 
Resolution that institutes a new cash settlement mechanism between 
electricity generation, transmission and distribution companies, which 
ensures that cash allocations are automatic and consistent with the 
tariffs approved by the Regulatory Agency of the Fuel and Energy 
Complex. 

Prior Action #6. The State Regulatory Agency of the Fuel and Energy 
Complex adopts a Performance Reporting and Monitoring Framework 
for the heating sector. 

Operation Pillar 2: Strengthening private sector competitiveness  

Prior Action #7. The Government of the Kyrgyz Republic submits to 
parliament amendments to the Tax Code abolishing sales taxes for 
exporters. 

World Bank-executed Trade and 
Competitiveness Advisory Program 
(2009-17). 
 
Business Environment and Enterprise 
Performance Survey (BEEPS) 2013 

Prior Action #8. The Government of the Kyrgyz Republic submits to 
parliament amendments to the Tax Code to streamline VAT 
administration by eliminating paper-based VAT invoicing and 
assigning a range of numbers for invoicing, and introduce simplified 
procedures for VAT refund for trustworthy taxpayers. 
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Prior Actions Analytical Underpinnings 

Prior Action #9.  The Government of the Kyrgyz Republic amends its 
Resolution On Improving Risk Criteria for Inspections to allow for 
less frequent inspections for entities with lower levels of risk. 

Prior Action #10. The Government of the Kyrgyz Republic, through 
the Ministry of Transport and Communication and the State Border 
Service Agency, adopts regulations setting-out rules and procedures 
by which authorized telecommunications companies can deploy cross-
border telecommunications cables, in order to ensure competition in 
the international connectivity market and create time-bound and 
transparent procedures. 

Advisory Services and Analytics 
undertaken in FY13 and FY14 to identify 
opportunities and challenges in regional 
and cross-border telecommunications 
connectivity in Central Asia.  

C. LINK TO CPS AND OTHER BANK OPERATIONS   

85. The proposed programmatic operation is fully aligned with the FY2014-2017 CPS 
and the CPS PLR (February 2016). The CPS, approved in June 2013, focuses on supporting the 
government in tackling the country’s overriding development challenge of improving governance. 
This is reflected in the government's National Sustainable Development Strategy 2013-17, which 
adopts improved governance and reduced corruption as unifying themes and as the basis for the 
country's economic and social development. The CPS’s strategic goal is to help reduce extreme 
poverty and promote shared prosperity through support for improved governance. 
Correspondingly, the CPS proposes three broad areas of engagement: public administration and 
public service delivery, the business environment and investment climate, and the management of 
natural resources and physical infrastructure. The CPS envisions a balance of investment and 
development policy lending in the context of a satisfactory macroeconomic framework and reform 
implementation record. The two pillars of the proposed programmatic operation are aligned both 
with the objective of improving governance and with two of the three areas of engagement: public 
administration and public service delivery and the business environment and investment climate. 
The CPS PLR concluded that the overarching focus on governance and the CPS areas of 
engagement remain valid, while noting that the deteriorated external environment called for 
additional focus on job creation through exploiting new opportunities for private sector 
development in the context of EEU membership. 

86. Several World Bank capacity-building operations and analytical and advisory 
activities have been supporting the implementation of the identified reform agenda. These 
include: TA support for the implementation of the PSRR; public procurement TA using Trust Fund 
and Institutional Development Fund (IDF) resources; a public financial management (PFM) 
capacity-building project supported by several development partners; joint donor coordination 
efforts to support the implementation of the PSDP, funded by IDF resources; Investment and 
Competiveness TA; and consultation of the World Bank’s Doing Business team. Energy reforms 
have been supported by the Energy Sector DPO, the Electricity Supply Accountability and 
Reliability Improvement Project, and an ongoing TA on tariff-setting methodology. 

D. CONSULTATIONS AND COLLABORATION WITH OTHER DEVELOPMENT PARTNERS  

87. The World Bank has collaborated closely with the IMF and other development 
partners on the proposed programmatic operation. The World Bank team has discussed the 
macro-economic framework with the IMF country team extensively. In addition, DfID supported 
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the World Bank’s TA activities in public sector governance, including implementation support to 
the Prime Minister’s Office on the PSRR through a recently completed Externally-Funded Output 
(EFO). The World Bank has closely coordinated the energy sector reforms supported by the 
proposed operation with the energy sector donor working group represented by the Asian 
Development Bank, the World Bank, Japan International Cooperation Agency, Germany 
Development Bank and the United States Agency for International Development. The private 
sector competitiveness agenda has been strongly supported by IFC advisory services on tax 
administration, inspection and permits reform.  
 
88. The government has held extensive public hearings on a number of prior actions and 
related reforms, including on conflict of interest, energy, food safety and the budget code. 
Several of these consultations have been supported by the World Bank’s ongoing technical 
assistance projects and involved multiple stakeholders, including all branches of government and 
civil society. In some cases, this led the team to reconsider prior actions that were initially included 
in the program’s concept stage.19 In other instances, most notably with regard to the Budget Code, 
these consultations led to multiple revisions of draft legislation so as to achieve maximum 
consensus. Finally, the World Bank team conducted public consultations on the proposed program 
with civil society organizations, which created a platform for civil society to engage in the 
monitoring of the reforms and their results, as well as in the design of triggers for DPO2. Specific 
suggestions adopted by the team and reflected in indicative triggers include: (i) the need to ensure 
that the Independent Complaints Review Commission for public procurement receives 
implementation support to carry out its functions; (ii) the importance of strengthening the capacity 
and governance of the energy sector regulator; and (iii) the need to complement the adoption of 
service standards with dissemination and accountability measures.  

V. OTHER DESIGN AND APPRAISAL ISSUES 

A. POVERTY AND SOCIAL IMPACT   

89. Poverty analysis shows that changes in poverty are closely linked to economic growth, 
while corruption also significantly affects the poor. A majority of households view corruption 
as a major problem in the Kyrgyz Republic. According to a recent household survey, which 
specifically included questions related to the incidence and practice of petty corruption, more than 
90 percent of respondents perceived corruption as a major issue. Households reported that one out 
of six interactions involving public services entails some type of bribe. The national level graft 
index, according to survey information, has been estimated at 16 percent. Survey data further 
suggests that all groups of households are vulnerable to corruption. While respondents from all 
income quintiles report being “asked” for bribes, the richest and poorest seem to be most exposed 
to corruption, though likely in relation to different public services. The poorest quintile and top 
quintile experienced corruption 20 percent and 22 percent of the time, respectively, while 
accessing public services. The cost of corruption for households is high, reaching 6.3 percent of 
the household budget for the poorest population, which is twice as high as the share of electricity 
expenditures. 

                                                            
19 For instance, this includes the initially proposed prior action concerning the elimination of the mandatory certificate 
of origin, which businesses feared could have led to abuse. 
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90. Thus, policy reforms and measures that positively impact growth and anti-corruption 
will have positive long-term distributional impacts. Successful implementation of policy 
actions under the current DPO should also improve the institutional capacity of the government to 
provide quality public services to its population, particularly those in the bottom income quintiles. 
While direct quantification of the impact of anti-corruption efforts is difficult, fair and transparent 
government procedures and institutions will result in better, client-oriented public services and 
fewer opportunities for rent-seeking. Combined with improvements in the business and regulatory 
climate, this should facilitate much-needed growth in the private sector, where the bottom 40 
percent of the population engages in labor activities. In short, the proposed operation will have a 
positive impact on sustainable economic growth over the medium to long run, and as such will 
contribute to the objectives of shared prosperity and inclusive growth. 

