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preface

Preface
UNCTAD Investment Policy Reviews (IPRs) are intended to help countries improve their investment policies and to familiarize
governments and the international private sector with an individual country’s investment environment. The reviews are
considered by the Investment, Enterprise and Development Commission of UNCTAD. The recommendations of the IPR are
WKHQLPSOHPHQWHGZLWKWKHWHFKQLFDODVVLVWDQFHRI81&7$'7KHVXSSRUWWREHQHƂFLDU\FRXQWULHVLVGHOLYHUHGWKURXJKD
series of activities which can span over several years.
The Investment Policy Review of Kyrgyzstan, initiated at the request of the Government, was carried out through two factƂQGLQJPLVVLRQVLQ1RYHPEHUDQG)HEUXDU\t0DUFKDQGLVEDVHGRQLQIRUPDWLRQWKDWZDVFXUUHQWDWWKDWWLPHDQG
additional information made available to UNCTAD until August 2015. The mission received the full cooperation of the relevant
ministries, departments and agencies, in particular the Department of Investment and Public–Private Partnerships within the
0LQLVWU\RI(FRQRP\7KHPLVVLRQDOVREHQHƂWHGIURPWKHYLHZVRIWKHSULYDWHVHFWRUIRUHLJQDQGGRPHVWLFELODWHUDOGRQRUV
and development agencies. The United Nations Development Programme (UNDP) provided useful contributions as well as
logistical support to the IPR process. A preliminary version of this report was discussed with stakeholders at a national
ZRUNVKRSLQ%LVKNHNRQ-XQH7KHƂQDOUHSRUWUHƃHFWVZULWWHQFRPPHQWVIURPYDULRXVVWDNHKROGHUVLQFOXGLQJ
ministries and agencies of the Government of Kyrgyzstan.
7KHDQDO\VLVLVEDVHGRQWKH,QYHVWPHQW3ROLF\)UDPHZRUNIRU6XVWDLQDEOH'HYHORSPHQW ,3)6'YHUVLRQ RI81&7$'
and its core principles (UNCTAD, 2015). It follows, to a large extent, the framework’s national investment policy guidelines,
which deal with concrete measures to formulate investment policies and regulations and ensuring their effectiveness,
especially in terms of grounding investment policy in development strategy. The IPR also deals with institutional mechanisms
for effective policy implementation.
This report was prepared by the Investment Policy Reviews Section under the supervision of Chantal Dupasquier, Chief
of Section. Joerg Weber, Head of the Investment Policies Branch in the Division on Investment and Enterprise (DIAE), and
James Zhan, Director of DIAE, provided overall guidance. The report was drafted by Ariel Ivanier, Ewen Peters and Anastasia
6PLUQRYD,WDOVREHQHƂWHGIURPVXEVWDQWLYHLQSXWVDQGVXJJHVWLRQVIURP81&7$'FROOHDJXHVLQFOXGLQJ5LFKDUG%ROZLMQ
6WHSKDQLD%RQLOOD)ÆUHW+DPHG(O.DG\0DKD(O0DVUL.DOPDQ.DORWD\9HQW]LVODY.RW]HW]RY1DWKDOLH0DODQGD0DVVLPR
0HORQL6HUJH\5LSLQVN\,ULQD6WDQ\XNRYD(OLVDEHWK7XHUNDQG3DXO:HVVHQGRUS-XDQ&DUORV$UJXHGDVSURYLGHGVXSSRUW
with the international tax comparisons. Nurlan Abdyshev provided organizational support in Bishkek. The report was funded
by the Government of Switzerland.
Geneva, October 2015
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key messages

Key messages
• .\UJ\]VWDQKDVYDVWRSSRUWXQLWLHVWRDWWUDFWIRUHLJQGLUHFWLQYHVWPHQW )', DFURVVYDULRXVVHFWRUVRIWKHHFRQRP\
The location advantages include low labour and electricity costs, abundant hydropower resources, good weather
conditions for agriculture, attractive landscapes for tourism and overall competitive taxation and trade preferences
WKDWJUDQWDFFHVVWRODUJHPDUNHWVLQWKH5XVVLDQ)HGHUDWLRQDQG.D]DNKVWDQ
• Important reform efforts have taken place since independence to establish effective institutions and move towards
DPDUNHWEDVHGHFRQRP\RSHQWRLQYHVWPHQWDQGWUDGH1RQHWKHOHVVSROLF\LQVWDELOLW\LQWHUQDOFRQƃLFWVDQGWKH
LQWHUQDWLRQDOHFRQRPLFDQGƂQDQFLDOFULVLVKDYHVORZHGGRZQSURJUHVV6HYHUDOFULWLFDOFKDOOHQJHVWRVRFLRHFRQRPLF
development persist, including high indebtedness, rising unemployment and increasing trade imbalances.
• To address these challenges, the Government has adopted a National Strategy for Sustainable Development (NSSD
t  ZLWK WKH REMHFWLYHV RI IRVWHULQJ HFRQRPLF GLYHUVLƂFDWLRQ VWLPXODWLQJ SULYDWH VHFWRU GHYHORSPHQW
encouraging formality and ultimately reducing poverty. To this end, the NSSD recognizes a role for both domestic and
foreign investors.
• $Q)',ERRPVWDUWHGLQWKHPLGtVOHGE\WKHH[SORUDWLRQDQGH[SORLWDWLRQRIJROG6LQFHWKHQPRVW)',LQƃRZV
KDYHEHHQGULYHQWRZDUGVPLQLQJUHODWHGDFWLYLWLHV$VLJQLƂFDQWSLFNXSLQ)',LQƃRZVRFFXUUHGLQWKDWLQFOXGHG
DOVRLQYHVWPHQWVLQRWKHUVHFWRUV HJƂQDQFHDQGPDQXIDFWXUHRISHWUROHXPSURGXFWV KRZHYHURYHUDOOQRQPLQLQJ
)',UHPDLQVORZ
• The analysis of the Investment Policy Review (IPR) of Kyrgyzstan, as requested by the Government, focuses on
diversifying the economy, improving the sustainability of economic activities and promoting linkages, including in
the mining sector. It shows that by removing key bottlenecks, the country could attract more investment in sectors
VXFKDVJDUPHQWVDQGWH[WLOHVZKHUHWKHUHLVSRWHQWLDOIRUYDOXHXSJUDGLQJWRXULVPZKHUHRQO\RQHLQWHUQDWLRQDO
KRWHOFKDLQLVLQRSHUDWLRQDQGDJURLQGXVWULHVZKHUHUHVWULFWLRQVRQDFFHVVWRODQGKDYHOLPLWHGWKHH[SDQVLRQRI
foreign presence.
• 7KHOHJDOIUDPHZRUNVSHFLƂFWR)',LVLQOLQHZLWKJRRGLQWHUQDWLRQDOSUDFWLFHEXWLWVLPSOHPHQWDWLRQUDLVHVFRQFHUQV
The loose enforcement of the law is a challenge compounded by recent episodes of political instability. In this context,
WKHQXPEHURILQWHUQDWLRQDODUELWUDWLRQFDVHVKDVULVHQ$VIRUHVHHQLQWKH166'LPSURYLQJWKHMXGLFLDU\DQGRYHUDOO
governance, including adopting a balanced approach to protect the public interest and the right of investors, is
essential.
• 2WKHUDUHDVRIWKHOHJDOIUDPHZRUNIRULQYHVWPHQWKDYHXQGHUJRQHPDMRUUHIRUPVLQUHFHQW\HDUVLQFOXGLQJEXVLQHVV
IDFLOLWDWLRQWD[DWLRQODQGVXUYH\LQJDQGVHYHUDODVSHFWVRIWKHODERXUOHJLVODWLRQ)RUWKHVHUHIRUPVWRWUDQVODWHLQWR
concrete gains in terms of investment attraction and development impact, the capacity of implementing institutions
needs to be strengthened, in parallel with the level of transparency in public administration.
• )XUWKHUPRUHLPSURYHGDFFHVVWRVNLOOVDQGLQIUDVWUXFWXUHZLOOEHHVVHQWLDOWRWKHRQJRLQJGLYHUVLƂFDWLRQHIIRUWV,Q
this regard, the promotion of public-private partnerships (PPPs) should be anchored in a strategic plan coherent with
QDWLRQDOGHYHORSPHQWREMHFWLYHVUHVXOWLQJLQDSLSHOLQHRIEDQNDEOHSURMHFWV
• 7KH QHZO\ HVWDEOLVKHG LQYHVWPHQW SURPRWLRQ DJHQF\ KDV D UROH WR SOD\ LQ VXSSRUW RI 166' REMHFWLYHV$ SKDVHG
approach to its development, focused on building expert capacity, is recommended and would allow it to effectively
deliver on its mandate.
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context

Context
Kyrgyzstan has substantial untapped economic growth and sustainable development opportunities. Strategically
located at the crossroads between Europe and Asia, on the ancient Silk Road, this landlocked mountainous country is
an established trading centre and has the potential to become a regional transport and logistics hub. Temperate weather
DQGJRRGSDVWXUHODQGVIRUFDWWOHEUHHGLQJKDYHPDGHDJULFXOWXUHDPDMRUHFRQRPLFDFWLYLW\$EXQGDQWPLQHUDOUHVRXUFHV
KDYHVWDUWHGDWWUDFWLQJVLJQLƂFDQWLQYHVWPHQWIURPIRUHLJQPLQLQJFRPSDQLHVDQGXQSROOXWHGQDWXUDOODQGVFDSHVDWWUDFW
LQFUHDVLQJQXPEHUVRIWRXULVWV)XUWKHUPRUH.\UJ\]VWDQKDVVLJQLƂFDQWXQWDSSHGSRWHQWLDOLQUHQHZDEOHHQHUJ\JHQHUDWLRQ
Since independence in 1991, Kyrgyzstan has experienced a fast transition towards a market economy. Although
FKDOOHQJHVUHPDLQ.\UJ\]VWDQZDVRQHRIWKHƂUVWIRUPHU6RYLHW5HSXEOLFVWRDGRSWDGHPRFUDWLFFRQVWLWXWLRQWKDWHQVKULQHG
basic individual liberties and freedoms in its domestic legislation. As a result, one of the most vibrant civil societies in
the region has emerged. With regard to economic policy, the Government has embarked on several initiatives to abolish
price and currency controls, review State subsidies, reform land ownership and privatize activities in some key industries.
.\UJ\]VWDQDOVRMRLQHGWKH:RUOG7UDGH2UJDQL]DWLRQ :72 LQDQGKDVDGRSWHGRSHQWUDGHDQGLQYHVWPHQWUHJLPHV
Recently, the country also acceded to the Eurasian Economic Union (EAEU), which is expected to widen the country’s export
potential (see annex 1 for details on the accession process).
There are several challenges to socioeconomic development.:LWKDSRSXODWLRQRI}PLOOLRQSHRSOHtRIZKLFKDERXW
} SHU FHQW OLYH LQ UXUDO DUHDV t DQG D JURVV GRPHVWLF SURGXFW *'3  SHU FDSLWD RI 1 Kyrgyzstan remains a low
income nation. With independence, the supply chain linking it with other Soviet Republics was cut. Over the last decade,
the country has experienced high indebtedness, rising unemployment and increasing trade imbalances. The private sector
is underdeveloped, its growth is constrained by key bottlenecks in infrastructure and human capital, and youth migration
LVDJURZLQJLVVXH LQUHPLWWDQFHVDFFRXQWHGIRUDERXW}SHUFHQWRI*'3 3XEOLFLQIUDVWUXFWXUHKDVVXIIHUHGIURP
decades of underinvestment and roads, for example, are in severe need of maintenance. While electricity supply exceeds
ORFDOGHPDQGWKHUHOLDELOLW\RIWKHJULGLVSUREOHPDWLF7KHFRXQWU\pVSRSXODWLRQJHQHUDOO\KDVDJRRGOHYHORIHGXFDWLRQ
KRZHYHUGXHWRDODUJHRXWƃRZRIZRUNHUVWKHUHLVDVKRUWDJHRIVNLOOHGODERXU
Strengthening the rule of law has been a key concern affecting the investment climate, and tackling it is a
SUHUHTXLVLWH WR JURZWK DQG GLYHUVLƂFDWLRQ Weaknesses in law enforcement as well as other legal and institutional
shortcomings affecting the tax regime, border procedures, access to land or electricity, environmental monitoring and
RYHUDOOJRYHUQDQFHUHPDLQRQWRSRIWKHDJHQGDWRLPSURYHWKHLQYHVWPHQWFOLPDWHVXSSRUWHFRQRPLFGLYHUVLƂFDWLRQDQG
tap national sustainable development prospects. Political and social unrest, ignited in 2005 and 2010 by protests against
the concentration of powers and unpopular economic policies (e.g. hikes in tariffs for public utilities), were followed by
SROLF\UHYHUVDOVDQGH[SURSULDWLRQV)RULQVWDQFHVRPHSULYDWL]HGDVVHWVZHUHUHQDWLRQDOL]HGDIWHULQFOXGLQJDVVHWVLQ
VHFWRUVVXFKDVƂQDQFHWHOHFRPPXQLFDWLRQVDQGWRXULVPZKLFKFRQWULEXWHGWRFRVWO\OLWLJDWLRQ
5HFHQWGHYHORSPHQWSODQVKDYHWDUJHWHGHFRQRPLFGLYHUVLƂFDWLRQSULYDWHVHFWRUGHYHORSPHQWDQGH[SRUWJURZWK
The National Strategy for Sustainable Development (NSSD) for the period 2013–2017 calls for establishing a State governed
E\WKHUXOHRIODZDQGHQVXULQJWKHHQGRILQWHUQDOFRQƃLFWVDVSUHUHTXLVLWHVIRUDQ\VXFFHVVIXOGHYHORSPHQWVWUDWHJ\,W
DOVRGHƂQHVSUHVVLQJVRFLRHFRQRPLFGHYHORSPHQWSULRULWLHVLQFOXGLQJVWLPXODWLQJJURZWKLQDQXPEHURINH\VHFWRUVVXFK
as mining, agro-industry, energy, transport and communications, and tourism. The National Export Strategy (NES) is mainly
focused on subsectors of the food industry, but also on clothing and tourism.
The Government has acknowledged that both domestic and foreign investors could play a key role to reach national
development objectives and promote sustainable development in Kyrgyzstan. Investment is deemed critical to
restore economic growth and to address some urgent economic constraints, including overdependence on development
DVVLVWDQFHIRUHLJQGHEWDQGUHPLWWDQFHV166'DOVRKLJKOLJKWVWKHQHHGWRVSHFLƂFDOO\DWWUDFWIRUHLJQGLUHFWLQYHVWPHQW )', 
1

'DWDIRUVHHhttp://data.worldbank.org/country/kyrgyz-republic.
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as a potential source of technology and management skills that could enhance the overall competitiveness of the national
HFRQRP\DQGSURPRWHWKHFRXQWU\pVLQFUHDVHGLQWHJUDWLRQLQWRJOREDOPDUNHWV+RZHYHU166'GRHVQRWDGGUHVVWKHVSHFLƂF
UROHWKDW)',FRXOGSOD\LQWKHWDUJHWHFRQRPLFVHFWRUVLQFOXGLQJUHODWHGEHQHƂWVDQGULVNVQRUGRHVLWLGHQWLI\H[LVWLQJ
constraints and bottlenecks to investment.
While FDI has been on the rise, it has mostly concentrated on mining activities.)RUPRUHWKDQDGHFDGHIROORZLQJLWV
LQGHSHQGHQFH.\UJ\]VWDQH[SHULHQFHGRQO\PRGHVWOHYHOVRI)',LQƃRZVGLVWULEXWHGHYHQO\DPRQJDQXPEHURIVHFWRUV
LQFOXGLQJ ƂQDQFH FRQVWUXFWLRQ IRRG LQGXVWU\ DQG PLQLQJ 6WLOO LQ t )', LQƃRZV DYHUDJHG EHORZ } PLOOLRQ
SHU\HDU+RZHYHUDVVKRZQLQƂJXUHGXULQJWKHVHFRQGKDOIRIWKHVVXEVWDQWLDOLQYHVWPHQWVZHUHLQƃXHQFHGE\
WKHVXUJHLQJOREDOSULFHVIRUFRPPRGLWLHVWKDWUDLVHGWKHSURƂOHRI.\UJ\]VWDQpVPLQLQJSRWHQWLDO7XUEXOHQFHGXHWRWKH
LQWHUQDWLRQDOƂQDQFLDOFULVLVDQGWKHLQFLGHQWVDWWKH.XPWRUJROGPLQLQJVLWH ER[ GLGQRWVLJQLƂFDQWO\DIIHFWWKHRYHUDOO
)',XSZDUGWUHQG,QtWRWDO)',ƃRZVLQPHWDOPDQXIDFWXULQJH[FHHGHG}PLOOLRQ'XULQJWKHVDPH\HDUVRYHU
}PLOOLRQZHUHLQYHVWHGLQJHRORJLFDQGSURVSHFWLQJDFWLYLWLHV+RZHYHUWKHFULVLVWULJJHUHGDVORZGRZQLQQRQPLQLQJ
LQYHVWPHQWZKLFKRQO\H[FHHGHGWKHUHODWLYHO\ORZSUHFULVLVOHYHOLQ7KHUHFHQWSURJUHVVLQQRQPLQLQJ)',LVPDLQO\
GXHWRWKHƂQDQFLDOVHFWRUDQGPDQXIDFWXUHRISHWUROHXPSURGXFWV
The main investor countries include traditional sources of mining investment as well as neighbouring countries.
&DQDGLDQ LQYHVWPHQW KDV PDLQO\ WDUJHWHG JROG PLQLQJ H[SORUDWLRQ DQG H[WUDFWLRQ ZKLOH LQ WKH FDVH RI &KLQD )', KDV
concentrated on manufacturing and geological prospecting. Other source countries include the United Kingdom of Great
%ULWDLQDQG1RUWKHUQ,UHODQG JHRORJLFDQGSURVSHFWLQJDFWLYLWLHV WKH5XVVLDQ)HGHUDWLRQ PDQXIDFWXULQJHOHFWULFLW\JDVDQG
ZDWHUVXSSO\WUDGHDQGUHSDLURIPRWRUYHKLFOHVDQGƂQDQFH DQG.D]DNKVWDQ WUDGHƂQDQFHDQGJHRORJLFDQGSURVSHFWLQJ
DFWLYLWLHV 7XUNH\UDQNVƂUVWDVFRXQWU\RIRULJLQIRUWKHODUJHVWQXPEHURIHQWHUSULVHVZLWKIRUHLJQFDSLWDOLQ.\UJ\]VWDQ2
)LJXUH*URZLQJLQƃRZVRIIRUHLJQGLUHFWLQYHVWPHQWLQ.\UJ\]VWDQ– 0LOOLRQGROODUV
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H[FHSWPDFKLQHU\DQGHTXLSPHQW JHRORJLFDQGSURVSHFWLQJDFWLYLWLHV)',LQRWKHUHFRQRPLFDFWLYLWLHVDUHFODVVLƂHGDVQRQPLQLQJ
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context

Table 1. Kyrgyzstan’s comparative attraction of foreign direct investment
$YHUDJHLQƃRZVRIIRUHLJQGLUHFWLQYHVWPHQW
$EVROXWHƂJXUHV

5HODWLYHƂJXUHV

Country
Million dollars

Foreign direct investment stock

Per capita (dollars)

Per $ 1}000 gross
domestic product

Total
As percentage of
JURVVƂ[HGFDSLWDO million
dollars
formation

Per
capita
(dollars)

percentage
of gross
domestic
product

2006–
2010

2011–
2013

2006–
2010

2011–
2013

2006–
2010

2011–
2013

2006–
2010

2011–
2013

2013

2013

2013

Kyrgyzstan

279

581

53.4

106.1

64.8

87.3

24.6

33.3

3 473

626.0

48.1

Bhutan
Bolivia,
(Plurinational
State of)



23

57.3

31.1

35.0

12.2

7.3

1.9

163

216.1

8.2



1 223



116.0

28.1







10 558





Botswana

353



183.9

238.9

32.6

31.5



9.5

3 337

1 650.9

22.5

Lao People’s
Democratic
Republic



297

39.3





33.1

15.5



2 779



27.8

0RQJROLD
Republic of
0ROGRYD

756

3 738

283.5





383.1



75.8







385

232

105.7

65.8

78.1

31.5

26.0

13.5

3 668

1 051.9



7DMLNLVWDQ

236

137

33.0

17.1

62.0

18.0

31.3

6.9

1 625

197.9

19.1

2 210

3 192





108.0

96.6

29.2



23 018



56.7

812



29.7

39.8

26.3

22.8

11.2



8 512



15.1

Turkmenistan
Uzbekistan

Source:

81&7$')',01(GDWDEDVH

Note:
Kyrgyzstan is compared with nine other landlocked countries at a similar stage of development according to the United Nations
Development Programme (UNDP) Human Development Index.

Notwithstanding a marked increase in FDI attraction, Kyrgyzstan lags behind key comparators. Overall, when
FRPSDULQJ.\UJ\]VWDQpVDYHUDJH)',DWWUDFWLRQZLWKRWKHUGHYHORSLQJDQGWUDQVLWLRQODQGORFNHGFRXQWULHVGXULQJUHFHQW\HDUV
WDEOH WKHUHLVDVXEVWDQWLDOLPSURYHPHQWLQWKHSHULRGDIWHU HJƃRZVQHDUO\GRXEOHGFRPSDUHGZLWKWKHSHULRG
2006–2010), which helped Kyrgyzstan close the gap vis-à-vis many of its key comparators. However, the country still lags
EHKLQGRWKHUGHVWLQDWLRQVLQ$VLD VXFKDV0RQJROLDRU7XUNPHQLVWDQ LQERWKDEVROXWHDQGUHODWLYHWHUPV
Against this background, the purpose of this investment policy review is twofold: to provide advice to Government
authorities on reforms to enhance the business environment and investment promotion capacities, and present
D VWUDWHJ\ IRU )', GLYHUVLƂFDWLRQ Chapter 1 focuses on the legal and institutional framework affecting both foreign
DQGGRPHVWLFLQYHVWRUV&KDSWHUSUHVHQWVDVWUDWHJ\IRU)',GLYHUVLƂFDWLRQZKLFKSURSRVHVJHQHUDODQGVHFWRUVSHFLƂF
measures as well as ways to enhance State capacities for investment promotion through the phased development of the
QHZO\FUHDWHGLQYHVWPHQWSURPRWLRQDJHQF\ ,3$ XQGHUWKH0LQLVWU\RI(FRQRP\7KH,35VWUDWHJ\IRFXVHVRQWKHIROORZLQJ
sectors: garment and textiles, agro-industry and tourism – which all have potential to attract foreign investors. Advice on how
WRLPSURYHWKHVXVWDLQDELOLW\RIPLQLQJDFWLYLWLHVLVDOVRSUHVHQWHG7RDVVLVWWKH.\UJ\]DXWKRULWLHVLQIXOƂOOLQJWKHVHJRDOV
the IPR will draw on principles contained in the UNCTAD Investment Policy Framework for Sustainable Development (IPFSD),
a document that summarizes years of policy guidance on sustainable investment policymaking with regard to national and
international policies (UNCTAD, 2015). The key recommendations of this IPR are summarized in a table (annex 2).
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Box 1. Mining activities in Kyrgyzstan: The case of Kumtor Gold
7KH&DQDGLDQƂUP&HQWHUUD*ROG,QFWKURXJKLWVVXEVLGLDU\.XPWRU*ROG&RPSDQ\-6&LVDVLJQLƂFDQWLQYHVWRULQ
.\UJ\]VWDQ .XPWRU *ROG KDV D GRPLQDQW LQƃXHQFH RQ WKH QDWLRQDO HFRQRP\ WKURXJK LWV JROG H[WUDFWLRQ DQG EDVLF
UHƂQLQJDFWLYLWLHV7KHPLQHKDVDSURGXFWLRQFDSDFLW\RIEHWZHHQDQGPHWULFWRQVSHU\HDU,QLWDFFRXQWHG
IRU}SHUFHQWRI*'3FRQWULEXWHGWR}SHUFHQWRILQGXVWULDORXWSXWDQGPRUHWKDQ}SHUFHQWRIH[SRUWV*LYHQLWV
size, investment decisions and regulatory changes affecting production in this mine can produce a signalling effect to
all other foreign investors in the sector and beyond.
7KH .XPWRU PLQH OLHV QHDU WKH &KLQHVH ERUGHU DW DQ DOWLWXGH RI  PHWUHV XQGHU WKH VKDGRZ RI D JODFLHU LQ DQ
HFRORJLFDOO\VHQVLWLYHDUHD,Q&HQWHUUD*ROG,QFDQQRXQFHGWKHH[SDQVLRQRIWKHRSHQSLWWRJHWKHUZLWKD}SHU
cent increase in proven and probable gold reserves. The company also extended the expected life of the mine to 2023
and the term of ore processing at the gold extracting plant through to 2026.
+RZHYHUWKHSURMHFWKDVEHHQDVRXUFHRIJURZLQJSROLWLFDOWHQVLRQ2YHUWKHODVWWKUHH\HDUVWKHUHODWLRQVKLSEHWZHHQ
Centerra, the Government and the Kyrgyz population has become increasingly contentious, creating uncertainties about
the future involvement of the State in the mining sector.
In 2012, Kumtor’s workers went on a 10-day strike demanding an increase in wages and the mine lay idle resulting in a
VLJQLƂFDQWORVVRIRXWSXW,QDVHSDUDWHGLVSXWHORFDOUHVLGHQWVSURWHVWHGRYHUWKHVL]HRIWKHFRPSDQ\pVFRQWULEXWLRQ
WRVRFLDOQHHGVDQGLQIUDVWUXFWXUHSURMHFWVLQWKHUHJLRQDQGRYHUFRQFHUQVRQWKHFRPSDQ\pVHQYLURQPHQWDOUHFRUGLQ
the past. After negotiations involving Government representatives, Centerra agreed to a number of the demands of local
residents. Also, in the summer of 2012, the Government set up a State Commission on Kumtor composed of members
of Parliament, ministers and civil society experts to assess the environmental, industrial and social damages caused by
activities at the mine. The work of the Commission was supported by independent experts who evaluated the damages.
After the Parliament’s endorsement of the recommendations of the Commission in January 2013, the Government
VXEPLWWHGDOLVWRIHQYLURQPHQWDOGDPDJHFODLPVZRUWK}PLOOLRQ,QSDUDOOHODQXPEHURIPHPEHUVRI3DUOLDPHQW
have called for the nationalization of the mine.
$JDLQVWWKHEDFNGURSRIDULVLQJEXGJHWGHƂFLWDQG&HQWHUUDpVH[SDQVLRQSODQVWKH*RYHUQPHQWKDVEHHQORRNLQJIRU
QHZZD\VWRLQFUHDVHUHYHQXHVIURPWKHSURMHFW$QHZGUDIW,QYHVWPHQW$JUHHPHQWZDVVLJQHGLQ'HFHPEHU
XQGHUZKLFKWKH*RYHUQPHQWZRXOGVZDSLWV}SHUFHQWVWDNHLQ&HQWHUUD*ROG,QFIRU}SHUFHQWRIWKH.XPWRUPLQH
7KLVGHDOKDV\HWWREHƂQDOL]HG
Sources: .XPWRU*ROG&RPSDQ\-6&KWWSZZZNXPWRUNJHQ162DQG81&7$'LQWHUYLHZVGXULQJWKHIDFWƄQGLQJPLVVLRQ
Note: The Kumtor Project is an integrated operation undertaking a spectrum of activities across the gold production cycle. The
project was initiated after an investment agreement to exploit the Kumtor mine was signed in 1992 by Kyrgyzstan and the
&DQDGLDQPLQLQJƄUP&DPHFR7KHGHDOFUHDWHG.XPWRU*ROG&RPSDQ\ }SHUFHQWRZQHUVKLSWR.\UJ\]DOW\QD.\UJ\]
6WDWHRZQHGHQWHUSULVH 62( DQG}SHUFHQWWR&DPHFR &RQVWUXFWLRQDW.XPWRUEHJDQLQDQGFRPPHUFLDOJROG
SURGXFWLRQ VWDUWHG LQ  7KH SURMHFW ZDV UHVWUXFWXUHG LQ  ZLWK WKH VLJQDWXUH RI D QHZ LQYHVWPHQW DJUHHPHQW
ZKLFKVKLIWHGWKHIXOORZQHUVKLSRI.XPWRU*ROG&RPSDQ\WR&HQWHUUD*ROG,QF7KHDJUHHPHQWZDVUHQHJRWLDWHGLQ
and the decision made that Kyrgyzsaltzn would have an increased share ownership in the parent company. Since then,
.\UJ\]VWDQRZQVD}SHUFHQWVKDUHLQ&HQWHUUD*ROG,QF
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Since independence, the Government has enacted
legislation to increase the attractiveness of Kyrgyzstan
as an investment destination. Some of the most recent
legislation includes Law 66 on Investments of 2003 and
Decree 23 on the Protection of Investments of 2010, which
establish the main principles of the country’s investment
SROLF\ ,Q WKLV FRQWH[W WKH REMHFWLYH RI WKLV FKDSWHU LV WR
analyse the laws and regulations affecting the investment
environment, both for foreign and local investors, and to
propose a series of concrete recommendations to continue
improving the investment environment in the country.

I. Foreign investment
VSHFLƂFUHJXODWLRQ
a. Entry and establishment
Kyrgyzstan presents overall an open FDI regime with
some entry limitations. 0RVW HFRQRPLF VHFWRUV DQG
LQGXVWULHVDUHRSHQWR)',DQGWKHUHDUHQRSUHHVWDEOLVKPHQW
screening procedures in place. Restrictions exist only
IRU D IHZ DFWLYLWLHV )RU LQVWDQFH ZLWKLQ DLU WUDQVSRUW
FRPSDQLHV WKDW RSHUDWH GRPHVWLF FRPPHUFLDO ƃLJKWV
PXVW EH .\UJ\]UHJLVWHUHG DQG KDYH DW OHDVW } SHU FHQW
Kyrgyz ownership. The same ownership limitation applies
to companies performing aircraft repair and maintenance
services, although Kyrgyz commitments under the General
Agreement on Trade in Services (GATS) stipulated its
HOLPLQDWLRQ E\  :72   )XUWKHUPRUH /DZ 
on State Regulation of Production and Sale of Ethyl Alcohol
of 2009 prohibits the production and sale of ethyl alcohol
E\IRUHLJQOHJDOHQWLWLHVDSXEOLFKHDOWKUHODWHGUHVWULFWLRQ
WKDWLVFRPPRQLQRWKHUFRXQWULHV)LQDOO\LQVRPHVHFWRUV
the State remains the quasi-monopolistic operator, which
may act as an informal barrier to foreign investors. State
monopolies include companies operating in the mining and
HQHUJ\ VHFWRUV FRPPXQLFDWLRQ VHUYLFHV HJ Ƃ[HGOLQH
communications, radio and television broadcasting and
SRVWDOVHUYLFHV DQGDLUSRUWPDQDJHPHQWDPRQJRWKHUV3
Some regulations impose establishment restrictions
on foreigners, particularly affecting investment in
agriculture and tourism. Despite a generally open regime,
a number of regulations can create certain hindrances to
3
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State Republican Register of natural and permitted monopolies
of the Kyrgyz Republic, adopted by Order 2 of the State Agency for
Antimonopoly Regulation of 2012, available at: www.antimonopolia.
kg/index.php/reestry/monopolisty,DFFHVVHG0D\

)', LQ DJULFXOWXUH DQG WRXULVP )RU LQVWDQFH DFFRUGLQJ WR
the Land Code, foreign investors cannot own land (article
5), with the exception of foreign companies involved in
PRUWJDJH ƂQDQFLQJ RU IRUHLJQ EDQNV LQ FDVH RI UHFRYHU\
RISOHGJHGDVVHWV)RUHLJQHQWLWLHVFDQDFFHVVODQGWHQXUH
under lease arrangements (up to 50 years), except for land
SORWVRQWKHERUGHUVZLWKRWKHU6WDWHVDQGODQGFODVVLƂHG
DVDJULFXOWXUDO VHHVHFWLRQ,,DLQWKLVFKDSWHU 0RUHRYHU
investors in the tourism sector in the Issyk–Kul region face
another type of restriction because recreation facilities and
tourism infrastructure in this region may not be handed over
or transferred to foreign ownership. Instead, they can be
OHDVHGIRUƂ[HGSHULRGVRIWLPHXQGHUDVSHFLƂFSURFHGXUH
established by the Government (see Law on Sustainable
'HYHORSPHQWRI,VV\Nt.XORI 
7KHGHƂQLWLRQRIIRUHLJQLQYHVWPHQWLVQRWKRPRJHQHRXV
in the legislation, which creates confusion. Different
Kyrgyz laws contain a number of discrepancies with regard
WRWKHGHƂQLWLRQRIZKDWFRQVWLWXWHVDqIRUHLJQOHJDOHQWLW\r
Because the meaning of foreign investment varies across
laws and regulations, one and the same company may be
considered a foreign legal entity under one set of norms,
DQGDORFDOLQYHVWRUXQGHUDQRWKHURQH)RUH[DPSOHXQGHU
the terms of the Law on Investments, the foreign ownership
threshold is set at the level of one third of a company’s stock.
%XWDORZHUWKUHVKROGLVGHƂQHGLQWKH/DQG&RGH DUWLFOH 
ZKLFKGHƂQHVIRUHLJQRZQHUVKLSDVLQYROYLQJQRWOHVVWKDQ
} SHU FHQW RI FKDUWHU FDSLWDO This type of inconsistency
KDVDWWLPHVFUHDWHGDQHHGIRUIRUHLJQLQYHVWRUVWRƂQG
ORFDOSDUWQHUVWRIRUPMRLQWYHQWXUHVZLWKWKHRQO\JRDORI
avoiding potential controversies.