91. Detailed analysis based on 2014 household survey data suggests that the cumulative 
effects of rising energy tariffs on poverty is marginal to moderate, but slightly regressive. 
The graphs below show how the MTTP, which stipulates gradual tariff increases for electricity, 
district heat and hot water, is estimated to impact the population by quintiles of consumption. The 
simulation assumes no changes in the quantities consumed, which reflects the worst case scenario 
(i.e. zero price substitution). Under those assumptions, price increases for electricity and district 
heat and hot water lead to reductions in real income of around 1.7 percent and 3 percent, 
respectively, for the bottom 40 percent of households and to a roughly 1 percentage point increase 
in the overall poverty rate. It has to be noted that while access to electricity is universal, only about 
10 percent of the population—predominantly in Bishkek—have access to district heat and hot 
water. This mitigates the impact of thermo-power tariffs on poor populations. The loss of real 
income due to electricity tariff hikes will be felt equally across the country, but the impact will be 
more pronounced in relative terms for households in the bottom income quintiles, and thus slightly 
regressive. The impact of the increase in tariffs for hot water is the largest and is felt more in 
Bishkek, the region with the lowest poverty rate. 

Figure 6: Estimated impact of the Medium Term Tariff Policy

Source: Staff estimates based on KIHS 2014.  

92. Moreover, a large part of the population is covered by some type of social and/or 
energy benefit. According to household survey data, half of the population was covered by some 
type of social transfer in 2014, including 58 percent in the poorest quintile and 51 percent in the 

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

Lowest quintile2 3 4 Top quintile BishkekUrban Rural

in
 p

er
ce

nt

Cumulative loss/reduction of real income, 2015-17

Electricity District heat Hot water

29.5%

30.0%

30.5%

31.0%

31.5%

32.0%

Baseline
poverty

Poverty w
impact of
electricity

tariff increase

Poverty w
impact of

district heat
and hot water
tariffs increase

in
pe

rc
en

t o
f 

po
pu

la
ti

on

Impact on poverty of tariff increase



30 
 

second-poorest quintile. Pensions are the most common transfer, covering 46 percent of the poorest 
quintile and 42 percent of the second poorest, and they have the most significant impact on poverty. 
In the absence of pensions it is estimated that the poverty rate would double. Around 95 percent 
of pensioners receive electricity compensation. In addition, all benefits were topped-up following 
the 2009 doubling of the electricity tariff. The tariff was rolled back in early 2010, but the increases 
in benefits were not reversed. As per the current medium-term tariff policy, electricity tariffs are 
expected to increase gradually, rising by 20 percent per year from a very low rate, which has not 
changed since 2008. This is in contrast to the 2009 increase, which doubled the tariff overnight. 

93. The World Bank is discussing with the government how best to improve the targeting 
of energy-related subsidies over time. The World Bank has recommended that the government 
restructure and phase out energy-related benefits, which are not well targeted. The World Bank’s 
advice is to restructure energy-related benefits by moving to a proxy means test under the current 
Monthly Benefit for Low-Income Families with children (MBLIF) program, which is the only 
poverty-targeted program in the country. This could be achieved primarily through setting 
coverage targets and introducing energy-related top-ups to the MBLIF, and beneficiaries could 
include households in the bottom 40 percent of the income distribution that are above the MBLIF 
eligibility threshold. While the authorities are considering increasing the MBLIF budget and 
benefit value, recalibrating targeting may take additional time.  

94. Qualitative research suggests that energy sector reforms may involve a gender 
dimension. According to qualitative research carried out in a number of ECA countries,20 this is 
due to (i) the higher vulnerability of female-headed households; (ii) intra-household roles related 
to energy use; (iii) the differentiated impact of coping strategies; and (iv) behavioral differences 
in how men and women interact with relevant institutions, such as energy providers and social 
assistance offices. Specific insights from focus groups in the Kyrgyz Republic suggest that:   

a. Women perform most of the household tasks that require energy, while spending a 
greater amount of time in the dwelling, and are thus more likely to be affected by 
pressures to reduce energy/heating use; 

b. Women would be more affected by coping strategies due to (i) a greater propensity to 
prioritize energy payments over their own needs; (ii) the time and effort involved in 
securing alternative means of energy/heating supply; and (iii) cultural norms making it 
unacceptable for men to borrow money.  

95. However, the relatively low share of energy-related expenditures in total household 
expenditures, which average less than 7 percent, suggests that these impacts are likely to be 
modest. Nonetheless, the World Bank will endeavor to take into account gender dimensions while 
monitoring the results of the DPO, including for instance through the Corruption and Poverty 
Survey and in the context of the tariff-setting methodology TA. 

                                                            
20 The World Bank: “Toward Gender-Informed Energy Subsidy Reform: Findings from Qualitative Studies in Europe 
and Central Asia” (2015) 
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Box 1: Planned electricity tariff increases and protecting the poor 

There are five different energy-related social assistance schemes in the Kyrgyz Republic 

 

Source:  World Bank, Social Assistance Public Expenditure Review (2013) 

The 2013 Public Expenditure Review (PER) recommended adopting a plan to restructure energy benefits 
that largely leak to the non-poor and reallocate spending to poverty-targeted programs. The situation is 
changing in the right direction, albeit slowly and not consistently. Key energy benefits, including compensation to 
pensioners, compensation to public sector employees and compensations in lieu of privileges, have been kept 
constant since 2010. This led to a decrease in spending on these benefits from 1.8 percent of GDP in 2010 to less 
than 1 percent in 2013. The Social Fund plans to phase out the electricity compensation for pensioners by merging 
it with the basic pension. In February, the government approved the Social Protection Program for 2015-2017, 
which envisages (i) an annual minimum 10-percent increase in the Guaranteed Minimum Income used to determine 
eligibility for the MBLIF; and (ii) a relative increase in the MBLIF budget from 33.4 percent of all Ministry of 
Social Development benefit spending in 2014 to 45 percent in 2017.  

The PER also recommended strengthening the MBLIF through better targeting and increased spending. 
The program currently covers 310,000 children, or about 10 percent of the population when all household members 
are included, but it reaches less than one-third of households in the poorest quintile. Spending on the MBLIF was 
equal to KGS 2,061 million, or about 0.5 percent of GDP, in 2014. Improving the MBLIF’s targeting will involve 
a shift from direct means testing to a proxy means test. The World Bank social protection team is trying to facilitate 
this transition; however, this has proven to be difficult and has taken longer than expected. Potential reforms include 
introducing an energy-related top-up to the MBLIF benefit and establishing a second income threshold to cover a 
larger part of the bottom 40 percent of the income distribution with incomes above the MBLIF threshold. In light 
of the planned gradual increase in electricity tariffs, the MBLIF could become a platform for additional targeted 
energy benefits. The World Bank will continue to work with the government to strengthen the MBLIF and to design 
and adopt a time-bound plan to phase out existing energy benefits. 

Source: World Bank staff. 