b. Treatment and protection
National legislation
Non-discrimination provisions characterize national
legislation on the treatment of investment. Kyrgyzstan
grants non-discriminatory treatment of foreign investors
through the Law on Investments, which mandates that the
Government shall apply to foreign investors the same legal
framework for economic activities that applies to domestic
legal entities (article}   2WKHU ULJKWV RIIHUHG WR IRUHLJQ
investors include freedom of movement in the national
WHUULWRU\ DQG DFFHVV WR JRYHUQPHQW EHQHƂWV7KH FRXQWU\
imposes no exchange restrictions on current transactions,
except for those established for security and technical
UHDVRQV VXFKDVPHDVXUHVDJDLQVWƂQDQFLQJRIWHUURULVP
and money laundering). The Law on Investments equally
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guarantees the absence of restrictions on repatriation of
earnings, capital and capital gains in Kyrgyzstan.
7KH GHƂQLWLRQ RI GLUHFW H[SURSULDWLRQ LV LQ OLQH ZLWK
international practice. With regard to expropriation, the
Law on Investments authorizes it only when it is carried out
in the public interest, on the basis of non-discrimination,
according to due process, and against timely and proper
FRPSHQVDWLRQ IRU UHDO GDPDJH LQFOXGLQJ ORVW SURƂWV
Compensatory payment must be made at fair market
value with interest and denominated in freely convertible
currency. The Constitution also grants the State the right to
nationalize private property and the process is governed in
accordance with the Civil Code 15 of 1996.
Political instability, combined with the loose
enforcement of the law, remains a challenge. Whereas
the existing legislation sets the framework for a rather
liberal investment regime that grants typical standards
of protection to foreign investments, there is concern
among private stakeholders with the de facto stability
and security of existing investments (ADB, 2013). The
Government is deemed to have failed to effectively
protect property from expropriations or illegal seizing by
private groups during times of social upheaval or after
government changes. Also, in the mining sector, the
revocation of a number of licences and recent changes
in the taxation regime after the 2010 revolution raised
concerns about the profitability of investments (see
chapter 2, section II.d). Even though it is unclear whether
expropriations and licence revocations were targeted in
particular at foreign investors, the general situation is
perceived as a deterrent to new investments.
Arbitration is available to investors at the national and
international levels. The Law on Investments provides
investors with access to procedures for dispute settlement.
Although priority is given to consultations and negotiation,
in cases when amicable settlement has not been achieved
DIWHUWKUHHPRQWKVWKHLQYHVWRUKDVWKHULJKWWRHLWKHUƂOH
a claim through domestic courts or to seek international
arbitration in accordance with the rules of the International
Centre for Settlement of Investment Disputes (ICSID) or
the United Nations Commission on International Trade
Law (UNCITRAL). If the path of international arbitration is
FKRVHQSULRUUHFRXUVHWRLQWHUQDOMXGLFLDOSURFHGXUHVLVQRW
necessary. While the existing framework can be interpreted
as a mean to ease the effect of political instability, it may
also expose the country to increased risks of litigation by
investors.

The number of international arbitration cases has
risen since independence$V RI$SULO  DW OHDVW 
investor–State dispute settlement cases have been initiated
by investors before international arbitration tribunals. Each
of these disputes involved breaches of clauses of different
international treaties (see below section on international
investments agreements). Recent litigations involved
disputes over the non-performance of a sale contract of gas
condensate by a State-owned enterprise, the expropriation
of a hotel after the 2005 Tulip Revolution, the nationalization
of the Asia Universal Bank and the revocation of permits in
WKHPLQLQJVHFWRU$VRI$SULO.\UJ\]VWDQZDVIDFLQJ
eight pending international investor–State disputes with
FODLPV DPRXQWLQJ WR QHDUO\ } PLOOLRQ PRUH WKDQ WKH
DYHUDJHDQQXDOLQZDUG)',ƃRZVWRWKHFRXQWU\LQDQ\JLYHQ
\HDUDQGDURXQGRQHWKLUGRIWKHFRXQWU\pV)',VWRFN
In February 2014, the authorities established the
Centre for Legal Representation of the Government to
PDQDJHWKHVLJQLƂFDQWFDVHORDG. The Centre is entrusted
with legal representation of governmental interests before
international courts and tribunals as well as local courts.
In addition, and in accordance with its statutes, the Centre
ensures coordination between State bodies for the effective
resolution of disputes brought against the Government
'HFUHH  RI  6XSSOHPHQW  7KH HVWDEOLVKPHQW RI
WKLVLQVWLWXWLRQPD\GHIHQG6WDWHLQWHUHVWVPRUHHIƂFLHQWO\
and help gather experience in international arbitration
proceedings.

International investment agreements
$VRI}$SULO.\UJ\]VWDQKDGFRQFOXGHG}ELODWHUDO
investment treaties (BITs), 20 of which have entered
into force. International investment agreements (IIAs) are
QHJRWLDWHGE\WKH0LQLVWU\RI)RUHLJQ$IIDLUVLQFRRUGLQDWLRQ




6HHq.\UJ\]VWDQKDVZRQDQRWKHUODZVXLWRQo$VLD8QLYHUVDO
%DQNpr.QHZV'HFHPEHUq0LFKDHO1DGHOKDVORVW
WR WKH *RYHUQPHQW LQ LQWHUQDWLRQDO DUELWUDWLRQr 9HFKHUQL\
%LVKNHN  1RYHPEHU  q.\UJ\] 5HSXEOLF 6HWWOHV %,7
&ODLP ZLWK 8. 0LQHU 2[XVr ,QYHVWPHQW$UELWUDWLRQ 5HSRUWHU
 0D\  q86 >8QLWHG 6WDWHV@ } PLOOLRQ LV FODLPHG
IURP .\UJ\]VWDQ LQ LQWHUQDWLRQDO FRXUWVr 6WDQ 5DGDU
})HEUXDU\,WVKRXOGEHKLJKOLJKWHGWKDWWKHKDQGOLQJ
of ISDS through arbitration has become increasingly costly for
developing countries and those with economies in transition,
both with regards to amounts awarded and costs incurred in
arbitration procedures: the OECD has estimated the average
FRVWRIOHJDOIHHVDQGWULEXQDOH[SHQVHVWREHDERYH}PLOOLRQ
per party per case (Gaukrodger and Gordon, 2012).

7

investment policy review KYRGYZSTAN

ZLWK WKH 0LQLVWU\ RI (FRQRP\7KH *RYHUQPHQW VLJQHG LWV
ƂUVW%,7ZLWK7XUNH\LQDQGLWVPRVWUHFHQWRQHZLWK
/DWYLD LQ  0RVW RI WKH RWKHU WUHDWLHV ZHUH VLJQHG LQ
WKHHDUO\\HDUVRILQGHSHQGHQFH$PRQJPDMRU)',VRXUFH
countries, agreements are in force with China and the United
.LQJGRPDQDJUHHPHQWZDVVLJQHGZLWK.D]DNKVWDQEXWLW
KDGQRWHQWHUHGLQWRIRUFHDVRI0D\
In addition to BITs, Kyrgyzstan is a party to various
plurilateral investment treaties. These include the Energy
&KDUWHU7UHDW\   the Commonwealth of Independent
States (CIS) Convention on Protection of Investor Rights
(1997), the Agreement on promotion and protection of
investment among Economic Cooperation Organization (ECO)
members (2005), the Agreement between member States
of the Eurasian Economic Community (Belarus, Kazakhstan,
.\UJ\]VWDQ WKH 5XVVLDQ )HGHUDWLRQ DQG 7DMLNLVWDQ  RQ
Reciprocal Protection and Promotion of Investments (2008),
among others.5 2WKHU UHOHYDQW LQWHUQDWLRQDO DIƂOLDWLRQV
include Kyrgyzstan’s membership since 1998 in the World
Trade Organization (WTO), the New York Convention on the
5HFRJQLWLRQ DQG (QIRUFHPHQW RI )RUHLJQ $UELWUDO $ZDUGV
DQGWKH0XOWLODWHUDO,QYHVWPHQW*XDUDQWHH$JHQF\ 0,*$ 
Although Kyrgyzstan signed in 1995 the Convention on the
Settlement of Investment Disputes between States and
Nationals of other States (ICSID Convention), it has never
UDWLƂHGLW DOWKRXJKLWKDVVLJQHG%,7VWKDWDOORZIRU,&6,'
DUELWUDWLRQXQGHULWV$GGLWLRQDO)DFLOLW\5XOHV 
Treaty making has resulted in a network of IIAs with
potentially far-reaching investment guarantees.
Kyrgyzstan’s IIA regime offers considerable guarantees to
IRUHLJQLQYHVWRUV)LUVWLQOLQHZLWKWKHQDWLRQDOOHJLVODWLRQ
most of the existing IIAs accord investors and their
investments post-establishment most-favoured-nation and
national treatment. Second, Kyrgyz IIAs generally include
XQTXDOLƂHG IDLUDQGHTXLWDEOHWUHDWPHQW FODXVHV DQG
provisions to protect investors from both direct and indirect
expropriation. Even though the inclusion of these provisions
is common in many treaties, the lack of a common
5
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Kyrgyzstan is also a party to the Partnership and Cooperation
Agreement establishing a partnership between the European
&RPPXQLWLHVDQGWKHLU0HPEHU6WDWHVRIWKH2QH3DUWDQGWKH
.\UJ\]5HSXEOLFRIWKH2WKHU3DUW  DQGWKH)UDPHZRUN
Agreement Between the Government of the United States of
America, the Government of the Republic of Kazakhstan, the
Government of the Kyrgyz Republic, the Government of the
5HSXEOLF RI7DMLNLVWDQ WKH *RYHUQPHQW RI7XUNPHQLVWDQ DQG
the Government of the Republic of Uzbekistan Concerning the
'HYHORSPHQWRI7UDGHDQG,QYHVWPHQW5HODWLRQV  

LQWHUSUHWDWLRQ RI ZKDW qIDLU DQG HTXLWDEOH WUHDWPHQWr DQG
qLQGLUHFWH[SURSULDWLRQrDFWXDOO\LPSO\KDVEHHQWKHVXEMHFW
of much controversy and debate by investment stakeholders
around the globe. It is notable that, unlike emerging practice
LQRWKHUFRXQWULHVQR.\UJ\]%,7XQGHUUHYLHZGHƂQHVWKHVH
terms. Third, so-called umbrella clauses are present in half
of Kyrgyz BITs. Such provisions expand the scope of BITs
by incorporating non-treaty obligations (e.g. contracts) of
the host State into the treaties, which has also contributed
WRDULVHRIFRQƃLFWLQJLQWHUSUHWDWLRQVE\DUELWUDOWULEXQDOV
)LQDOO\ DJUHHPHQWV DUH VXEMHFW WR DXWRPDWLF UHQHZDO DQG
tend to include a survival clause, which effectively lock
in treaty standards for up to 20 years after their eventual
termination, a high limit when compared with international
practice.
Sustainable development considerations have not been
part of current treaty practice. Globally, sustainable
development considerations are increasingly making their
way into the negotiation of investment treaties. Kyrgyzstan’s
existing IIA regime, however, does not yet form part of this
WUHQG)RUH[DPSOHWKHFRXQWU\pV,,$VGRQRWKLJKOLJKWWKH
importance of sustainable development in their preambles,
they do not qualify and circumscribe key obligations (e.g.
like fair and equitable treatment or indirect expropriation),
WKH\ GR QRW FRQWDLQ VHFWRU RU LQGXVWU\VSHFLƂF H[FOXVLRQV
from the treaty scope (e.g. essential social services such
as health or education) and do not include public policy
exceptions (e.g. for the protection of the environment).
The country has limited institutional capacity to
align investment treaty making with the country’s
development goals. Insufficient human resources,
which specifically focus on investment treaty making,
limit the capacity to effectively analyse IIA-related
challenges and design ways to overcome them. This is
even more so given the need for coordination between
ministries on multifaceted matters that involve mining,
environmental and social authorities. The accession
to EAEU and the need to set up a viable investment
attraction strategy will make this challenge even more
urgent (see chapter 2).

Recommendations
Include all entry restrictions on FDI in the Law on
Investments and clarify the mandate of investment
promotion authorities.)XWXUHUHYLVLRQVRIWKLVODZVKRXOG
combine all provisions on key features of the national
regulation for investment. A periodic review should take
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place of the effectiveness of the law and the appropriateness
of existing restrictions to achieve development goals.
)XUWKHUPRUHWKHUHYLVLRQRIWKHODZVKRXOGDOVRLQFRUSRUDWH
the recent approval to set up an investment promotion
agency. In this sense, the Law on Investments should
LQFOXGHVSHFLƂFLQIRUPDWLRQRQWKHPDQGDWHRILQYHVWPHQW
promotion authorities (see chapter 2).
+DUPRQL]H LQYHVWPHQWUHODWHG GHƂQLWLRQV DFURVV DOO
laws and regulations. ,QSDUWLFXODUKDUPRQL]HGGHƂQLWLRQV
will result in more clarity on existing restrictions related to
access to real property for agriculture and tourism activities,
WZR SULRULW\ VHFWRUV LQ WKH *RYHUQPHQWpV VWUDWHJ\ IRU )',
GLYHUVLƂFDWLRQ VHHFKDSWHU 
Consider governance reforms to improve treatment
and protection. Improving governance is a key aspect
in reducing the country’s exposure/vulnerability to claims
by foreign investors. Accordingly, the Government should
ensure that the existing framework of protection for
investors is properly enforced, including by strengthening
WKHORFDOMXGLFLDU\DQGHQDFWLQJOHJLVODWLRQDJDLQVWFRUSRUDWH
UDLGLQJ VHHVHFWLRQ,,JRQDFFHVVWRMXVWLFH 
Improve domestic capacity to manage the IIA regime.
The Government may wish to consider a solid strategy for
future treaty making (see below) and focus on building
DGHTXDWHLQVWLWXWLRQDOFDSDFLWLHVLQWKH0LQLVWU\RI(FRQRP\
DVZHOODVRWKHUDIIHFWHGHQWLWLHV)RUWKLVSXUSRVH81&7$'
could be of assistance in capacity-building and technical
cooperation activities to improve the Government’s IIArelated capacity, including on issues related to newgeneration investment policies.
Adopt an approach to IIA negotiations that is
compatible with sustainable development principles
and the country’s development strategy. The country
could modernize its treaty network with a view to
making it more conducive to sustainable development
goals, fostering coherence between IIAs and other
public policy goals and reducing the State’s exposure to
FRQƃLFWV WKDW PD\ DULVH LQ WKH SURPRWLRQ DQG SURWHFWLRQ
RI OHJLWLPDWH SXEOLFLQWHUHVW REMHFWLYHV $PRQJ RWKHUV
this would require carefully focusing the scope of treaty
DSSOLFDWLRQ GHƂQLQJ DQG FODULI\LQJ NH\ SURYLVLRQV
including public policy exceptions and designing a more
UHƂQHGPHFKDQLVPIRUVHWWOLQJLQYHVWPHQWGLVSXWHV3ROLF\
options contained in the Investment Policy Framework for
Sustainable Development (IPFSD) could be instrumental in
WKLV VWUDWHJ\7KH ,3)6' SURSRVHV DOWHUQDWLYH RSWLRQV IRU

treaty clauses that provide authorities with a broad choice
of options to maximize the sustainable development
EHQHƂWVtDQGPLQLPL]HUHODWHGFKDOOHQJHVtWKDWIRUHLJQ
investment can bring (UNCTAD, 2015). In addition, the
Government could establish a model BIT that would serve
as the basis for future negotiations, promote consultations
with affected stakeholders to ensure thoroughly informed
decision-making and consider seeking UNCTAD assistance
on training and advisory services.
Reduce the country’s exposure to investor–State
dispute settlement. Kyrgyzstan should revisit its system
for settling disputes with foreign investors. This would
include carefully analysing the pros and cons of granting
foreign investors access to international arbitration through
the country’s domestic law and modernizing dispute
settlement provisions in its IIAs based on lessons learned
and international best practices. Strengthening dispute
prevention policies, including by promoting consultation and
investor–State dialogue, is of utmost importance, both at
the domestic and international levels. With regard to IIAs, it
is important to carefully circumscribe the range of disputes
WKDW FDQ EH VXEMHFW WR LQYHVWRUt6WDWH GLVSXWH VHWWOHPHQW
(ISDS) in IIAs and consider the requirement to exhaust local
remedies or improve procedural and institutional aspects of
,6'6$JDLQ,3)6'DQGLWVSDWKVRIUHIRUPIRU,6'6FDQRIIHU
guidance in this regard.6