B. ENVIRONMENTAL ASPECTS  

96. The specific policies supported by the DPO program are not expected to have adverse 
effects on the environment and natural resources. Implementation of the energy sector policy 
actions supported by the proposed DPO1 is not likely to have a significant impact on the 
environment, forests and natural resources. By supporting energy tariff reforms, which will help 
to correct distorted price signals, the operation is likely to have positive environmental benefits. 
Energy intensity in terms of electricity consumption per capita and square meter in buildings is 
relatively high in the Kyrgyz Republic compared to countries with similar climates and income 
levels. Gradually increasing energy tariffs will therefore create incentives for households and 

Social Assistance Program Implementing 
Agency 

Number of direct 
beneficiaries (individuals 
or households) 

Spending
(in mln 
KGS)  

Electricity compensations to pensioners Social Fund 553,900 1,747.7 

Compensations in lieu of privileges Ministry of Social 
Development 

54,245 1,530.1 

Life-line tariff for high-altitude areas Ministry of Finance, 
local govt.  

178,568 households 118 

Compensations to public servants Ministry of Finance 52,215 10.44 

Utility subsidy (only Bishkek) Bishkek City 
Administration 

3,909 households 25.1 
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industries to more efficiently use energy and/or reduce consumption. Given that current levels of 
electricity and district heating tariffs are exceptionally low and that switching to alternative fuels 
generally requires up-front investments, the tariff increases are not likely to trigger households and 
business to switch to alternative fuel sources, including more polluting fuels. Other policy actions 
supported by the operation have been found to be environmentally neutral. 

C. PFM, DISBURSEMENT AND AUDITING ASPECTS  

Accounting, Recording, and Reporting  

97. Improvements in accounting, recording and reporting systems are necessary. While 
the limited computerisation of treasury functions now enables partial reconciliation of information 
between regional treasuries, local transit banks, the central treasury and the National Bank, there 
is no comprehensive automation of accounting, recording, and reporting. Monthly and quarterly 
reconciliations between the records of budgetary organisations and those of the central treasury 
take place, though the arrangements are cumbersome and likely do not resolve all data errors. A 
fully integrated system is being developed; though progress is very slow. Quarterly reports are 
submitted to the President, the parliament and the Prime Minister. By mid-May of each year, the 
government submits a report for the execution of the budget (cash-based) for the previous year to 
the parliament. The report includes extensive information on revenues and expenditures; however, 
it does not include accounting policies and is not supported by commentary that would assist in its 
interpretation. The government’s budget is published on the MoF’s website (www.minfin.kg) and 
monthly execution tables are published on the website of the central treasury (www.kazna.kg) 
within a month.  

98. National accounting and reporting standards for the public sector have not yet been 
developed. The 2012 amendments to the Law on Accounting mandated the adoption of 
International Public Sector Accounting Standards (IPSAS) by all budget organizations. However, 
the legal and methodological framework, as well as the institutional mechanisms, required to 
transition to international standards are insufficient. A recent IPSAS gap assessment revealed 
significant differences between the country’s legislative framework for regulating public sector 
accounting and IPSAS, as well as a substantially larger gap between actual accounting practices 
and the prevailing legislative framework. The assessment proposes a practical and achievable 
roadmap for accounting reforms, which is tailored to fit the country’s accounting environment and 
needs. The MoF and high-level officials in the Kyrgyz Republic have demonstrated a strong 
commitment to strengthening public sector accounting, which is a key factor for successful reforms.  

Public Sector Auditing 

99. Public sector auditing is performed by the Chamber of Accounts (CoA), the 
equivalent of a supreme audit institution. The CoA is still in the initial phases of its 
development, and auditing functions are limited to the budget execution report prepared by the 
Ministry of Finance. The CoA reports its findings to the parliament. No audit opinion is given; 
instead, a report of errors and violations is submitted. The CoA’s audit of revenues and 
expenditures each year is incomplete and the standards for auditing financial statements are not 
transparent. In addition, the CoA audits budget organizations; however, it does not separate 
reporting on financial statements from compliance and performance audits. Ongoing technical 
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assistance to the CoA by the World Bank and EU should enable the CoA to develop its capacity 
to conduct financial audits in accordance with international standards. 

100. Internal audit capacity is weak overall; however, recent reforms should gradually 
strengthen this function. Institutional capacity for effective internal audit practices, including 
quality assurance by the central harmonization unit of the Ministry of Finance, is limited but 
developing. In addition, awareness of the internal audit function within the public sector is low. In 
line with the 2009 Law on Internal Audits, internal audit units are currently established in 20 
agencies. Important steps have been taken recently in this area by the government. National 
internal audit standards based on international standards (i.e. the International Professional 
Practices Framework) were approved by the government in June 2014 and were successfully 
piloted in several ministries. There is a common audit methodology framework now in place as a 
result of approved internal audit standards and an internal audit handbook. The legal and regulatory 
framework, along with the recently adopted Code of Ethics, needs to be rolled out in order to serve 
its proper function across the public sector.  

Foreign Exchange Control Environment  

101. The latest safeguards assessment concluded that the NBKR has established important 
safeguards in financial reporting and external and internal audits. The IMF completed the 
update on October 28, 2011 and, in addition, highlighted areas for improvement in NBKR 
operations, including more effective reporting by the audit committee. The proposed new Banking 
Code is expected to strengthen institutional autonomy and give the NBKR sole responsibility for 
the governance of official foreign exchange reserves.  

102. The NBKR has been audited regularly by internationally recognized audit firms. A 
2015 audit of its consolidated financial statements was conducted by the Deloitte & Touche, LLC 
Kyrgyz Republic, which issued an unmodified opinion on the NBKR’s financial statements. 
Previous audited financial statements have also been unmodified, with no major issues raised in 
the management letter. 

Disbursement and Audit 

103. Credit and grant proceeds would be made available to the Kyrgyz Republic upon the 
effectiveness of the Financing Agreement and the submission of withdrawal applications for 
the credit and grant. The IDA will disburse the amount into a foreign currency deposit account 
that forms part of the country’s official foreign exchange reserves held by the NBKR. The 
Government of the Kyrgyz Republic can use the proceeds to: (i) make budgeted foreign currency 
payments directly from this account; (ii) transfer amounts from the foreign currency account to a 
local currency bank account of the GoKR, which the GoKR uses to make payments for budget 
expenditures; or (iii) support a combination of these two approaches. The authorities will report 
the amount deposited in the account to the World Bank and confirm its availability to finance 
budget expenditures within 30 days of receiving the funds. If after depositing funds in this account, 
the proceeds of the credit and/or grant are used for ineligible purposes as defined in the Financing 
Agreement, the World Bank will require the authorities to refund the amounts to the World Bank. 
Amounts refunded to the World Bank in respect of ineligible expenditures will be cancelled from 
the credit. 
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104. Auditing. Considering the World Bank’s knowledge of the country’s public finance 
management systems and ongoing improvements to these systems, the positive assessment of the 
NBKR made by the IMF, and previous unmodified audit reports issued by the NBKR’s auditor on 
recent financial statements, no additional fiduciary arrangements will be required for the deposit 
account. However, taking into account substantial fiduciary risk, the World Bank reserves the right 
to request an audit of the deposit account. This provision will be reflected in the Financing 
Agreement. 

D. MONITORING, EVALUATION, AND ACCOUNTABILITY 

105. The Ministry of Finance is responsible for overall monitoring and evaluation of the 
proposed operation and for coordinating actions among other ministries and agencies. In 
addition, with World Bank support the Prime Minister’s office is monitoring implementation of 
the PSRR, which underpins Pillar 1 actions. The World Bank has an extensive program in a number 
of reform areas, and monitoring the results of the DPO actions will be undertaken through ongoing 
World Bank engagement. The recent World Bank Kyrgyz Republic Corruption and Poverty 
Survey (2015) will be repeated using the same instrument, though possibly focusing on a narrower 
set of indicators. The Energy Tariff Setting TA will also produce baselines and targets for 
indicators on the improved financial viability of the energy sector. Similarly, ongoing TA activities 
related to conflict of interest, public procurement and private sector dialogue will assist the 
government in tracking progress. Moreover, to the extent possible, data collection in the context 
of the Corruption and Poverty Survey, as well as TA activities, will provide gender-differentiated 
findings. 
 
106. Grievance Redress. Communities and individuals who believe that they are adversely 
affected by specific country policies supported as prior actions or tranche release conditions under 
a World Bank Development Policy Operation may submit complaints to the responsible country 
authorities, appropriate local/national grievance redress mechanisms, or the WB’s Grievance 
Redress Service (GRS). The GRS ensures that complaints received are promptly reviewed in order 
to address pertinent concerns. Affected communities and individuals may submit their complaint 
to the WB’s independent Inspection Panel which determines whether harm occurred, or could 
occur, as a result of WB non-compliance with its policies and procedures. Complaints may be 
submitted at any time after concerns have been brought directly to the World Bank's attention, and 
Bank Management has been given an opportunity to respond. For information on how to submit 
complaints to the World Bank’s corporate Grievance Redress Service, please visit 
http://www.worldbank.org/GRS. For information on how to submit complaints to the World Bank 
Inspection Panel, please visit www.inspectionpanel.org 

VI. SUMMARY OF RISKS AND MITIGATION 

107. Overall risk is assessed as high for this operation. Given the inherent complexity of this 
operation, the main risks relate to the political and governance environment, followed by 
implementation and sustainability, stakeholder, macroeconomic, and technical design risks.  

(a) Political and governance risks. While the political environment has stabilized since 
2010 and democratic principles have become firmly established, the vibrancy of the 
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political process also entails challenges to policy continuity. In particular, the short 
lifespan of governments and frequent cabinet dismissals (29 in the past 21 years) 
continue to pose a risk to achieving the program’s development outcomes. However, 
the Kyrgyz authorities have broadly maintained their commitment to key policy 
initiatives, even if implementation has often been delayed. The proposed DPO series 
mitigates these risks by strengthening the state’s ability to fight corruption, improve 
public services and reduce poverty through inclusive growth, which are prerequisites 
for greater political stability. This risk rating is aligned with the assessment included 
in the 2016 Performance and Learning Review of the CPS. 

(b) Macroeconomic risks. Macroeconomic risks are rated as substantial, although they 
are mostly exogenous. They stem largely from adverse regional developments, which 
have put pressure on remittances, exports, exchange rates and prices. Further exchange 
rate depreciation could result in heightened financial sector vulnerability while 
undermining the debt sustainability outlook, which would also deteriorate in the event 
of substantial additional borrowing. Continued economic hardship in neighboring 
countries would affect external balances, through decreased exports, and fiscal 
balances, through lower external tariff revenues. However, these risks are significantly 
mitigated by the joint IMF and World Bank engagements (the ECF and DPO series). 
Together, they provide a solid anchor for fiscal policy planning and incentives for 
implementing key reforms in fiscal management, public sector governance and 
financial sector supervision. 

(c) Sector strategies and policies risks. Frequent changes in government and key 
personnel have in the past affected the ownership of sector reform programs and/or 
resulted in implementation delays. However, all prior actions and triggers in this 
operation have a strong basis in existing sector strategies adopted through official 
government documents, which mitigates the risk to some extent.  

(d) Technical design risks. This operation supports several legislative actions formulated 
as “submissions to parliament,” which entail the risk of delayed enactment and reform 
implementation. However, this risk is mitigated in the context of a programmatic DPO 
series by including triggers that focus on the implementation measures for the same 
legislative actions, such as adoption of secondary legislation. This reflects positive 
lessons learned from previous operations, where the sequencing of legislative prior 
actions and implementation triggers created incentives for timely action. 

(e) Implementation and sustainability risks. Given the complexity and political 
sensitivity of the supported reform agenda, policy reversals are possible, especially in 
energy and public procurement. In energy, planned tariff increases were reversed or 
delayed in the past. In public procurement, draft amendments to the landmark PPL, 
which would reverse key gains, have been under consideration. The DPO-based policy 
dialogue provides the World Bank with leverage and a platform for communicating 
with the government at the highest levels to safeguard these reforms. This risk rating 
is aligned with the assessment included in the 2016 Performance and Learning 
Review. 

(f) Fiduciary risks. Reforms in public financial management require the government’s 
continued attention in order to improve the country’s fiduciary environment. The 
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enactment of the Budget Code, supported by the previous DPO series, lays the 
foundation for a strong public financial management framework. The implementation 
of the Budget Code will help mitigate fiduciary risks over time.  

(g) Stakeholders risks. There are numerous stakeholders within the government involved 
in the design and implementation of policies under both pillars of this operation. 
However, policy coordination and interagency cooperation remain weak. There are 
often multiple actors involved, without a clear delineation of responsibilities and 
accountabilities. With respect to external stakeholders, the government can be 
commended for increasing its use of consultative processes in developing strategy 
documents and draft legislation. However, fostering broad-based support for specific 
reform efforts remains a key challenge, in part reflecting the vibrancy and openness of 
the political process. To mitigate this risk, the World Bank has supported a 
communications campaign for the PSRR that includes broad-based public 
consultations and information campaigns. 

Table 5: Systematic Operations Risk Rating (SORT) 
Category Risk  Rating (High, Substantial, Moderate, 

Low)  
1 Political and governance risk High 
2 Macroeconomic risk Substantial 
3 Sector strategies and policies Substantial 
4 Technical design of project or program Substantial 
5 Institutional capacity for implementation and 

sustainability 
High 

6 Fiduciary risk Substantial 
7 Environment and social risk Moderate 
8 Stakeholders High 
9 Others:   
 Overall High  

Source: World Bank staff.  
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ANNEX 1: POLICY AND RESULTS MATRIX 

Prior Actions Under DPO1 Indicative Triggers for DPO2 Results Indicators (by end 2018) 

Pillar 1: Improve public sector governance through reforms aimed at improving public sector integrity, increasing the quality of public 
services, and strengthening energy sector governance. 

Prior Action #1. The Government of the Kyrgyz 
Republic submits the draft Law on Conflict of 
Interest to parliament. 

(Indicative) Trigger #1. The Government of the 
Kyrgyz Republic issues key secondary legislation 
to implement the Law on Conflict of Interest. 

Percentage of declarations of personal interests of 
public officials verified by the Commissions on 
Ethics to identify potential conflicts of interest. 

Baseline (2016): 0 

Target (2018): 15% of all filed declarations 
(focusing on high-level officials and high-risk 
positions) 

Prior Action #2. The Government of the Kyrgyz 
Republic, through the Ministry of Finance, issues a 
Regulation establishing an Independent Complaint 
Review Commission for public procurement. 