,, *HQHUDOLQYHVWPHQW
FOLPDWH
a. Company operations and access to land
and real property
Company registration
Standard forms of company registration exist for all
types of business entities. Company registration and
start-up procedures are regulated by Law 57 on State
Registration of Legal Entities, Branches and Subsidiaries of
2009. The main legal forms of business operations available
are as follows: individual ownership, limited liability
company (the most common type, requiring a minimum

6



6HH5HIRUPRIWKH,,$5HJLPH)RXU3DWKVRI$FWLRQDQG$:D\
)RUZDUG81&7$',,$,VVXHV1RWH1R-XQHDYDLODEOHDW
KWWSXQFWDGRUJHQ3XEOLFDWLRQV/LEUDU\ZHEGLDHSFEGB
HQSGIDFFHVVHG0D\
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RI WZR VKDUHKROGHUV  MRLQW VWRFN FRPSDQ\ SDUWQHUVKLS
EUDQFKHVDQGUHSUHVHQWDWLYHRIƂFHVRIIRUHLJQFRPSDQLHV7
The Government has successfully implemented
business facilitation reforms. Businesses that are
established as separate legal entities require registration
ZLWK WKH 0LQLVWU\ RI -XVWLFH WKURXJK D SURFHVV WKDW LV
HVWLPDWHG WR WDNH ƂYH GD\V ,Q  WKH *RYHUQPHQW
cancelled some requirements, such as the need for
notarized signatures of the founders, a minimum stock
FDSLWDO IRU QRQƂQDQFLDO FRPSDQLHV DQG WKH UHTXLUHPHQW
to open a bank account prior to a company’s registration.
As a result, the country has improved its ranking on the
:RUOG %DQN HDVH RI GRLQJ EXVLQHVV IURP  LQ  WR
 LQ  :RUOG %DQN  &KDPEHU RI &RPPHUFH
and Industry and JICA, 2013). A one-stop shop was also
VHW XS DW WKH 0LQLVWU\ RI -XVWLFH WKDW LV PHDQW WR LQWHUDFW
electronically with all agencies involved (i.e. the Social
)XQG WKH 6WDWH 7D[ 6HUYLFH DQG WKH 1DWLRQDO 6WDWLVWLFV 
However, in practice, it is still necessary to register with the
6WDWH7D[6HUYLFHDQGWKH6RFLDO)XQGVHSDUDWHO\EHFDXVH
instructions are still to be enacted by each of these agencies
to make the one-stop shop operational. The only other
procedure involves obtaining permission to issue a seal for
XVHLQRIƂFLDOGRFXPHQWV7KHFRVWLVEHWZHHQVRP
DQGVRP DERXWDQG 8 Another requirement
applies to foreign companies, which is to submit a legalized
excerpt from the State registry of the country of origin
certifying that the company is duly incorporated and in
JRRGVWDQGLQJKRZHYHUWKH*RYHUQPHQWKDVFRQFOXGHGD
number of international treaties that exempt legal entities
that are residents in certain countries from this formality (or
else simplify it) (Chamber of Commerce and Industry and
-,&$/DZRQ6WDWH5HJLVWUDWLRQRI/HJDO(QWLWLHV
of 2009, article 10).

Licences and permits
A reform process is under way to improve business
facilitation. Licensing is regulated by Law 195 on the
Licensing System of 2013. The State policy and coordination
of licensing and permitting activities are under the aegis
RI WKH 0LQLVWU\ RI (FRQRP\ IRU OLFHQFHV LVVXHG E\ WKH
7
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%UDQFKHVRUUHSUHVHQWDWLYHRIƂFHVRIIRUHLJQFRPSDQLHVFDQ
be established without setting up a separate legal entity.
6RPHUHVWULFWLRQVDSSO\DUHSUHVHQWDWLYHRIƂFHLVOLPLWHGWR
only representing the foreign entity, and it may not be licensed
to perform certain activities (WTO, 2013).
7KHDYHUDJHRIƂFLDOQRPLQDOH[FKDQJHUDWHIRUZDVVRP
SHUGROODU VHH,0),QWHUQDWLRQDO)LQDQFLDO6WDWLVWLFV 

environmental authority, see section 2.e in this chapter).
The full list of activities requiring licences and permits is
contained in the Law (articles 15, 16 and 17). The Law has
established a maximum period of up to 30 days for issuing
a licence or refusing a licence application. If a competent
authority has not issued the licence within this given period,
the licence is automatically granted (article 20.5). The law
also provides for conditions for the issuance, suspension or
cancellation of licences and permits, controls and a uniform
procedure for registering sanctions on violation of licensing
requirements. The process has so far reduced the number
RIOLFHQFHVDQGSHUPLWVIURPWR
Reducing the time needed to obtain licences and permits
is also a priority. Recent enterprise surveys have indicated
that obtaining licences and permits is time consuming for
businesses. The proportion of managers’ time spent on
dealing with regulations or with public institutions doubled
IURP } SHU FHQW LQ  WR } SHU FHQW LQ  DQG WKH
average waiting time for operating licences increased
between 2008 and 2013 from 18 to 32 days. This is more
than in other countries of Central and Eastern Europe and
the former Soviet Union (EBRD/World Bank, 2013). As of 1
August 2015, a draft amendment to Law 195 of 2013 had
been proposed to further reduce the number of licensed
activities as well as to introduce an automated information
system of issuing licences online. This system will improve
business facilitation and reduce opportunities for corruption
by eliminating the direct contact between the licensor and
the licensee.
Some bottlenecks remain in the construction sector
with regard to access to electricity. Permitting and
OLFHQVLQJLQWKHFRQVWUXFWLRQVHFWRUKDVEHHQVXEMHFWWRD
PRUH VSHFLƂF UHIRUP ,Q  D RQHVWRS VKRS WR LVVXH
pre-design and building permits was opened by the State
Agency for Architecture and Construction (SAAC). The
reform relieved businesses of the burden of dealing with
multiple State bodies at the stages of obtaining the design
permit, construction licence and occupancy permits. But one
missing link concerns access to electricity. Even though a
business can submit an application for connection to SAAC,
a visit to the electricity distribution company is needed to
ensure that the application is properly processed and to
SD\IRUHQJLQHHULQJVSHFLƂFDWLRQVHUYLFHV,QDGGLWLRQDIWHU
the completion of external connection works, the electrical
installation will have to be inspected by the electricity
distribution company and the State Energy Inspectorate. The
overall procedure is complex and lengthy – about 159 days
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– which leaves ample room for discretionary behaviour and
explains why Kyrgyzstan is ranked 168 of 189 economies
on the ease of getting electricity (World Bank, D 
Indeed, enterprise surveys have also reported increased
bribe expectations during recent years (EBRD/World Bank,
VHHDOVRVHFWLRQ}g of this chapter).

Business inspections
Disruptions linked to business inspections are a
challenge. A survey by the World Bank in 2011 estimated
WKDW VPDOO DQG PHGLXPVL]HG HQWHUSULVHV 60(V  DQG
individual entrepreneurs experienced on average four and
seven inspections per year, respectively, with the average
GXUDWLRQRILQVSHFWLRQVEHLQJVHYHQZRUNLQJGD\VIRU60(V
and one working day for individual entrepreneurs. Overall,
LQVSHFWLRQFRYHUDJHZKLFKZDVDERYH}SHUFHQWRI60(V
in 2001, is higher than in other countries with economies
in transition that have introduced risk–based mechanisms,
VXFK DV %HODUXV DQG 8NUDLQH :RUOG %DQN,)&  
,QVSHFWLRQVFRYHUVXEMHFWVVXFKDVWKHHQYLURQPHQWKHDOWK
labour, competition, taxation, social security and industrial
safety, among others (see also sections c and e of this
chapter) and are carried out by 12 inspectorates. Among
WKHVHYLVLWVE\WKH6WDWH7D[VHUYLFHWKH6RFLDO)XQGWKH
)LUH 6DIHW\$JHQF\ DQG WKH 6DQLWDU\ DQG (SLGHPLRORJLFDO
6HUYLFH DUH UHSRUWHGO\ WKH PRVW FRPPRQ IDFHG E\ ƂUPV
Inspections may be scheduled or unscheduled. Private
sector organizations have noted that disruptions linked
to excessive and unpredictable business inspections are
an area of concern, especially in the garment sector (see
chapter 2).
The Government is moving forward with substantial
reforms to reduce the burden of inspections. Business
inspections are regulated by Law 72 on Procedure for
Conducting Inspections of Business Entities of 2007. A
number of regulations have been adopted recently to
improve this situation. In 2012, risk assessment criteria were
introduced to focus inspections on high-risk companies
and reduce the overall number of inspections. In addition,
the number of agencies authorized to conduct business
inspections were reduced from 21 to 12. These changes
OHGWRDVLJQLƂFDQWGHFUHDVHLQWKHQXPEHURILQVSHFWLRQV
IURP  LQ  WR  LQ   Also, in 2013
the Government introduced a new electronic database
(proverka.kg) thus making the process of scheduling
inspections and risk assessment more transparent (Decree
195 on the Single Automated Database for Inspections of

Business Entities of 2013).9 As of August 2015, the drafting
of a bill containing amendments to Law 72 of 2007 was
started (Bill on Amendments and Additions to the Law on
Procedure for Conducting Inspections of Business Entities),
which contains provisions to further reduce the burden of
inspections. The goal is to eliminate potential corruption
mechanisms and improve harmonization of legislation. The
Bill provides for the exemption of new entrepreneurs from
inspections for three years and a twofold reduction of the
frequency of sanitary epidemiological inspections. It also
sets a one-day limit for post-inspections controls. It should
be noted, however, that regardless of the potential that these
exemptions may have for facilitating company operations,
business inspections serve a public-interest purpose, and
exempting companies from inspections altogether could
create safety risks.

Access to land and real estate
Since independence, the Government has implemented
land reform as an integral part of privatization of
State property initiatives. With the help of international
cooperation agencies (Swedish International Development
Cooperation Agency (SIDA), United States Agency for
International Development (USAID) and the World Bank) legal
amendments and institutional changes were introduced.
Importantly, the land cadastre and land registration
V\VWHPV KDYH EHHQ XQLƂHG VLQFH  XQGHU WKH VLQJOH
State Registration Service (Gosregister). The Department for
Cadastre and Registration of Property Rights is a subdivision
of this service, which maintains the land cadastre, cadastre
mapping, and registration of property rights. As part of the
SULYDWL]DWLRQ SURFHVV WKH /DQG 5HGLVWULEXWLRQ )XQG QRZ
NQRZQDVWKH6WDWH)XQGRI$JULFXOWXUDO/DQGVZDVFUHDWHG
(&(   ,Q WKH FRXUVH RI WKH UHIRUP } SHU FHQW RI
agricultural lands were transferred into private ownership,
DQGWKHUHPDLQLQJ}SHUFHQWZDVDOORFDWHGWRWKH)XQG
for public administration. These lands are intended for a
number of uses: expanding the territory of rural settlements,
setting up agricultural enterprises, leasing to agricultural
producers, making allocation to citizens and other purposes.
7KH)XQGpVODQGVDUH6WDWHSURSHUW\DQGFDQQRWEHVROG /DZ
9



6HH 'HFUHH  RQ &ULWHULD IRU $VVHVVPHQW RI 'HJUHHV RI
Risk in Business Activities of 2012, Decree 166 on the List
of Competent Bodies Entitled to Carry out Inspections of
DQG0LQLVWU\RI(FRQRP\$QDO\WLFDO1RWHRQ&RPSOHWHG
Inspections of Business Entities in 2012, available at: http://
SURYHUNDNJPHGLDXSORDGVILOHVJNRQHZVDQDOL]BSRB
SURYHUNDPBSGIDFFHVVHG0D\
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RQ0DQDJHPHQWRI$JULFXOWXUDO/DQGVRIDUWLFOHV
and 20, and Decree 199 on Strategy for the Use of Lands of
WKH$JULFXOWXUDO/DQG5HGLVWULEXWLRQ)XQGRI 
An automated registration of land plots is operational
and the introduction of new surveying technologies is
under way. Since 2000, the World Bank, in cooperation
with Gosregister, launched the Land and Real Estate
5HJLVWUDWLRQ 3URMHFW /5(53  7KH SURMHFW HVWDEOLVKHG 
ORFDO RIƂFHV DURXQG WKH FRXQWU\ DQG SURYLGHG WKHP ZLWK
WKH QHFHVVDU\ HTXLSPHQW DQG WUDLQLQJ IRU RIƂFLDOV DQG
real estate professionals, and supported the systematic
UHJLVWUDWLRQ RI RYHU } PLOOLRQ ODQG SORWV DQG UHDO HVWDWH
REMHFWV LQ DQ HOHFWURQLF GDWDEDVH7KH DXWRPDWHG V\VWHP
of registration of property rights is operational, and a single
database of real estate has been created. Reforms already
under way include the creation of electronic cadastre maps
and the introduction of new global positioning system (GPS)
technologies in cadastral surveying.10
A well-functioning land market is not yet fully in
place. According to article 35 of the Land Code, it is
possible to transfer land titles (buy, sell and lease) without
authorization by the Government. However, the primary
land market is not fully developed due to a scarcity of
available land plots and high prices.11 In addition, there
are also restrictions on the use of agricultural lands as
FROODWHUDO /DZ RQ 0DQDJHPHQW RI $JULFXOWXUDO /DQGV
article 23), according to which agricultural lands can only
EH SOHGJHG LQ FHUWDLQ EDQNV DQG VSHFLDOL]HG ƂQDQFLDO
institutions. These restrictions prevent development of the
land market. Also, with regard to access to agricultural land,
a moratorium was set up to prevent the transformation of
irrigated agricultural land into other categories of lands
/DZ  RQ WKH 0RUDWRULXP RQ WKH 7UDQVIRUPDWLRQ RI
Irrigated Lands into Other Categories of 2009). The goal
of the Government was to prevent abuses linked to the
construction of private housing on farmlands.
Foreign investors face additional challenges, especially
in the agricultural sector. As mentioned above in section
10

11

12

Department for Cadastre and Registration of Property Rights,
q6HFRQG 3URMHFW RQ /DQG DQG 5HDO (VWDWH 5HJLVWUDWLRQr
DYDLODEOHDWKWWSZZZJRVUHJNJLQGH[SKS"RSWLRQ FRPBFR
QWHQW YLHZ DUWLFOH LG  ,WHPLG  DFFHVVHG RQ  0D\

See the following article: In 2013, a volume of transactions on
WKHUHDOHVWDWHPDUNHWLQ.\UJ\]VWDQDPRXQWHGWRELOOLRQ
 -DQXDU\  DYDLODEOH DW KWWSZZZN\UWDJNJQHZV
GHWDLOSKS",' DFFHVVHG-XQH

I.a, land legislation is unclear with regard to access to
agricultural lands for foreign persons. The Land Code (article
5.1) forbids the provision and the transfer into ownership of
DJULFXOWXUDO ODQG WR IRUHLJQ SHUVRQV7KH ZRUGqSURYLVLRQr
could be interpreted as an outright ban on foreign access to
agricultural land, including leasing. However, the same code
(article 5.3) states that land outside urban settlements can
be provided to foreign persons for temporary use, which
could be interpreted as a temporary leasing right. However,
LW LV QRW VSHFLƂHG WKDW ODQG qRXWVLGH XUEDQ VHWWOHPHQWVr
FRXOG IUHHO\ EH XVHG IRU DJULFXOWXUDO DFWLYLWLHV )LQDOO\ WKH
Regulation on Conditions and Procedure for Leasing Lands of
WKH)DUPODQG5HGLVWULEXWLRQ)XQGDGRSWHGE\WKH5HVROXWLRQ
of the Parliament 1997-III of 2007 states that lands of the
)DUPODQG5HGLVWULEXWLRQ)XQGFDQQRWEHSURYLGHGWRIRUHLJQ
persons (article 6). Thus, the scope of the restriction is not
consistent across the regulations.