(Indicative) Trigger #2. The Government of the 
Kyrgyz Republic, through the Ministry of Finance, 
issues the Guidance Notes delineating instructions 
on procurement methods and standard bidding 
documents to further operationalize the work of the 
Independent Complaint Review Commission. 

Competition, value-for-money, and controls in 
public procurement PEFA (PI 19) score.  

Baseline (2014): B 

Target (2018): B+   

Prior Action #3. The Government of the Kyrgyz 
Republic adopts service-delivery standards for at 
least 90 public services, including in the key areas 
of public education, social security and 
employment, and ID services.  

(Indicative) Trigger #3. The Government of the 
Kyrgyz Republic: (i) adopts service-delivery 
standards for an additional 120 services; (ii) adopts 
administrative procedures for at least 20 services; 
and (iii) establishes a monitoring mechanism for 
implementing the adopted standards and 
procedures. 

Graft index (i.e. the number of reported bribes as a 
share of the number of reported transactions) in 
key public service areas. 

Baseline (2015): 21% 

Target (2018): 10%  

Prior Action #4. The Government of the Kyrgyz 
Republic, through the State Regulatory Agency of 
the Fuel and Energy Complex, adopts a tariff-
setting methodology for heating sector companies. 

(Indicative) Trigger #4. The Government of the 
Kyrgyz Republic adopts a revised Medium-Term 
Tariff Policy for 2014-17 consistent with the 
medium-term objective of improving the financial 
viability of the sector.  

(Indicative) Trigger #5. The Government of the 
Kyrgyz Republic extends the revised Medium-
Term Tariff Policy by one year (through 2018) in 

Cash collected per Gcal of heat generated by 
Bishkek Central Heating Plant.  

Baseline (2015): 921.83 KGS/Gcal 

Target (2017): 1364.31 KGS/Gcal 

Cash collected per kWh of power supplied to the 
domestic market. 
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Prior Actions Under DPO1 Indicative Triggers for DPO2 Results Indicators (by end 2018) 
accordance with the objective of increasing sector 
revenues. 

Baseline (2015): 0.76 KGS/kWh 

Target (2017): 0.97 KGS/kWh 

Prior Action #5. The Government of the Kyrgyz 
Republic adopts a Resolution that institutes a new 
cash settlement mechanism between electricity 
generation, transmission and distribution 
companies, which ensures that cash allocations are 
automatic and consistent with the tariffs approved 
by the Regulatory Agency of the Fuel and Energy 
Complex. 

 

Prior Action #6. The State Regulatory Agency of 
the Fuel and Energy Complex adopts a Performance 
Reporting and Monitoring Framework for the 
heating sector. 

(Indicative) Trigger #6. The Government of the 
Kyrgyz Republic adopts a Resolution establishing 
the governance structure and funding mechanism 
for the State Regulatory Agency of the Fuel and 
Energy Complex to increase its autonomy and 
ensure that it has adequate financial resources. 

Disclosure of quarterly key performance indicators 
for the heating sector  

Baseline (2015): no 

Target (2018): yes, as of 2017 

Pillar 2: Strengthen private sector competitiveness through measures to facilitate trade, improve the business environment, and promote 
greater connectivity. 

Prior action #7.  The Government of the Kyrgyz 
Republic submits to parliament amendments to the 
Tax Code abolishing sales taxes for exporters. 

(Indicative) Trigger #7. The Government of the 
Kyrgyz Republic submits to parliament a new Law 
on Food Safety. 

Export sales tax rate: 

Baseline (2016): 2% on goods; 3% on services. 
Target (2018): 0%  
 
Number of firms with certified HACCP. 
Baseline (2016): 9 
Target (2018): 20 
 
Number of firms included in the EEU register of 
FBOs and allowed to export to the EEU. 
Baseline (2016): 9 
Target (2018): 20 

Prior Action #8. The Government of the Kyrgyz 
Republic submits to parliament amendments to the 
Tax Code to streamline VAT administration by 

(Indicative) Trigger #8. The Government of the 
Kyrgyz Republic (i) transfers administration of 
social insurance payments from the Social Fund to 

Share of VAT refunds processed through the “green 
channel.” 
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Prior Actions Under DPO1 Indicative Triggers for DPO2 Results Indicators (by end 2018) 
eliminating paper-based VAT invoicing and 
assigning a range of numbers for invoicing, and 
introduce simplified procedures for VAT refund for 
trustworthy taxpayers. 

 

the State Tax Service for the self-employed; and (ii) 
carries out pilots for businesses. 

Baseline (2016): 0 

Target (2018): 25% 

Share of firms filing reports on social contributions 
to State Tax Service. 

Baseline (2014): 0% 

Target (2018): 50% 

Prior Action #9. The Government of the Kyrgyz 
Republic amends its Resolution On Improving Risk 
Criteria for Inspections to allow for less frequent 
inspections for entities with lower levels of risk. 

(Indicative) Trigger #9. The Government of the 
Kyrgyz Republic adopts guidelines for inspections’ 
checklists and institutes feedback mechanisms to 
measure, track and improve the quality of 
inspections. 

Share of firms inspected annually by the Sanitary 
Department. 

Baseline (2016): 31% 

Target (2018): 20%  

Number of firms from which feedback on 
inspections has been received. 

Baseline (2016): 0 

Target (2018): 500 

Prior action #10. The Government of the Kyrgyz 
Republic, through the Ministry of Transport and 
Communication and the State Border Service 
Agency, adopts regulations setting-out rules and 
procedures by which authorized 
telecommunications companies can deploy cross-
border telecommunications cables, in order to 
ensure competition in the international connectivity 
market and create time-bound and transparent 
procedures. 

(Indicative) Trigger #10. The Government of the 
Kyrgyz Republic, through the State 
Communications Agency: (i) submits to parliament 
amendments to the Law on Electronic 
Communications to promote competition in the 
issuance of the radio spectrum resource for 
providing data transmission; and (ii) adopts a 
procedure for dispute resolution between electronic 
communications service providers. 

The international internet bandwidth indicator used 
by the International Telecommunications Union. 

Baseline (2013): 5008 Mbit/s 

Target (2018): 6500 Mbit/s 
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ANNEX 2: LETTER OF DEVELOPMENT POLICY 
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LETTER OF DEVELOPMENT POLICY (Unofficial translation) 

 
 
To:    President of the World Bank Group, Jim Yong Kim 
 
Outgoing No:  17-20461 dated 26 May 2016 
 
 
Dear Mr. Kim, 
 

The Government of the Kyrgyz Republic presents its compliments and renews the 
assurances of its highest consideration to the World Bank, being grateful for the continued support 
it provides to the social and economic development of the Kyrgyz Republic.  

The purpose of this letter is to describe the economic program and strategic direction of 
the Government of the Kyrgyz Republic, whose aim is to improve governance in the public sector 
and enhance the competitiveness of the private sector. In that context, the Government of the 
Kyrgyz Republic would like to request the World Bank to provide assistance for the 
implementation of the Development Policy Operation – 1 focused on governance and 
competitiveness in the amount of USD24.0 million. 

Development Goals and Indicators 

Broad development priorities and objectives have been set-out in the National Sustainable 
Development Strategy of the Kyrgyz Republic for 2013-2017, approved by Presidential Decree No 
11, dated 21 January 2013. The document defines strategic directions for sustainable development 
of the country, key priorities and main investment projects for the period. According to this 
strategy, the main goal for the five years period is to create a state with strong democratic principles 
and build a foundation for the successful development of the Kyrgyz Republic. This, in turn, will 
only be possible, if the state and society focus on the following three prerequisites for 
implementing the National Strategy: 

- Utilizing domestic resources and solutions; 

- Strengthening the rule of law; 

- Achieving unity. 

The main goal of the National Sustainable Development Strategy for 2013-2017 is to build 
a stable society, increase living standards, reduce poverty through accelerated economic growth, 
improve the business environment and strengthen the rule of law, and establish an effective system 
of governance. In order to achieve these goals, we need to build an adequately functioning social-
market economy, driven by a dynamic private sector, while the state primarily focuses on 
establishing a conducive environment for the private sector.  The Government of the Kyrgyz 
Republic is also committed to reforming the judicial system in order to strengthen the rule of law, 
including through upholding the constitutional provisions for judiciary independence, with the 
assistance from the World Bank and other development partners. 
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Maintaining macroeconomic stability is another key objective. The foundation of 
economic stability in the medium term includes: fiscal and monetary policies supportive of 
sustainable economic growth, well-balanced budgets, predictable inflation, and living within our 
means and not at the expense of future generations. 

The Public Investment Program targets the development of those sectors whose growth can 
contribute the most to the economic development of remote regions, and which have significant 
multiplier effects and linkages with related industries.  

The Government of the Kyrgyz Republic is confident that implementing the reforms 
embedded in this strategy will help to achieve its ambitious goals. 

Recent Economic Developments 

External conditions have worsened over the last months, affecting the perspectives for 
economic growth. The economy withstood strong adverse shocks in 2015. However, growth is 
expected to slow down this year, in particular due to dampened demand for our export products in 
main trade partner countries, reduced remittance inflows affecting domestic demand, and 
challenges in transitioning to the rules, regulations and norms of the Eurasian Economic Union 
(thereafter, EEU). Growth is expected to slow down this year, before accelerating again as of next 
year.  

According to the National Statistics Committee of the Kyrgyz Republic, real GDP growth 
reached 3.5 percent in 2015, which is lower than in 2014 by 0.5 percentage points, while nominal 
GDP stood at KGS 423.6 billion. 

The economy continues to be exposed to adverse external shocks, with continued hardship 
in the region and slower recovery than initially anticipated at the end of 2015. The economy shrank 
in early 2016, with low growth and weak currencies in the region (especially, in Russia and 
Kazakhstan) hampering growth prospects for the full year.  

The total fiscal deficit reached 1.5 percent of GDP in 2015, which was considerably lower 
than the target of 3.5 percent of GDP. The revenue outturn was higher than expected, thanks to 
one-off non-tax receipts from the sale of a mining license for Jerooy deposit and of a part of the 
radio-frequency band, as well as to high transferred profits from the National Bank of the Kyrgyz 
Republic. However, tax revenues proved lower than the forecast as a result of the weak economic 
conjuncture, especially in those sectors that generate the largest tax returns (trade and 
construction).    

The public external debt continued to grow, by 14 percentage points of GDP during 2015, 
under the combined effects of additional borrowing and exchange rate depreciation.  

Additional challenges emerged in the area of tax administration, especially in the process 
of transitioning to new EEU procedures. The function of VAT and excise collection was delegated 
to the State Tax Service (thereafter, STS) after accession to the EEU, with tax payment on imports 
based on self-enumeration; these changes have resulted in underperforming collection for these 
taxes relative to the forecast. The capacity to collect these types of taxes is further constrained by 
the still-developing system of tax administration in relations between the EEU member countries. 
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Although we recognize that a unified mechanism for tax collection is preferable, further delegation 
of tax functions to the STS should be implemented gradually for maximum effectiveness. 

This Letter of Development Policy establishes key measures taken by the Government of 
the Kyrgyz Republic to support macroeconomic and fiscal stability, strengthen governance in the 
public sector and the environment for the private sector. This reform program complies with the 
country’s National Sustainable Development Strategy and constitutes the continuation of the 
program supported by the previous Development Policy Operations. It implies that fiscal policy 
will continue to be geared to supporting macroeconomic stability, expenses on social items will be 
protected, reforms aimed at improving the transparency and accountability of the public sector will 
be carried out, and efforts made to reduce the burden of inspections on businesses and safeguard 
risks in the financial sector.  

Improving Governance in the Public Sector 

Public Financial Management 

In order to improve budgetary legislation and harmonize it with international standards, as 
well as to introduce advanced innovative solutions to the budgeting process, a new Budget Code 
of the Kyrgyz Republic has been approved. The Ministry of Finance of the Kyrgyz Republic 
received the World Bank’s comments on the Law and will take them into account, when making 
further improvements to the legal framework; it will also continue to work to introduce the 
Treasury Single Account (thereafter, TSA).    

Further efforts were made to ensure increased transparency of the budgeting process. 
Information on the budget is published on the website of the Ministry of Finance of the Kyrgyz 
Republic on a regular basis, including the mid-term budgetary framework, draft budgets and 
adopted annual budgets, citizens’ budget, detailed monthly reports on budget execution and other 
budgetary information. Public hearings on the budget are one of the channels to ensure the 
transparency of and citizens’ involvement in the budget formulation.  

Further progress was made in the gradual transition to programmatic, result-oriented 
budgeting. An extended training took place for budget specialists in key ministries, and the budget 
for 2015 contains a draft program-based budget for 28 pilot agencies in addition to their budgets 
drafted in a traditional format. Moreover, the Kyrgyz Republic successfully pioneered output-
based financing of health services, and the Government remains committed to the continuation of 
this practice, within the new legislative framework of the Budget Code. Also, we are finalizing the 
introduction of standards under the Government Finance Statistics Manual 2001 on budget 
preparation and reporting.    

Moreover, recently, we have agreed on a new Multilateral Trust Fund to support public 
financial management reform. Using the new Finance Management Information System 
(thereafter, FMIS) for all transactions will speed up the introduction of TSA. To that end, in the 
last quarter of 2015, a Memorandum of Cooperation was signed with the Turkish International 
Cooperation and Development Agency to finance the new FMIS.  
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Conflict of Interest Regulation 

In compliance with the Decree of the President of the Kyrgyz Republic ‘On the Measures 
to Eradicate Political and Systemic Corruption in Public Bodies’ dated 12 November 2013 No 215, 
a new regulatory toolkit was developed to identify and address conflict of interests in civil and 
municipal service. The toolkit was submitted to the Jogorku Kenesh (Parliament) of the Kyrgyz 
Republic. Its objective is to improve the way in which conflict of interest is regulated, reduce the 
number of situations where public officials are faced with opportunities for corruption. This is an 
additional step to further administrative reforms and measures to prevent political and systemic 
corruption. 

The improvement and harmonization of legislation on conflicts of interests, through 
introducing mechanisms for early identification, prevention and regulation of conflicts of interests 
seek to provide practical assistance to the relevant public bodies and officials in maintaining an 
efficient system of governance. 