Recommendations
Move forward with company operations reforms to
reduce administrative barriers; improve coordination
among Government entities involved in the investment
process, including the following:
• Improve business facilitation through increased
transparency. The Government should consider
introducing further measures to foster transparency,
VXFK DV WKH %XVLQHVV )DFLOLWDWLRQ 3URJUDPPH
of UNCTAD. The programme helps simplifying
administrative procedures based on 10 principles,
which generally allow Governments to reduce the
number of steps and requirements by more than
} SHU FHQW ZLWKRXW FKDQJLQJ WKH ODZV $OVR WKH
UNCTAD web-based tool, eRegulations, can also
help to streamline business processes.
• Work to make the one-stop shop for company
registration under the Ministry of Justice fully
operational. The one-stop shop principle is not
functioning, and there is still a need to register
ZLWKWKH6RFLDO)XQGDQGWKH6WDWH7D[6HUYLFH7R
ensure expediency, all existing regulations should
be brought into conformity with the Law on State
Registration of Legal Entities.
• Simplify procedures for access to electricity. The
procedures for obtaining access to electricity are
burdensome for companies. It is recommended to
reduce the time frames for procedures and enhance
coordination between SAAC and the electricity
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distribution companies so that businesses would
not need to additionally contact the distribution
company at the stage of application for connection.
• Continue reforms to improve access to land. The
*RYHUQPHQWVKRXOGZRUNWRKDUPRQL]HGHƂQLWLRQVLQ
all legislations concerning access to land, land use and
existing restrictions for either ownership or leasing.
It should also clarify provisions regarding access
to land by foreigners in agriculture and specify the
duration of lease periods. Given that the Government
wishes to attract foreign investment in agriculture,
the authorities may consider implementing a land
bank programme to identify land appropriate for
investment, including the possibility of converting
the status of land use to facilitate leasing to
interested investors. As discussed in chapter 2, the
impact of foreign investors in agriculture is related to
the type of development model chosen. UNCTAD and
other international organizations have put together a
set of seven principles for responsible agricultural
investments that respect rights, livelihoods and
resources. They could serve as guidance on this
respect (chapter 2, box 2.1).

b. Taxation
The authorities have set up a competitive tax regime
for foreign companies but that remains burdensome
for SMEs. Overall, the corporate taxation rates are low,
compared with countries at a similar stage of development
(see chapter 2 for sector comparisons). Indeed, the
favourable tax rates have been one of the main drivers
for foreign investment since independence in the views of
many interviewed investors. The taxation regime underwent
a complete overhaul in 2008 with the introduction of the
new tax code that reduced tax rates and increased available
incentives.12 The reform overall eased the burden of
GRLQJ EXVLQHVV WKURXJK VLPSOLƂHG WD[DWLRQ UXOHV DQG LW LV
deemed to also have contributed to higher State revenues.
Nevertheless, it has left in place some serious biases
DJDLQVWGRPHVWLF60(VZKLFKH[SODLQVWKHUHODWLYHO\ODUJH
size of the shadow economy and widespread tax avoidance
and evasion practices.
12

 6HH 7D[ &RGH  RI  HIIHFWLYH  -DQXDU\   0DMRU
changes were the reduction of the number of taxes from 16 to
 WKH ORZHULQJ RI WKH UDWH RI9$7 IURP  WR } SHU FHQW WKH
introduction of a new property tax and a sales tax (the latter
replaced the retail sales tax, the road tax and an emergency fund).

The corporate tax rate is relatively low and accompanied
by generous allowable deductions. The standard
FRUSRUDWH WD[ UDWH LV } SHU FHQW H[FHSW IRU FRPSDQLHV
engaged in mining golden ore, concentrate, alloy and
UHƂQHG JROG DFWLYLWLHV 7KHVH FRPSDQLHV KDYH D VSHFLDO
regime (see chapter 2 section on mining). The tax applies
to the annual aggregate income less allowable deductions.
Taxable income comprises all forms of income from
business activities, plus income from property, dividends,
interest and royalties and subsidies (Tax Code, article 188).
Losses of economic activity can be carried forward for up
WR ƂYH \HDUV IROORZLQJ WKH SHULRG LQ ZKLFK WKH ORVV ZDV
incurred and deducted from taxable income. Losses that
were incurred during the tax period when the taxpayer was
exempt from taxes cannot be carried forward (Tax Code,
article 206).
The value added tax (VAT) rate is relatively low, with
a low company revenue size threshold to qualify for
exemptions. 7KH9$7LVOHYLHGDWWKHUDWHRI}SHUFHQWEXW
numerous exemptions apply (e.g. sale or lease of residential
buildings, agricultural goods and machinery, fertilizers and
YDFFLQDWLRQIRUFDWWOHƂQDQFLDOVHUYLFHVLQVXUDQFHVHUYLFHV
and transportation services). Exports are zero rated. In order
WR FRPSO\ ZLWK WKH9$7 SD\PHQW UXOHV ƂUPV KDYH WR ƂOH
a monthly declaration and the tax must be paid within 25
days after the end of the previous tax period. Interviews
ZLWK 60(V FRQƂUPHG WKDW WKHUH DUH FXPEHUVRPH
DGPLQLVWUDWLYH SURFHGXUHV WR ƂOH WKH9$7 WD[ DQG WKDW WKH
PRQWKO\9$7GHFODUDWLRQVUHPDLQSDUWLFXODUO\EXUGHQVRPH13
It is worth noting that the company revenue size threshold
WR TXDOLI\ IRU 9$7 H[HPSWLRQ ZDV VHW DW VRP } PLOOLRQ D
\HDU DSSUR[LPDWHO\  7D[&RGHDUWLFOH 7KLV
WKUHVKROGZKLFKLVVLJQLƂFDQWO\ORZHUWKDQHTXLYDOHQWRQHV
SUHYDOHQWLQWKH5XVVLDQ)HGHUDWLRQDQG.D]DNKVWDQ DVRI
0DUFK LVGHWULPHQWDOWRWKHHYROXWLRQRIHQWHUSULVHV
– particularly the graduation from individual entrepreneurs
WR60(VtDQGKDVKDGDQHJDWLYHLPSDFWRQSURGXFWLRQDQG
employment creation.
The sales tax overlaps with the VAT on its tax base, but
H[LVWLQJ ƂVFDO FRQVWUDLQWV SUHYHQW D UDSLG SKDVHRXW
13

2Q  $XJXVW  /DZ  RQ $PHQGPHQWV WR WKH 7D[ &RGH ZDV
adopted, which changed the frequency of reporting and payment
of taxes. This reform relieved the burden for small enterprises.
$FFRUGLQJO\IRUƂUPVZLWKDWXUQRYHUXSWRVRP}PLOOLRQSHU\HDU
ERWKUHSRUWLQJDQGSD\PHQWRIWD[HVDUHGRQHRQDTXDUWHUO\EDVLV)RU
PHGLXPVL]HGHQWHUSULVHV WXUQRYHUIURPVRP}PLOOLRQWR}PLOOLRQ 
reporting is done on a quarterly basis and tax payments are monthly.
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During the reform of 2009, the sales tax was put in place
WRFRPSOHPHQWWKH9$7ZLWKUDWHVWKDWYDU\EHWZHHQ}SHU
FHQWDQG}SHUFHQW7KHUHIRUPUHVXOWHGLQDQRYHUODSLQWKH
WD[ EDVH RI WKH9$7 DQG VDOHV WD[ )ROORZLQJ ,QWHUQDWLRQDO
0RQHWDU\ )XQG ,0)  UHFRPPHQGDWLRQV .\UJ\]VWDQ
has committed to gradually phase out the sales tax. An
DGMXVWPHQWRI}SHUFHQWZDVPDGHLQEXWEXGJHW
constraints prevented further reductions (see Law 231
RQ WKH (QWU\ LQWR )RUFH RI WKH7D[ &RGH RI   As of
1 August 2015, the Government has been considering
further amendments to taxation that will provide for
increasing the company revenue size threshold to qualify
IRU 9$7 H[HPSWLRQV WR VRP } PLOOLRQ DQG HOLPLQDWLQJ WKH
sales tax on exports (except for banking, insurance and
telecommunications services).
The tax legislation provides for a number of incentives.
7KH\ DSSO\ HTXDOO\ WR ORFDO DQG IRUHLJQ ƂUPV VXFK DV
9$7 H[HPSWLRQV UHIHUUHG WR DERYH  RU WD[ DOORZDQFHV IRU
UHVHDUFK DQG GHYHORSPHQW 5 '  H[SHQGLWXUHV } SHU
cent) linked to the economic activity of a company (Tax
&RGH DUWLFOH   )XUWKHUPRUH WKH DJULFXOWXUDO VHFWRU
HQMR\VDGGLWLRQDOSUHIHUHQFHVDQXPEHURIIRRGSURFHVVLQJ
companies are exempt from the corporate income tax for
three years (see list in Decree 37 of 25 January 2013). In
addition to free economic zones (see below), the Tax Code
DOVR VHWV RXW ƂYH VSHFLDO WD[ UHJLPHV ZKLFK DUH WDUJHWHG
WR FRPSDQLHV ER[   )LQDOO\ WD[ VWDELOLW\ UHJLPHV DUH
provided in investment and mining legislation. The Law on
Investments (article 2.2) states that in case of amendments
to tax and customs legislation, investors can choose the
more favourable conditions during 10 years from the
beginning of their investment activities. The Tax Code also
provides for the stability of the tax regime for subsoil users,
who are guaranteed against increases in tax rates for up
to 20 years. However, regulations to implement these tax
stability regimes have not yet been enacted.
Transfer pricing provisions are of a limited scope and
there are no explicit anti-avoidance rules. Rules on
transfer pricing are set up in the Tax Code (articles 120–
121). Notably, the internationally recognized best-method
UXOHDQGSURƂWDELOLW\PHWKRGVDUHQRWSDUWRI.\UJ\]VWDQpV
legislation. In addition, the existing rules for application of
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The turnover tax negatively affects the competitiveness of
businesses because the effects are multiplied when goods pass
from one business to another, thus causing distortions to economic
DFWLYLW\ ,0) KDV UHFRPPHQGHG WR JUDGXDOO\ SKDVH LW RXW DQG
FRQVLGHULQJUHSODFLQJLWZLWKLQFUHDVHVLQ9$7UDWHV ,0) 

the available methods are not elaborate: for instance, there is
QRWKUHVKROGIRUWUDQVDFWLRQVVXEMHFWWRPRQLWRULQJ1HLWKHU
does the Tax Code detail the modalities for the monitoring
of transactions or interaction between authorities.15 Thus,
legislation does not effectively protect the country from
aggressive tax planning. As the Kyrgyz economy becomes
more internationalized, the challenge will become more
acute. The Government is aware of these challenges and
WKHFRQFHSWQRWHRQƂVFDOSROLF\IRUtSUHSDUHG
E\WKH0LQLVWU\RI(FRQRP\HQYLVDJHVWKHLPSOHPHQWDWLRQ
of legislative regulation to improve clarity in transfer pricing
rules for transactions between related parties.
,QVXIƂFLHQWFRRUGLQDWLRQDPRQJPLQLVWULHVLQYROYHGLQ
WD[DWLRQLVVXHVSUHYHQWVDQHIƂFLHQWLPSOHPHQWDWLRQRI
ƂVFDOSROLF\After the 2008 amendments to the Tax Code,
reforms aimed at streamlining tax payment procedures,
WD[PRQLWRULQJDQGFRQWUROZHUHLQWURGXFHG7KHHIƂFLHQF\
of these reforms was, however, diluted by the absence
of a holistic national strategy for tax policy. The functions
RI WD[ SROLF\ SODQQLQJ ZHUH WUDQVIHUUHG IURP WKH 0LQLVWU\
RI (FRQRP\ WR WKH 0LQLVWU\ RI )LQDQFH LQ  EXW WKH\
ZHUHWUDQVIHUUHGEDFNWRWKH0LQLVWU\RI(FRQRP\RQH\HDU
later. Tax administration, however, is a responsibility of the
6WDWH7D[6HUYLFHDQLQGHSHQGHQWDJHQF\7KH0LQLVWU\RI
Economy has laid down plans for further reforms, including
DQDVVHVVPHQWRIWKHHIƂFDF\RIH[LVWLQJLQFHQWLYHVFKHPHV
These plans have been included in the concept note on
ƂVFDOSROLF\IRUt
Efforts to further simplify tax payments and reduce
corruption among tax authorities are under way as a key
to combat tax avoidance and evasion. The Government
has made some progress through the introduction of
electronic systems for tax return in two formats: via a third
party (operator company) and the website of the State Tax
6HUYLFH RQO\IRU9$7H[HPSWHQWLWLHV $VRIWKHEHJLQQLQJ
RIWKHVXEPLVVLRQWKURXJKWKHJRYHUQPHQWZHEVLWH
was working in pilot mode and is expected to become
operational during the course of the year. Because the
PDMRULW\ RI WD[SD\HUV XVLQJ HOHFWURQLF VXEPLVVLRQ DUH
60(V WKHVH UHIRUPV VKRXOG IDFLOLWDWH WKH UHJXODUL]DWLRQ
15

According to articles 120–121, the methods used for
determining the market price include the comparable
uncontrolled price, resale price method and cost plus
PHWKRG6HHDOVR3:&7D[&RGH)=RIWKH5XVVLDQ
)HGHUDWLRQRI/DZRIWKH5HSXEOLFRI.D]DNKVWDQ,9
ZRK on Transfer Pricing of 2008 and United States Internal
Revenue Code of 1986.
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Box 1.1. Overview of company taxation in Kyrgyzstan
7KHSULQFLSDOWD[HVDIIHFWLQJFRPSDQLHVDUHWKHFRUSRUDWHLQFRPHWD[9$7VDOHVWD[DQGVRFLDOLQVXUDQFHFRQWULEXWLRQV
There is no net worth tax or separate tax on capital gains.
'HSUHFLDWLRQ RI SURGXFWLYH FDSLWDO DVVHWV LV VXEMHFW WR D VFDOH WKDW UDQJHV DQQXDOO\ IURP } SHU FHQW EXLOGLQJV DQG
FRQVWUXFWLRQVUDLOURDGVHDDQGULYHUWUDQVSRUWHTXLSPHQWIRUWKHHQHUJ\VHFWRU WR}SHUFHQW H[SORUDWLRQZRUNVDQG
OLFHQFHVIRUWKHXVHRIVXEVRLOƂ[HGDVVHWVRIPLQLQJDQGRUPLQLQJSURFHVVLQJHQWHUSULVHV 'HSUHFLDWLRQUDWHVIRUPRWRU
FDUV FRPSXWHUV DQG SKRQHV LV VHW DW } SHU FHQW DQG } SHU FHQW IRU EXVHV WUXFNV DQG VSHFLDO YHKLFOHV LQGXVWULDO
HTXLSPHQWDQGRIƂFHIXUQLWXUH5DWHVIRUDOORWKHUGHSUHFLDEOHDVVHWVQRWLQFOXGHGLQDQ\FDWHJRU\DUHVHWDW}SHUFHQW
7KHZLWKKROGLQJWD[RQLQWHUHVWLV}SHUFHQWEXWVRPHH[HPSWLRQVDSSO\WRWKHLQWHUHVWSDLGWRWKH.\UJ\]6RFLDO)XQG
UHVLGHQWEDQNVDQGUHVLGHQWOHVVRUVXQGHUDƂQDQFLDOOHDVHDJUHHPHQW DUWLFOHVDQG 
7KHUDWHVRIWKHVDOHVWD[DUH}SHUFHQWIRUFRPPHUFLDODFWLYLWLHVDQG}SHUFHQWIRURWKHUDFWLYLWLHV H[FHSWIRUPRELOH
VHUYLFHVWD[HGDW}SHUFHQW )RUWD[SD\HUVZKRDUHQRWVXEMHFWWR9$7WKHUDWHVDUHKLJKHU}SHUFHQWIRUFRPPHUFLDO
DFWLYLWLHVDQG}SHUFHQWIRURWKHUDFWLYLWLHV
7KHUDWHVRIVRFLDOLQVXUDQFHFRQWULEXWLRQVDUHFDOFXODWHGEDVHGRQWKHJURVVSD\RIHDFKKLUHGHPSOR\HH}SHUFHQW
IRUQDWLRQDOHPSOR\HHV}SHUFHQWIRUHPSOR\HHVZLWKGLVDELOLWLHV}SHUFHQWIRUIRUHLJQFLWL]HQVDQGSHUVRQVZLWKRXW
FLWL]HQVKLS /DZRQ5DWHVRI6WDWH6RFLDO,QVXUDQFH&RQWULEXWLRQVRI 
7KHƂVFDO\HDUFRLQFLGHVZLWKWKHFDOHQGDU\HDUEXWWD[SD\PHQWSHULRGVGLIIHUGHSHQGLQJRQWKHWD[DQGFDQYDU\IURP
PRQWKO\ 9$7H[FLVHWD[DQGVDOHVWD[ WRTXDUWHUO\ VLQJOHWD[UHJLPH RUDQQXDO FRUSRUDWHLQFRPHWD[ 7KHWHUPVRI
SD\PHQWDUHDOVRHVWDEOLVKHGIRUHDFKWD[DQGFDQYDU\9$7IRUH[DPSOHPXVWEHSDLGZLWKLQGD\VDIWHUWKHHQGRI
the previous tax period, and corporate income tax shall be paid on a quarterly basis.
,QDGGLWLRQWRIUHHHFRQRPLF]RQHV VHHEHORZ WKH7D[&RGHLQFOXGHVƂYHW\SHVRIVSHFLDOUHJLPHV
Special tax regime

Description

0DQGDWRU\SDWHQWUHJLPH

It applies to 11 types of service providers such as companies providing saunas, billiards and disco clubs.
7KHUHJLPHUHSODFHVWKHFRUSRUDWHLQFRPHWD[VDOHVWD[DQG9$7IRUVXSSOLHV7D[UDWHVUDQJHIURP
som}100 to som}100,000 depending on the service and the number of inhabitants in the locality. Single
payments shall be made before the start of the activity and can run for the periods of 30, 90 or 180 days.
The longer the term of the permit, the more advantageous the tax rate.