The Government of the Kyrgyz Republic is committed to the soonest implementation of 
the law and will ensure that authorized implementing bodies have the required independence and 
resources to fulfil their mandate. 

Improving Public Procurement Efficiency 

The Law of the Kyrgyz Republic ‘On Public Procurement’ is aimed, first of all, at 
precluding corruption, ensuring transparency and openness, making efficient and economic use of 
public funds, and establishing equal and fair conditions for suppliers (contractors) in the 
implementation of public procurement. While additional efforts will be made to improve the 
legislative framework for public procurement and bring it in compliance with international 
standards, this will be done jointly with development partners so as to preserve the main 
achievements and provisions of the Law of the Kyrgyz Republic ‘On Public Procurement’.  

Meanwhile, we would like highlight that, by decision of the Government of the Kyrgyz 
Republic, an Independent Complaints Review Commission was established, including 
procurement specialists from ministries and agencies of the Kyrgyz Republic and civil society 
representatives, to improve procedures on complaints consideration and inclusion of unreliable 
and dishonest suppliers into the relevant database. 

Currently, there exists a two-level procedure for complaints consideration: 

- First level: by the interagency committee; 

- Second level: by the court. 

Improving Standards of Public Services 

During the first phase of reforms of the public administration sector (2011-2012), we 
carried-out an inventory and classification of public services actually provided. The objective was 
to establish a baseline to guide the process of public services provision, streamline the criteria for 
identifying which public services should be provided on a fee basis and which should be free), and 
establish a single roster of public services. 
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In order to systematically streamline public services’ provision, with due regard for public 
opinion, the Government of the Kyrgyz Republic formed an Interagency Committee to improve 
the system of civil and municipal services provision. In total, the Interagency Committee held 38 
meetings, including 22 meetings to discuss draft standards of public services. This process resulted 
in recommendation to approve 338 draft standards of public services, which covers 91percent of 
the total number of public services. 

The Resolution of the Government of the Kyrgyz Republic  dated 3 June 2014 No 303 ‘On 
the Approved Standards of Public Services Provided by the Executive Bodies, their Structural 
Divisions and Subordinate Institutions to Individuals and Legal Entities’, approved 270 standards 
of public service provision.  This includes all services provided by 14 public bodies.  

The Government has already begun implementing the adopted standards of public services 
and monitoring adherence in cooperation with civil society organizations. The Government plans 
to continue improving the legal framework for ensuring compliance with the approved standards 
of public services, including through making the relevant public officials directly accountable. 

Improving Governance in the Energy Sector  

As of today, the actual revenues of heat-supplying entities are considerably lower than the 
needs for maintaining and operating heat-supply equipment and networks. Thus there is an acute 
need for urgent investments into the replacement and rehabilitation of a significant part of the fixed 
assets of heat-supply organizations to ensure continued acceptable levels of services and develop 
the heat-supply system in the future. Meanwhile, to date, the Kyrgyz Republic did not have a 
sectorial methodology of pricing, taking into account thermal power sector specifics as well as the 
difficult, nearly critical situation of the heat-suppliers’ worn-out fixed assets. 

In this regard, owing to technical assistance provided by the World Bank to the energy 
sector regulator of the Kyrgyz Republic (the State Agency on the Regulation of the Fuel and 
Energy Complex under the Government of the Kyrgyz Republic), a tariff setting methodology for 
the heating sector has been developed and operationalized. The new methodology identifies an 
approach to pricing thermal power that takes into account all expenses for the production and 
transmission of thermal power to consumers. Thus, with the new Methodology, it will be possible 
to identify the full cost of thermal power supply with due regard for necessary investments, and 
the shortage of monetary funds for each heating enterprise. 

 We have revised the existing electricity and heating tariffs and intend to revise the Mid-
Term Tariff Policy of the Kyrgyz Republic (thereafter, MTTP) for electricity and heating for the 
period of 2014-2017. This will allow the sector to achieve improvements in its financial stability. 
The revised MTTP based on the principle of increased revenues of the energy sector and the 
objective of cost-recovery will be approved by the Government of the Kyrgyz Republic in July 
2016. Moreover, prior to March 2017, the timeframe of MTTP will be extended by one year 
(through to 2018). 

For several years, the distribution of cash between energy companies was a function of the 
Ministry of Energy and Industry of the Kyrgyz Republic. However, such distribution was not 
regulated, and its procedure inadequately identified. As a result, the energy companies were faced 
with growing receivables and payables.  
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Thus, as of 2015, the consumers’ receivables to energy distribution companies grew by 
KGS 286 million, while payables to the electricity suppliers reached KGS 385 million. This 
created a spiral of non-payments, affecting transmission and generation companies. As a result, all 
enterprises of the electricity sector faced difficulties in performing their obligations. Also, there 
were cases whereby wholesale market participants, given their difficult financial position due to 
underpayment, had to be granted exceptional preference in the shared distribution of cash, further 
adversely affecting the ability of companies to operate. 

In order to incentivize an improve the collection of payments for the consumed electricity 
and ensure a reduction in payables, the energy sector regulator of the Kyrgyz Republic developed 
a mechanism for the shared distribution of cash funds between energy companies, which was 
approved by the Resolution of the Government of the Kyrgyz Republic dated 17 May 2016 No 
262. 

The approved mechanism, will help streamline operations of the energy market 
participants, reduce payables, increase the collection of payments and ensure the timely 
implementation of planned activities by energy companies. The new procedure for distributing 
cash funds between energy companies will ensure greater predictability of their revenues and thus 
help them fulfill their obligations.  

In addition, the State Agency on the Regulation of the Fuel and Energy Complex will 
provide regular reporting on the efficiency and the process of monitoring performance of the 
heating sector. 

In that respect, it should be mentioned that with technical assistance from the World Bank 
to the energy sector regulator, work was carried-out to develop and introduce performance 
indicators for heat-suppliers. The objective is to foster greater transparency and information to the 
public and the regulator on the quality of services provided by heat-supply organizations. 

In 2015, the regulator developed and approved the Regulation on the Introduction and 
Monitoring of the Heating Sector Performance Indicators that identified the principles to formulate 
key performance indicators for monitoring the quality of heat-supply services. 

The developed Regulation constitutes the main document to monitor heating sector 
operations, and, based on the reporting period of 2016, first conclusions will be drawn on the 
performance of heating enterprises. 

Strengthening Private Sector Competitiveness 

Improving the Business Environment 

The Government of the Kyrgyz Republic continues the work to improve the taxation 
system and establish conducive conditions for private sector development. To that effect the Law 
of the Kyrgyz Republic ‘On Modifications and Amendments to a Number of Legislative Acts of 
the Kyrgyz Republic’ dated 31 December 2015 No 235, was adopted, which abrogates sales tax, 
except for cellular communications, including from exports and from sales outside the territory of 
the Kyrgyz Republic without any increase in VAT rate.  At the same time, the VAT registration 
threshold has been increased. 
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A further objective is to create the conditions for tax payers to comply with their 
obligations, through ongoing improvement of the tax legislation and the tax service’s work in 
accordance with changing conditions and modern needs. 

These changes aim to establish an effective taxation system, facilitate tax payment and 
reporting for tax-payers, and establishing enabling conditions for domestic entrepreneurs. 