9ROXQWDU\SDWHQWUHJLPH

Sole entrepreneurs, engaged in activities included in a list approved by the Government in coordination
with the core committee of the Parliament, have the right to pay tax on the basis of a voluntary patent.
Individuals who pay the voluntary patent tax shall pay the taxes established by the Tax Code, except for
income tax and sales tax.
7D[SD\HUVZLWKKROGIURPSD\UROOHPSOR\HHVDQGSD\DƂ[HGDPRXQWFDOFXODWHGRQWKHEDVLVRIWKH
estimated minimum income (chapter 2, section II.a, for the case of voluntary patents as they apply to
production of garments).

6LPSOLƂHGWD[UHJLPHEDVHG
RQWKHVLQJOHWD[ IRU60(V

7KHUHJLPHIRU60(VDSSOLHVRQO\LIWKHFRPSDQ\KDVQRWUHDFKHGWKHWKUHVKROGIRU9$7DQGLVQRWD9$7
taxpayer (Tax Code, article 359.1). It allows companies to pay a single turnover tax instead of the sales
tax and the corporate income tax. The rate for processing of agricultural goods, industry and commerce
LV}SHUFHQWDQGIRURWKHUW\SHVRIDFWLYLWLHV}SHUFHQW

Contract-based tax regime

(QWHUSULVHVDQGLQGLYLGXDOHQWUHSUHQHXUVFDQSD\WD[HV FRUSRUDWHLQFRPHWD[VDOHVWD[DQG9$7 LQWKHIRUP
RIWKHƂ[HGVXPVGHWHUPLQHGRQWKHEDVLVRIWKHKLJKHVWDQQXDOWD[SD\PHQWVGXULQJWKHSUHYLRXVWKUHH\HDUV
ZLWKDSUHPLXPRI}SHUFHQW7KHFRQWUDFWJUDQWVWKHWD[SD\HUDQH[HPSWLRQIURPRQHSODQQHGDQQXDOWD[
inspection. Currently, very few companies operate under this regime (mainly health resorts).

Tax regime for
high-technology parks

7KHƂUVWKLJKWHFKQRORJ\SDUNVWDUWHGRSHUDWLRQLQDQGVRIDURQO\,7FRPSDQLHVKDYHEHHQ
UHJLVWHUHGWKHUH7KHUHVLGHQWVDUHH[HPSWIURPUHYHQXHWD[VDOHVWD[DQG9$7DQGEHQHƂWIURPD
VSHFLDOLQFRPHWD[UDWHRI}SHUFHQWIRUHPSOR\HHV7KHGLUHFWRUDWHRIWKHSDUNFKDUJHV}SHUFHQWRI
the turnover of the resident companies to provide for the needs of the park.

Source:

7D[&RGHRI HIIHFWLYH-DQXDU\ 
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of companies operating in the informal sector. Another
challenge is linked to bribing and the related harassment in
tax collection which, as it was revealed in several interviews
GXULQJ WKH 81&7$' IDFWƂQGLQJ PLVVLRQ SULPDULO\ WDUJHWV
60(V 7R DGGUHVV WKLV LVVXH WKH 6WDWH 7D[ 6HUYLFH KDV
launched a programme to combat corruption inside the
agency. The programme is based on streamlining the tax
OHJLVODWLRQ VLPSOLI\LQJ WKH ƂOLQJ RI WD[ UHWXUQV UDLVLQJ
awareness among taxpayers of their rights and obligations,
and reducing the instances for direct contacts between tax
RIƂFHUVDQGWD[SD\HUV
,QYHVWRUV LQ WKH IUHH HFRQRPLF ]RQHV EHQHƂW IURP D
generous regime.$VRIWKHUHDUHƂYHIUHHHFRQRPLF
]RQHV )(=V  LQ .\UJ\]VWDQ 7KH ]RQHV LQFOXGH %LVKNHN
ORFDWHG LQ WKH SUR[LPLW\ RI WKH FDSLWDO 0DLPDN RQ WKH
.\UJ\]t.D]DNK ERUGHU 1DU\Q RQ WKH .\UJ\]t&KLQHVH
ERUGHU.DUDNROQHDU,VV\Nt.XO/DNHDQG/HLOHN)(=VKDYH
attracted investment from more than 30 countries. The
ELJJHVWRQHLV%LVKNHNZKLFKDFFRXQWVIRUPRUHWKDQ}SHU
FHQWRIWRWDOLQYHVWPHQWVLQ)(=VRIWKHFRXQWU\ &KDPEHURI
&RPPHUFHDQG,QGXVWU\DQG-,&$ 5HVLGHQWVRI)(=V
are exempt of all taxes, but the sale of goods to the territory
RI.\UJ\]VWDQUHTXLUHVSD\PHQWRI9$7DQGWKH'LUHFWRUDWH
RIHDFK]RQHOHYLHVDIHHUDQJLQJIURP}SHUFHQWWR}SHU
FHQWRIWXUQRYHU /DZRQWKH)(=VRIDUWLFOH $V
is usually the case, mining activities and the production of
JRRGV VXEMHFW WR H[FLVH WD[HV DOFRKROLF GULQNV WREDFFR
FLJDUHWWHVDQGRLO DUHSURKLELWHGLQ)(=V16

Recommendations
Improve transparency in the tax collection system.
7KH LQWHUQDO DQWLFRUUXSWLRQ SURMHFW ZLWKLQ WKH 6WDWH
Tax Service is a positive development and shall be
continued. An external audit of the State Tax Service is
also recommended, for example, by the Anti-corruption
Service under the State Committee for National Security
responsible for implementation of the State Strategy for
Anti-corruption Policy (see section II.h on governance). As
in other countries, the Government could also consider
the adoption of client charters detailing the quality of
WKH VHUYLFHV WR EH H[SHFWHG IURP JRYHUQPHQW RIƂFLDOV
16
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Although in the past it was ambiguous whether the activities
LQ)(=VZHUHUHVWULFWHGWRIRUHLJQFRPSDQLHVWKHQHZODZRQ
)(=RISURYLGHVWKDWRQHRILWVREMHFWLYHVLVDWWUDFWLRQ
of investment in general (i.e. it is not limited to foreign
LQYHVWPHQW 7KH'LUHFWRUDWHRIWKH)(=RI%LVKNHNLQGLFDWHG
WKDWRXWRIDOOWKHFRPSDQLHVUHJLVWHUHGLQWKH)(=RQO\}SHU
cent have foreign capital.

GHDOLQJZLWKWKHSXEOLF 81&7$' )XUWKHUPRUHWKH
LQWURGXFWLRQRIWUDQVSDUHQF\IRFDOSRLQWVLQƂVFDOFROOHFWLRQ
RXWSRVWV LV DQRWKHU ZD\ WR LPSURYH WKH HIƂFLHQF\ RI WKH
tax collection system.
Ease the administrative burden for investors with a
focus on the needs of SMEs and the need to increase
formalization of the shadow economy. The introduction
of electronic submission of tax returns is a welcome step
LQWKHGLUHFWLRQRIVLPSOLƂFDWLRQRIWD[SD\PHQWSURFHGXUHV
DQG WKH SUDFWLFH RI HƂOLQJ VKRXOG EH IXUWKHU SURPRWHG
among taxpayers. With regard to formalization, the need to
DGGUHVVWKHQHHGVRI60(VVKRXOGEHDSULRULW\$VHULHVRI
measures could be considered to reduce the tax burden: for
instance, the authorities may move forward with the reform
to increase the company revenue size threshold to qualify
IRU9$7H[HPSWLRQDQGFRQVLGHUH[WHQGLQJWKHDSSOLFDWLRQ
RI WKH VLPSOLƂHG WD[ UHJLPH EDVHG RQ WKH VLQJOH WD[ WR
DFWLYLWLHVWKDWDUHFXUUHQWO\H[HPSWIURP9$7,QWXUQVRPH
9$7H[HPSWLRQVFRXOGEHHOLPLQDWHG RUWKHSKDVLQJRXWRI
the sales tax extended over time) to account for related lost
revenues.
Streamline the incentives in the form of tax exemptions.
Kyrgyzstan has extensively used tax incentives to attract
investors. However, a large number of incentives create
an additional administrative burden for the tax authorities.
In particular, the authorities might consider abolishing
the contract-based special tax regime which is currently
XVHGE\IHZWD[SD\HUV$ODUJHQXPEHURI9$7H[HPSWLRQV
eroding the tax base should also be avoided. With regard
to free economic zones, the Government may consider the
possibility of gradually transforming them into multiplefacility zones relying on the quality of infrastructure and
investment facilitation rather than on tax incentives. This
would contribute to reducing the risks of enclave effects
and support the strategy to promote local linkages through
)',GLYHUVLƂFDWLRQ VHHFKDSWHU 
Improve transfer pricing rules. With the entry of new
foreign investors into the market, opportunities for tax
engineering are also likely to increase. Thus, it is advisable
for Kyrgyzstan to consider adopting precise transfer pricing
and anti-avoidance rules in line with international best
practices.

c. Labour
Overall, Kyrgyzstan has adopted labour legislation that
balances the rights of the employer and the employee,
ZKLOHSUHVHUYLQJODERXUPDUNHWƃH[LELOLW\ Labour Code
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 RI  VHWV WKH EDVLF OHJDO IUDPHZRUN IRU ODERXU
regulations. In addition, labour relations are regulated by
Law 167 on Labour Protection of 2003 and Law 30 on Trade
Unions of 1998. With regard to international commitments,
.\UJ\]VWDQ KDV UDWLƂHG WKH  FRUH ,QWHUQDWLRQDO /DERXU
2UJDQL]DWLRQ ,/2  FRQYHQWLRQV DQG  WHFKQLFDO ,/2
conventions.17 The Labour Code stipulates that the terms of
employment be determined through employment contracts.
/HJLVODWLRQ GLVWLQJXLVKHV EHWZHHQ Ƃ[HGWHUP FRQWUDFWV
ZLWK GXUDWLRQ RI QR ORQJHU WKDQ ƂYH \HDUV  DQG FRQWUDFWV
RI LQGHƂQLWH WHUP 3UREDWLRQDU\ SHULRGV DUH DOVR SRVVLEOH
and may not exceed three months for all workers and six
months for high-level managers (Labour Code, articles 55
and 62). Severance payments can vary between one and
two monthly wages, which is low by international standards
for senior employees. If termination is linked to poor
performance, compensation is not mandatory (article 86).
In addition, in cases of dismissals for economic reasons,
workers are entitled to an additional three month wages
RI UHGXQGDQF\ SD\PHQWV GXULQJ WKH SHULRG RI MRE VHDUFK
provided they register within 10 working days after
GLVPLVVDODVMREVHHNHUVZLWKWKH6WDWHHPSOR\PHQWVHUYLFH
(article 87).
The collective agreement bargaining system is
comprehensive, but does not cover minimum wage
negotiations. Besides legislation and contracts, labour
relations are regulated by collective agreements concluded
by the representatives of the employer and employees
(usually trade unions). Collective agreements may include
provisions on remuneration, pensions, additional payments,
safety rules, strikes, working hours and health care. Law
 RQ WKH 0LQLPXP :DJH RI  VWLSXODWHV WKDW WKH
minimum wage is set on the annual budget with a view
to gradually increasing it in line with the cost of living.
Importantly, the Government determines the level of the
minimum wage unilaterally, without consultations with the
trade unions or employers. This procedure is not in line with
,/20LQLPXP:DJH)L[LQJ&RQYHQWLRQ1RZKLFKKDV
EHHQ UDWLƂHG E\ .\UJ\]VWDQ ,Q DGGLWLRQ WKH /DERXU &RGH
provides that the minimum wage as set by law cannot be
lower than the minimum cost of living rate in Kyrgyzstan
DUWLFOH   ,Q UHDOLW\ KRZHYHU WKH ODWHVW *RYHUQPHQW
EXGJHW VHWV D PLQLPXP ZDJH IRU  DPRXQWLQJ WR D
monthly salary of som} DERXW ZKLFKLVƂYHWLPHV
17

 ,/25DWLƂFDWLRQVIRU.\UJ\]VWDQDYDLODEOHDWKWWSZZZLOR
RUJG\QQRUPOH[HQI"S 123B
&28175<B,'DFFHVVHG0D\

lower than the minimum cost of living rate (som}DVRI
WKHƂUVWTXDUWHURI 18
A limitation on workers’ right to strike is in force,
which is not in line with Kyrgyzstan’s international
commitments. The Labour Code provides for mechanisms
of dispute settlement. Individual disputes can be settled,
according to the employee’s preference, either by having
recourse to internal commissions set up within companies,
ƂOLQJ FODLPV DW WKH 6WDWH ,QVSHFWRUDWH IRU (FRORJLFDO
and Technical Safety (SIETS) or using the Court system.
Resolution of collective disputes should go through a
number of steps, which include a conciliation procedure
between the trade union and the employer and mediation
involving a third party (if conciliation fails). Under article
30 of the Constitution, workers are guaranteed the right to
strike in the following cases: if conciliation procedures do not
resolve the dispute, if the employer avoids conciliation, or if
the employer does not comply with the reached agreement.
7KHULJKWWRVWULNHLVKRZHYHUVXEMHFWWRFHUWDLQOLPLWDWLRQV
strikes are prohibited in railway and water transport, civil
aviation and communication services, the stoppage of which
is deemed to cause hazardous consequences. However,
these services are not considered essential services
DFFRUGLQJWRWKHLQWHUQDWLRQDOO\UHFRJQL]HGGHƂQLWLRQRIWKH
term.192YHUDOOWKHUHDUHQRRIƂFLDOVWDWLVWLFVRQWKHQXPEHU
RIVWULNHVEXWWKH\DUHFRPPRQ)RULQVWDQFHDFFRUGLQJWR
information gathered in interviews, the trade unions of the
mining sector exercised their right to strike in 2006, 2010
and 2012, where disputes related mostly to remuneration,
social insurance contributions and additional payments.
,QVXIƂFLHQW VXSSO\ RI VNLOOHG ODERXU KDPSHUV WKH
country’s capacity to grow and diversify. According
WR VRPH VWXGLHV } SHU FHQW RI WKH XQHPSOR\HG FDQQRW
ƂQG D MRE EHFDXVH WKHLU SURIHVVLRQ LV QRW LQ GHPDQG D
sign of mismatch between the education system and the
labour market.20 Interviews with stakeholders during the
81&7$'IDFWƂQGLQJPLVVLRQUHYHDOHGDOLVWRIVNLOOVUHODWHG
18