Specifically, in order to improve tax administration, the Resolution of the Government of 
the Kyrgyz Republic ‘On the Approved Forms of Reporting and Procedure for Their Filling in and 
Submission’ dated 9 October 2015 No 699, was approved which envisages the submission of tax 
reports on the income tax, sales tax and royalty by small- and medium-size enterprises and non-
commercial organizations on a quarterly basis.  

The draft Law of the Kyrgyz Republic ‘On the Introduced Modifications and Amendments 
to a Number of Legislative Acts of the Kyrgyz Republic’ (Tax Code of the Kyrgyz Republic, the 
Law of the Kyrgyz Republic ‘On the Effectiveness of the Tax Code of the Kyrgyz Republic’) was 
approved by the Resolution of the Government of the Kyrgyz Republic dated 25 May 2015 No 
318 and passed the 1st reading in the Jogorku Kenesh of the Kyrgyz Republic. 

The proposed draft law introduces provisions that deter fraudulent VAT registrations of 
phantom entrepreneurial entities.  Further, the draft law simplifies procedures for obtaining VAT 
refund; considerably simplify the procedure of getting electronic numbers for invoices; and 
regulate the procedure of getting the electronic number for invoices. 

In order to improve the regulation of scheduled inspections based on risk assessments, 
while taking into account existing legal requirements and in order to implement the Program of 
the Government of the Kyrgyz Republic on the introduction of the system of hazard classification 
and labeling of chemical substances in the Kyrgyz Republic, modifications and amendments were 
introduced to the evaluation criteria for assessing the degree of risk involved in various 
entrepreneurial activities. 

The modifications include the criteria for evaluating the degree of risk for all entities 
subject to inspections, and ensure a uniform conceptual and technical approach to such 
assessments. 

They reflect the lessons learned, during the past two years, while implementing risk-based 
approaches and address identified shortcomings of the existing system of risk assessment. In 
particular, in order to establish a transparent and clear system of risk identification, the relevant 
section includes a table which establishes a check-list of procedures to be carried out during a 
scheduled inspection. 

Improving access to communication networks  

The Ministry of Transport and Communication issued a Decree dated 22 April 2016 No 
108 identifying rules and procedures to allow authorized telecommunication companies to deploy 
and use transboundary telecommunication  cables, ensuring competition in the international 
market of communications, and setting time-bound and transparent procedures. In this area, there 
will be continued the work to ensure a highly competitive environment in the sector, including the 
preservation of the existing legislative provisions ensuring competition in the international markets 



57 
 

of communications. The Government of the Kyrgyz Republic will also continue to work to ensure 
sustainable, transparent and adequate financing of the regulatory body. 

In conclusion, the Government of the Kyrgyz Republic would like to express its assurance 
that implementing the priorities of the National Sustainable Development Strategy of the Kyrgyz 
Republic constitutes a matter of the highest importance to ensure the sustainable and successful 
future of this country, and that the reforms outlined in the strategy amount to a consistent program 
for sustainable economic growth and poverty reduction in the medium term. We hope that this 
request to the World Bank Board of Directors to support to our reform program, in the amount of 
US$24.0 million, will be approved. 

 

 

 

Sincerely, 
 
Prime Minister 
S. Sh. Jeenbekov 
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ANNEX 3: FUND RELATIONS 

 

IMF Statement at the End of a Review Mission to the Kyrgyz Republic 

 
Press Release No. 16/197 
May 5, 2016  
 
An IMF mission, led by Edward Gemayel, visited Bishkek from April 21 to May 5, 2016 to 
conduct the second review under the Extended Credit Facility (ECF). 

At the conclusion of the visit, Mr. Gemayel issued the following statement: 

“The Kyrgyz economy has been facing severe external shocks, including lower commodity prices, 
weak growth and depreciating currencies in the region. As a result, growth fell to 3.5 percent in 
2015, with remittances being hit especially hard. On the positive side, the floating exchange rate 
regime under the National Bank of Kyrgyz Republic’s (NBKR) stewardship acted as a shock 
absorber, mitigating the impact of external shocks on the real economy. 

“The weak external environment is expected to persist in 2016, further slowing growth to about 3 
percent, widening external and fiscal deficits and slowing credit to the economy. Recovery in the 
medium term will hinge on steadfast commitment to reforms, in addition to improvements in the 
economies of main trading partners. 

“A combination of slowing revenues and rising spending have exhausted the fiscal space available 
to the government. Debt is approaching a critical level, making it increasingly difficult to raise 
necessary financing while at the same time meeting essential social and development needs. 
Against this backdrop, it is imperative to keep the budget deficit within the target of 4.5 percent 
of GDP approved in 2016 budget. Achieving this target will require major additional efforts—
identifying permanent revenue measures, containing non-priority spending, and exercising 
diligence in the choice of investments and associated borrowing. 

“The financial sector has shown resilience in the face of adverse economic conditions. Banks 
remain well capitalized. The NBKR is keeping a close eye on emerging vulnerabilities stemming 
from the weak economic environment, high dollarization, and currency rate fluctuations. The 
central bank is deploying prudential and other tools at its disposal to bolster the sectors’ defense. 

“A key missing instrument in the NBKR’s toolbox is an efficient bank resolution mechanism. The 
existing framework is contradictory and inefficient. By allowing shareholders to delay the 
resolution process indefinitely, it opens the door for insolvent banks to resurrect and provides 
impunity to bank owners at the expense of depositors who are made to wait for years to be 
compensated. The banking legislation lingering in Parliament since 2013 aims to address these 
issues by establishing a robust banking resolution framework in line with international best 
practice. The proposed framework allows for swift resolution of distressed banks to prevent 
problems in one bank from destabilizing the entire sector. It also allows depositors to be paid out 
quickly, and protects their rights. The challenging economic environment strengthens the case for 
the passage of the banking legislation in the nearest future. 
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“The situation with DEBRA and the banks under its administration is another manifestation of the 
shortcomings of the existing bank resolution framework. Delays in the liquidation of these banks, 
some of which have been under DEBRA since the mid-1990s, undermine the credibility of 
banking regulations and trust in the system as a whole. We look forward to the completion of the 
audit of DEBRA and the banks under its management in the coming weeks and the 
commencement of liquidation procedures for a number of bankrupt banks in the coming months. 

“Institutional and structural reforms are essential for the Kyrgyz economy to realize the benefits 
from Eurasian Economic Union (EEU) membership, and more generally to raise growth in the 
medium term. The latest Doing Business Report highlights a number of persistent challenges, 
such as the difficulty of establishing and closing a business, accessing electricity and other 
utilities, and enforcing contracts. Measures to improve the business climate and reduce corruption 
are therefore particularly important. 

“The mission and the authorities have made good progress toward reaching a staff-level agreement 
on the second review under the ECF. Discussions with the authorities will continue in the coming 
weeks. If these discussions are successful, the second review can be completed in June. 

“During its visit, the mission met with Prime Minister Jeenbekov, Deputy Prime Minister 
Pankratov, Minister of Finance Kasymaliev, Chairman of the National Bank Abdygulov, Head of 
the President’s Administration Niazov, Members of Parliament and other senior officials, and 
representatives of the private sector, civil society, and the diplomatic community. The team thanks 
the authorities and other counterparts for their warm welcome, excellent cooperation, and candid 
and constructive discussions during the visit, and reaffirms the IMF’s support to the government’s 
efforts to implement their economic reform program.” 