 /DZ  RQ WKH 5HSXEOLFDQ %XGJHW RI  DUWLFOH} 
1DWLRQDO6WDWLVWLFDO&RPPLWWHH0LQLPXPFRVWRIOLYLQJ
for main social and demographic groups of population as
RIWKHƂUVWTXDUWHURI$SULODYDLODEOHDWKWWSVWDW
NJLPDJHVVWRULHVGRFV([SUHVV8URYHQ30SURM
PLQLPTSGIDFFHVVHG0D\
19
 ,/2  6XEVWDQWLYH SURYLVLRQV RI ODERXU OHJLVODWLRQ
}-DQXDU\DYDLODEOHDWZZZLORRUJOHJDF\HQJOLVKGLDORJXH
LISGLDOOOJQRIUDPHVFKKWPDFFHVVHG0D\
20
 .\UJ\]VWDQ KDV D \RXQJ ODERXU IRUFH HYHU\ \HDU 
JUDGXDWHVMRLQWKHZRUNIRUFH 81'3E 
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concerns in key economic sectors such as mining, tourism,
garments and textiles (see chapter 2).21 )XUWKHUPRUH WKH
gradual deterioration of the quality of education adds to the
SUREOHP0DQ\SURJUDPPHVDUHRXWGDWHGDQGGRQRWPHHW
the requirements of the market. Other challenges relate to
WKHDEVHQFHRIDXQLƂHGQDWLRQDOTXDOLƂFDWLRQIUDPHZRUN
The Government has recently created new institutional
PHFKDQLVPV WR LQYROYH WKH SULYDWH VHFWRU LQ GHƂQLQJ WKH
standards of training programmes. However, trade unions
DQG60(VUHPDLQXQGHUUHSUHVHQWHGLQWKHVHSURFHVVHV22
Child labour and gender disparity at the workplace
remain a pressing social challenge. The Kyrgyz
Constitution bans the use of child labour, and the Labour
Code allows for employment starting only from the age of
+RZHYHULQDURXQGFKLOGUHQZHUHZRUNLQJ
LQ .\UJ\]VWDQ DFFRUGLQJ WR RIƂFLDO HVWLPDWHV23 The types
of work they performed range from loading and sweeping
to car washing. Some of the most alarming cases involve
coal mining and scavenging scrap metal from uranium
ZDVWHGXPSV$SDUWLFXODUO\GLIƂFXOWDUHDIRUWKHSROLFHWR
monitor is agriculture, where it is not always clear whether
children perform the task of their parents or they routinely
work as employees.$OWKRXJK.\UJ\]VWDQKDVUDWLƂHGNH\
international instruments banning the use of child labour,
implementation has lagged. The Government is aware of
WKLVUHFHQWO\WKH0LQLVWU\RI6RFLDO'HYHORSPHQWZLWKWKH

support of ILO, launched a study on the incidence of child
labour, which is scheduled to be completed by 2015.25
Kyrgyzstan passed Law 184 on State Guarantees of Equal
Rights and Equal Opportunities for Men and Women of
2008, which seeks to achieve equal treatment in the
workplace. These efforts have contributed to reducing the
OHYHOVRIJHQGHULQHTXDOLWLHVEXWZRPHQVWLOOGRQRWHQMR\
equal pay and career opportunities. As of 2012, although
WKHQXPEHURIIHPDOHZRUNHUVDPRXQWHGWR}SHUFHQWRI
WKHODERXUIRUFHRQO\}SHUFHQWRIPDQDJHULDOSRVLWLRQV
were held by women. Also, wages of female workers reach
RQO\}SHUFHQWRIZDJHVSDLGWRPDOHZRUNHUV 1DWLRQDO
6WDWLVWLFV2IƂFH 
Finally, corporate social responsibility (CSR) initiatives,
including the avoidance of corrupt business practices,
are at a very early phase of development. Largescale companies in the gold mining subsector, mobile
FRPPXQLFDWLRQ VHUYLFHV DQG ƂQDQFLDO VHUYLFHV UHFRJQL]H
the important role of CSR. However, social responsibility
practices are underdeveloped in small and mediumVL]HG EXVLQHVVHV7KH SUDFWLFH RI GLVFORVLQJ QRQƂQDQFLDO
information and publishing CSR reports is not yet common.
Recently, the International Business Council (IBC) set up a
CSR committee to address this challenge, which is a sign
of growing awareness among private sector stakeholders.26

Recommendations
21

22

Information is based on interviews with employers and trade unions
,/2*RYHUQPHQWRI.\UJ\]VWDQ 

 9RFDWLRQDO LQVWLWXWLRQV RIIHU WUDLQLQJ IRU DSSUR[LPDWHO\ 
professions. The system of vocational education is divided
into three categories (primary, secondary and higher).
Primary vocational education is within the competence of
WKH6WDWH$JHQF\IRU9RFDWLRQDO(GXFDWLRQXQGHUWKH0LQLVWU\
IRU /DERXU (PSOR\PHQW DQG 0LJUDWLRQ ZKLFK RYHUVHHV 
training institutions. The other two categories are regulated
DQGDGPLQLVWHUHGE\WKH0LQLVWU\RI(GXFDWLRQDQG6FLHQFH
RYHUVHHLQJWUDLQLQJLQVWLWXWLRQV 0LQLVWU\RI(GXFDWLRQDQG
6FLHQFH 3ULPDU\ 9RFDWLRQDO (GXFDWLRQ DYDLODEOH DW KWWS
edu.gov.kg/en/obrazovanie/nachalnoe-professionalnoeREUD]RYDQLHKWPO *RYHUQPHQW RI .\UJ\]VWDQ  2(&'
2012a).
23
Strategy for Development of Social Protection of Population
IRUt

Perseverance and child labour win all? Word of Kyrgyzstan,
20 November 2013, available at http://slovo.kg/?p=27559,
DFFHVVHG0D\&KLOGODERXU,QWREDFFRVODYHU\0DUFK
DYDLODEOHDWKWWSZZZNJRUJFRPPXQLW\
GHWVNLMWUXGYWDEDFKQRPUDEVWYHKHOOLSQEVSKWPO DFFHVVHG
0D\
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Set up regular consultations between the Government,
trade unions and employers associations to improve
labour market conditions. Such consultations should
25

26

Problem of child labour to be examined in Kyrgyzstan, Tushtuk,
-DQXDU\
See Open Kyrgyzstan interview with Asel Arstanbekova,
Director of CSR Business Network, available at www.csrkz.
org/en/csr-practice/interview-with-an-expert/120-corporatesocial-responsibility-just-a-show-or-the-reality.html; IBC,
Members of IBC attended training course entitled “Non¿QDQFLDOUHSRUWLQJIURPGHFLVLRQWRSXEOLFDWLRQ´ZKLFKWRRN
place in Bishkek on 10 April 2014 available at www.ibc.
NJLQGH[SKS"RSWLRQ FRPBN YLHZ LWHP LG ɱɥɟɧɵ
ɦɟɠɞɭɧɚɪɨɞɧɨɝɨɞɟɥɨɜɨɝɨɫɨɜɟɬɚɩɪɨɲɥɢɨɛɭɱɟɧɢɟ
ɧɚɬɟɦɭɧɟɮɢɧɚɧɫɨɜɚɹɨɬɱɟɬɧɨɫɬɶɨɬɪɟɲɟɧɢɹɞɨ
ɩɭɛɥɢɤɚɰɢɢɤɨɬɨɪɵɣɩɪɨɲɟɥɜɛɢɲɤɟɤɟɚɩɪɟɥɹ
2014&Itemid=1; Interview of IBC Executive Director
Aktilek Tungatarov for CSR Central Asia, 15 April
2014, available at www.ibc.kg/index.php?option=com_
N YLHZ LWHP LG ɢɧɬɟɪɜɶɸɢɫɩɨɥɧɢɬɟɥɶɧɨɝɨ
ɞɢɪɟɤɬɨɪɚɦɞɫɞɥɹɩɨɪɬɚɥɚFVUFHQWUDODVLD ,WHPLG 
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be the norm, for instance in the process of setting the
minimum wage.
The authorities should aim to better align university
education and vocational training with labour market
needs. To do so, development of curricula should include
consultations with the private sector and trade unions.
9RFDWLRQDO VFKRROV VKRXOG DOVR KDYH VXIƂFLHQW ƃH[LELOLW\
to adapt part of their curricula independently to respond
to changing market circumstances. The Government may
also consider putting in place monitoring and evaluation
mechanisms such as tracer studies to know where
JUDGXDWHVƂQGHPSOR\PHQWDQGZKLFKVNLOOVWKH\XVHPRVW
RQWKHMRE27
Increase efforts to harmonize the implementation
of legislation with ILO standards, improve statistics
collection (e.g. on strikes), and address pressing
social challenges concerning child labour and gender
equality. Reviewing the limitations on the right to strike so
DVWREULQJOHJLVODWLRQLQOLQHZLWKWKH)UHHGRPRI$VVRFLDWLRQ
and Protection of the Right to Organize Convention should
be considered. The Government should also take action to
implement policies to reduce the incidence of child labour
and promote gender equality at the workplace in line with
the existing international commitments, and to mainstream
the use of CSR practices by the private sector, including
labour and workplace safety standards.

d. Employment of non-residents
There is a quota system for non-resident workers,
which is allocated without transparency. Employment of
foreigners (by both local and foreign-owned companies) is
UHJXODWHGE\/DZRQ([WHUQDO/DERXU0LJUDWLRQRI
and Regulation 639 on Procedure of the Labour Activity
E\ )RUHLJQ &LWL]HQV RI $ FRPSDQ\ FDQ RQO\ HPSOR\
foreign nationals if the employer has obtained a permit
to hire foreign workers from the Kyrgyz authorities. The
issuance of permits is limited by annual quotas. The actual
TXRWDLVGHWHUPLQHGE\WKH0LQLVWU\RI/DERXULQFRQVXOWDWLRQ
ZLWKWKH0LQLVWU\RI(FRQRP\DQGWKH0LQLVWU\RI(QHUJ\DQG
,QGXVWU\ WKH\ DUH DOORFDWHG E\ HFRQRPLF VHFWRU DQG FDQ
YDU\E\UHJLRQ7KHUHLVQRRIƂFLDOO\SXEOLVKHGPHWKRGRORJ\
to determine the size of the quota, nor are private
stakeholders (i.e. business associations, trade unions)
LQYROYHGLQWKHRYHUDOOSURFHVVRITXRWDVHWWLQJ)RU
27

 )RUDEURDGHUGLVFXVVLRQVHH$'%2(&'DDQG
Cedefop, 2009.

the Government set a quota for foreign workers amounting
to 12,990 people.287KH0LQLVWU\RI/DERXU0LJUDWLRQDQG
Youth has the prerogative to redistribute the quota between
the regions and sectors throughout the course of each
JLYHQ\HDU,IWKHTXRWDIRUDVSHFLƂFUHJLRQLQWKHFRXQWU\
is exhausted, employers need to negotiate informally to
persuade the authorities to redistribute the quota.29
The application process for permits is burdensome
and not always consistent. Individual work permits are
needed for each worker and are awarded on a case-bycase basis. The decisions on the granting of permits are
made by an interdepartmental commission consisting of
UHSUHVHQWDWLYHV RI WKH 0LQLVWU\ RI /DERXU WKH 0LQLVWU\ RI
(FRQRP\WKH6WDWH6HFXULW\6HUYLFHWKH0LQLVWU\RI,QWHUQDO
$IIDLUVDQGWKH0LQLVWU\RI)RUHLJQ$IIDLUV3HUPLWVDUHLVVXHG
E\ WKH 0LQLVWU\ RI /DERXU 0LJUDWLRQ DQG<RXWK$FFRUGLQJ
to the Regulation on Procedure of the Labour Activity by
)RUHLJQ&LWL]HQVWKHH[SHFWHGWLPHIRULVVXDQFHRISHUPLWV
should not exceed 35 days for employers and 15 days for
a foreign employee (items 11 and 29). In order to employ
a foreigner, the employer must provide evidence that the
FRPSDQ\pVQHHGRIVNLOOVFDQQRWEHVDWLVƂHGE\HPSOR\LQJ
Kyrgyz nationals. Even though authorities give preference
to issuing permits for highly skilled workers, this is not
explicitly mentioned in the legislation. Permits are issued
normally for the period of one year and can be renewed.
+RZHYHUIRUORZTXDOLƂHGZRUNHUVDQGVROHHQWUHSUHQHXUV
the total period of stay in Kyrgyzstan is limited to two and
three years, respectively (item 19). Interviewed stakeholders
noted that the application process was burdensome. Indeed,
the list of required documents is not publicly available, and
in practice, authorities can request additional documents,
which may delay the overall process. As a result, investors
sometimes resort to informal hiring of foreign workers with
short-term tourist visas.
Although a fast-track application process for large
investors is in place, it does not include key managers
or board members. The Government has set up a special
28

The quota was distributed between regions and six
economic sectors as follows: (a) industry and construction
} ZRUNHUV  E  DJULFXOWXUH IRUHVWU\ DQG SURFHVVLQJ
LQGXVWU\ ZRUNHUV  F WUDQVSRUWFRPPXQLFDWLRQPLQLQJ
}ZRUNHUV  G WUDGLQJDFWLYLWLHVWKHVHUYLFHVHFWRUDQG
FDWHULQJ }ZRUNHUV  H KHDOWKFDUHHGXFDWLRQVFLHQFH
FXOWXUH DQG DUW } ZRUNHUV  DQG I  WKH EDQNLQJ VHFWRU
LQVXUDQFHDQGƂQDQFLDOVHUYLFHV }ZRUNHUV 
29
 'HFUHHRQWKH4XRWDRQ:RUNIRUFH0LJUDWLRQRI
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DSSOLFDWLRQ V\VWHP WKDW JUDQWV VLPSOLƂHG HQWU\ IRU ODUJH
foreign investors through the issuance of investment visas.
$FFRUGLQJO\LQYHVWRUVZKRLQYHVWPRUHWKDQDQG
have spent more than one year in Kyrgyzstan have the
ULJKWWRDSSO\IRUDYLVDZKLFKLVYDOLGIRUƂYH\HDUV7KLV
investment visa is issued individually and entitles the holder
to multiple entries for business management activities.30

Recommendations
Substitute the existing quota system by a scarce-skillslist approach. The existing legislation fails to prioritize
economic sectors where foreign skills are more urgently
needed. Importantly, there are serious skills shortages in
certain sectors, such as the textile industry and mining (see
chapter 2). While preserving employment opportunities for
nationals, Kyrgyzstan should ensure that companies are
able to attract foreign skills that are scarce on the local
labour market. A number of measures are advisable: the
0LQLVWU\RI/DERXUFRXOGGHWHUPLQHWKHDQQXDOQXPEHURI
foreign workers on the scarce-skills list. A periodic survey of
business and labour representatives could be conducted in
order to draft such a list. The list could determine categories
RIZRUNHUVZKRFDQEHJUDQWHGSHUPLWVVXEMHFWWRHFRQRPLF
needs and allow for a fast-track application process.
Improve transparency of the application process and
allocation of the quota. An exhaustive list of documents
necessary for the application for permits should be
published, and the government should refrain from resorting
to ad hoc requests for information. Efforts should be made
to reduce time frames and discretionary elements in the
allocation of quotas and granting of permits as well as on
any exceptions that may apply. Extending the provision of
fast-track applications may be considered to include not
only the investor, but also key management positions and/
RUXSWRWKUHHERDUGPHPEHUVRIWKHVDPHƂUP
In the long term, consider establishing a skills-attraction
programme. The programme could aim to attract new
entrepreneurs to settle in Kyrgyzstan and invest in new
businesses or in the development of existing businesses,
DV ZHOO DV VNLOOHG ZRUNHUV LQ WKRVH DUHDV LGHQWLƂHG DV
being in short supply. The programme could also include
training requirements or other measures to ensure the
transfer of skills to the local labour force. The existence
30

 0LQLVWU\ RI (FRQRP\  ,QYHVWPHQW YLVD  6HSWHPEHU
DYDLODEOHDWZZZPLQHFRQRPNJLQGH[SKS"RSWLRQ FRPBFRQ
tent&view=article&id=2056&Itemid=722&lang=ru, accessed
}0D\
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of a large diaspora of Kyrgyz families living in former CIS
countries could provide ample opportunities for such an
initiative. UNCTAD has assisted developing countries, such
as Rwanda, with this type of initiative (UNCTAD, 2006),
which can build on successful experiences in advanced
industrialized countries such as Australia or Canada.

e. Environment
Kyrgyzstan’s natural environment, known for its
mountainous landscape and the second-largest
VDOLQHODNHLQWKHZRUOGLVFXUUHQWO\IDFLQJVLJQLƂFDQW
challenges. These include overgrazing of pastureland
DQG VRLO HURVLRQ FOLPDWH FKDQJH DQG WKH UHODWHG PHOWLQJ
RI JODFLHUV DQG HQYLURQPHQWDOO\ XQVXVWDLQDEOH PLQLQJ
practices. In particular, mills and tailing ponds left behind
after the shutdown of the mining operations – both during
and after the Soviet period – pose a considerable hazard
to the environment. Development of hydropower has
DOVR FDXVHG D QXPEHU RI SUREOHPV VXFK DV ƃRRGLQJ RI
agricultural lands below reservoirs of the plants.
Overall, the legal framework for the environment is
fragmented and comprises more than 150 regulations
with some of them dating back to the Soviet period.
The basic law regulating the environment is Law 53 on
Environmental Protection of 1999. Other important pieces
RI OHJLVODWLRQ LQFOXGH /DZ  RQ (QYLURQPHQWDO 5HYLHZ
RI  WKH /DQG &RGH WKH )RUHVWU\ &RGH DQG WKH:DWHU
Code. An initiative to rationalize environmental legislation by
the introduction of the Environment Code in 2009 was not
approved. However, Kyrgyzstan has partially modernized
its environmental legislation with the adoption of Law 160
on Subsoil of 2012, Law 195 on the Licensing-permitting
System of 2013 and other regulations. The Law on
Environmental Protection establishes the main environmental
requirements for companies operating in the country, such as
the State environmental review (SER), environmental impact
assessment (EIA) and waste-management requirements. The
law requires compulsory insurance for the types of activities
WKDW DUH GDQJHURXV IRU WKH HQYLURQPHQW ,W DOVR VXEMHFWV
companies to environmental audit and control.
A fragmented permitting system combined with
short-term validity is expensive for companies and
creates administrative burdens to the State agencies
involved. The State Agency for Environmental Protection
DQG)RUHVWU\ 6$(3) LVLQFKDUJHRILVVXLQJHQYLURQPHQWDO
licences and permits. It also assesses EIAs within the
IUDPHZRUNRI6(5V VHHEHORZ 6$(3)LVVXHVWKUHHW\SHV
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of licences: for hunting birds and fowling, for recycling of
toxic wastes (including radioactive) and for transportation of
toxic wastes (including radioactive) as well as a number of
HQYLURQPHQWDOSHUPLWVEXWSHUPLWVIRUWUDGHDFWLYLWLHV VXFK
as the exportation of used tyres and exportation/importation
of plants and animals) are issued via the electronic single
window (see section II.f on trade facilitation). Licences
are granted for periods of not less than two years, and
permits are valid for one year. In contrast, in countries of the
Organization for Economic Cooperation and Development
(OECD), environmental permit validity can vary between
 DQG  \HDUV DQG FDQ UHPDLQ LQ IRUFH XQOHVV VSHFLƂF
incidents trigger a revision (OECD, 2007). Long validity
periods simplify the permitting system and reduce the
administrative burden on both the Government and industry.
In Kyrgyzstan, the relatively short validity period for permits
SXWV DQ DGPLQLVWUDWLYH EXUGHQ RQ 6$(3) DQG WKH SULYDWH
sector. Another peculiarity of the existing permitting system
is that pollution is not considered holistically as affecting
the ecosystem. As a result, separate permits are issued
to authorize pollution of water, atmosphere and soil up to
acceptable levels. International trends indicate, however,
that pollution of various media should be considered
holistically to take into account cross-media transfer of
SROOXWDQWV 2(&'($37DVN)RUFH6$(3) 
A mandatory system of environmental permitting is in
place, but it does not discriminate between levels of
potential environmental damage. State environmental
reviews are conducted by the Government and are
PDQGDWRU\EHIRUHWKHVWDUWRILPSOHPHQWDWLRQRIDQ\SURMHFW
that affects the environment (Law on Environmental Review,
DUWLFOHVDQG 6XFKUHYLHZVVKRXOGQRWWDNHPRUHWKDQ
WKUHHPRQWKVWREHƂQDOL]HG,QDGGLWLRQWKHUHLVDOLVWRIRYHU
20 activities for which an EIA, conducted by the company,
is also mandatory before a review can be completed. The
results of the EIA are to be assessed as part of the review
WRGHWHUPLQHWKHƂQDODXWKRUL]DWLRQ VHH*HQHUDO7HFKQLFDO
Regulation 151 for Ensuring Environmental Safety in the
Kyrgyz Republic of 2009). The cost of undertaking EIAs is
ERUQHE\WKHFRPSDQLHVUHTXLULQJSURMHFWDSSURYDO)RUDOO
other activities for which EIA is not mandatory, a company
KDVVWLOOWRFRQVXOWZLWK6$(3)WRGHFLGHZKHWKHUVRPHIRUP
of impact study may be required. Notably, the instructions
on EIA procedures of 1997 were repealed in 2009, and new
instructions have yet to be adopted by the Government.
This situation creates uncertainty for companies about
how to conduct EIAs and about the prospects of ultimate
SURMHFW DSSURYDO 2YHUDOO WKH H[LVWLQJ OHJDO IUDPHZRUN

seems to be too restrictive and burdensome for both
companies and the State. As a result, compliance with
environmental performance requirements has also been
unsatisfactory. Some mining companies managed to start
operation in the 1990s without having carried out an EIA,
and only later did the State Inspectorate for Ecological and
Technical Safety (SIETS) intervene to enforce the law. A
more common approach for environmental permitting is to
FODVVLI\SURMHFWVE\WKHULVNVLQYROYHGZKLFKZLOOGHWHUPLQH
the type of required assessment (e.g. full, partial or none),
depending on the size and potential environmental impact
RI LQGLYLGXDO SURMHFWV 'LIIHUHQW W\SHV RI LPSDFW FDWHJRU\
LH VLJQLƂFDQW LPSDFW OLPLWHG LPSDFW QR LPSDFW  ZLOO
determine the extent of the study to be undertaken and
should result in streamlined procedures that can be applied
more consistently (UNCTAD, 2010).
A scattered monitoring of environmental performance
DPRQJGLIIHUHQW6WDWHDJHQFLHVKDVOHGWRLQHIƂFLHQFLHV
0RQLWRULQJHQYLURQPHQWDOSHUIRUPDQFHLVVFDWWHUHGDPRQJ
D QXPEHU RI DJHQFLHV LQFOXGLQJ 6$(3) WKH 0LQLVWU\
RI (PHUJHQF\ 6LWXDWLRQV WKH 0LQLVWU\ RI +HDOWK &DUH
WKH 0LQLVWU\ RI $JULFXOWXUH DQG 0HOLRUDWLRQ DQG RWKHU
State agencies. In an attempt to separate regulation and
monitoring functions, a new agency was set up in 2012
t 6,(76 t WR ZKLFK 6$(3) KDQGHG RYHU WKH IXQFWLRQV RI
environmental control. However, coordination between
6$(3)DQG6,(76LVLQVXIƂFLHQWDQGVORZDQGLQWHUYLHZHG
stakeholders noted the lack of trained professional staff in
the newly established agency. The division of competences
between the two agencies has also led to staff cuts and
a resulting inadequacy of human resources: only six staff
LQ 6$(3) DUH FXUUHQWO\ LQ FKDUJH RI DVVHVVLQJ (,$V LQ LWV
FHQWUDO RIƂFH ,WV DXWKRULWLHV KDYH UHSRUWHG WKH QHHG IRU
more training of its personnel.
There is a need to move forward with the Law on Glaciers.
Another challenge is linked to the location of many mining
VLWHV DGMDFHQW WR JODFLHUV LQ .\UJ\]VWDQ 7KHUH DUH 
UHJLVWHUHGJODFLHUVZKLFKDFFRXQWIRU}SHUFHQWRIWKH
territory of Kyrgyzstan and represent an important source of
fresh-water feeding rivers. Apart from the climate change
costs that result from the melting of glaciers, industrial
DFWLYLW\OLQNHGWRPLQLQJFDQSRVHRWKHUULVNV)RUH[DPSOH
mining activities at the Kumtor site have led to the complete
destruction of two glaciers owing to the discharging of
mining waste in their vicinity. A third glacier (Lysyi) has also
been damaged (Human Development Center Tree of Life,
 )RUWKHƂUVWWLPHWKH3DUOLDPHQWLVFRQVLGHULQJDELOO
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on glaciers. The bill would prohibit a number of activities
RQ WKH JODFLHUV DQG LQ DGMDFHQW ]RQHV LQFOXGLQJ VWRUDJH
DQGGLVSHUVLRQRIVXEVWDQFHVFKHPLFDODJHQWVDQGWDLOVRI
DQ\FKDUDFWHUDQGYROXPHH[SORUDWLRQDQGH[SORLWDWLRQRI
VXEVRLO DQG FRQVWUXFWLRQ DQG RSHUDWLRQ RI LQGXVWULDO VLWHV
DUWLFOH ,QDGGLWLRQWKHELOOVHHNVWRVXEMHFWDOODFWLYLW\RQ
the glaciers and around them to the EIA requirement and
calls for the development of a methodology for quantifying
damage (articles 3, 5, 6 and 8).

Recommendations
Rationalize the legislative framework for environmental
permitting and improve compliance. The Government
should consider setting up risk-based criteria for the SER
process and for determining in which cases EIAs will
be required. This will bring clarity and certainty to EIA
implementation, ensuring that it neither entails excessive
review nor overlooks proposals that warrant examination. In
addition, efforts should be made for a prompt enactment of
the new instructions on environmental impact assessment,
clearly detailing the depth of the impact studies required
and ensuring adequate monitoring and compliance.
Improve the institutional capacity of the environmental
authorities..\UJ\]VWDQVKRXOGHQVXUHWKDW6$(3)DQG6,(76
coordinate their work effectively, and that the availability of
human resources is adequate. It is also recommended that
training of newly hired SIETS staff be conducted.
Extend the period for environmental permitting. The
period of validity of the permits could be extended to 5 and
10 years in order to reduce the administrative burden for
FRPSDQLHVDQG6$(3)$OVRLQOLQHZLWKLQWHUQDWLRQDOWUHQGV
environmental impact should be assessed holistically, as it
affects ecosystems, including moving towards an integrated
permitting system.
Enact legislation on the protection of glaciers. If the
bill on glaciers is passed, Kyrgyzstan will become the
ƂUVWFRXQWU\LQWKHUHJLRQWRKDYHVXFKOHJLVODWLRQ(IIRUWV
should be made so that the regulations linked to developing
a methodology to quantify damage are enacted and that
the monitoring is properly undertaken within the existing
institutional framework.

f.

country acceded to WTO in 1998, non-tariff barriers can
be quite burdensome for companies engaged in trading
activities, especially owing to the costs of trade clearance.
According to the Doing Business Report 2015, customs
clearance procedures still take 73 days for import and
63 days for export. Kyrgyzstan stands at 183 out of 189
HFRQRPLHV LQ WKH UDQNLQJ GHQRWLQJ LQHIƂFLHQF\ LQ WKH
V\VWHP :RUOG %DQN  $ VLQJOHZLQGRZ SURMHFW ZDV
initiated in 2007 and it is currently being managed as a
State enterprise. It links 11 agencies responsible for issuing
documents for trading operations. The performance of
customs services is also expected to be improved through
WKH LQWURGXFWLRQ RI WKH 8QLƂHG $XWRPDWHG ,QIRUPDWLRQ
System (UAIS) of the Customs Service, developed with the
support of the Asian Development Bank (ADB), which is soon
WREHFRPHRSHUDWLRQDO7KDQNVWRWKHVHSURMHFWVFXVWRPV
procedures have been streamlined, and the number of
required documents has been reduced (WTO, 2013).
However, some private stakeholders interviewed indicated
that ground trade costs can still lead to an increase of up to
}SHUFHQWLQWKHYDOXHRIPHUFKDQGLVHEHFDXVHRIEULEHV
VHH EHORZ  2WKHU LQHIƂFLHQFLHV DW WKH ERUGHUV DUH DOVR
WURXEOHVRPH)RULQVWDQFHDVDUHVXOWRIDUHFHQWGHFLVLRQ
aimed at levelling the customs duties applying to fabrics
DQGJDUPHQWV 'HFUHHRI FXVWRPVRIƂFLDOVQR
ORQJHU KDYH WR LQVSHFW HYHU\ VKLSPHQW 7KLV DGMXVWPHQW
meant to reduce the cost of customs inspections, has on
WKH RWKHU KDQG OHG WR D PDVVLYH LQƃRZ RI JDUPHQWV IURP
abroad, which deceptively denoting Kyrgyzstan as the place
of production, are able to cross the border unchecked. This
situation has resulted in burdensome economic losses for
Kyrgyz textile producers. In response, the Government is
considering a regulation to reinforce customs controls on
imported textiles.31
Customs administration is burdened with high levels
of corruption. Bribe taking at the borders plays a role in
delays and has an impact on the high costs of trade. This
view was acknowledged by both the Government and
private sector stakeholders. As a result, investors have
faced the need to resort to expensive customs brokers and
freight forwarders’ services although Customs Code 87 of
GRHVQRWLPSRVHWKLVREOLJDWLRQ,WKDVEHHQHVWLPDWHG
that the high cost of intermediaries to facilitate transit and

Trade facilitation
31

Trade facilitation initiatives are being implemented,
but customs clearance remains expensive to investors.
Although Kyrgyzstan has very low tariff barriers after the
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 'UDIW'HFUHHRIWKH*RYHUQPHQWRQ0HDVXUHVIRU3URWHFWLRQ
of Domestic Textile and Garment Producers, available at
KWWSHQHUJRJRYNJUXQRUPDWLYQDMDBED]DSURHNW\
DFFHVVHG}0D\
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clearance services includes sums for bribing (ADB, 2013).
$OVR WKH DXWKRULWLHV RI WKH %LVKNHN )UHH (FRQRPLF =RQH
have indicated that the recent replacement of staff at the
FXVWRPVRIƂFHtDVSDUWRIDQDQWLFRUUXSWLRQLQLWLDWLYHtOHG
WRWKHLQFUHDVHRIFXVWRPVGXWLHVFROOHFWLRQE\}SHUFHQW
in one year.

Recommendations
,PSURYH HIƂFLHQF\ RI ERUGHU FRQWUROV The Government
should accelerate the implementation of the single window
DQG 8$,6 SURMHFWV 7KHVH WDVNV EHFRPH SDUWLFXODUO\
important in light of the new WTO Agreement on Trade
)DFLOLWDWLRQ VLJQHG LQ %DOL LQ 'HFHPEHU  ZKLFK
establishes compulsory rules for streamlining and making
customs procedures more transparent. In this respect,
the Government may consider requesting assistance to
LPSURYH WKH HIƂFLHQF\ RI FXVWRPV DQG ERUGHU FRQWUROV
by implementing for instance UNCTAD solutions for multiagency risk management, customs risk management,
valuation control, anti-corruption and performance
PHDVXUHPHQWZKLFKFDQEHƃH[LEO\LQWHJUDWHGZLWK8$,6RU
other existing systems.32
Combat corruption at customs. Corruption at customs is
DVLJQLƂFDQWSUREOHPIRUH[SRUWHUVDVLWOHDGVWRDGGLWLRQDO
expenses and uncertainty. Building on the experience of the
%LVKNHN)(=.\UJ\]VWDQPD\FRQVLGHUUHSODFLQJSHUVRQQHO
at the borders. In addition, an anti-corruption review, by
for example the Anti-corruption Service under the State
Committee for National Security, may also be applied to
the customs authorities (see section II.h on governance).
)XUWKHUPRUH WKH XVH RI LQIRUPDWLRQ WHFKQRORJ\ ,7  DQG
comprehensive customs modernization results in increased
transparency and lowers the risks of informal transactions.

g. Access to justice
Security of tenure, contractual stability and
WUDQVSDUHQF\RI&RXUWVUHPDLQDQXQIXOƂOOHGREMHFWLYH
A collateral effect of the unstable political situation in the
country has been that contractual stability and security of
WHQXUH UHPDLQ DQ XQIXOƂOOHG REMHFWLYH LQ WKH SURWHFWLRQ RI
property rights. Even when discrimination between nationals
DQGIRUHLJQHUVGRHVQRWDSSHDUWREHDSUREOHPLQMXGLFLDO
proceedings, as manifested by consulted stakeholders
IRU WKLV 5HYLHZ GXULQJ WKH 81&7$' IDFWƂQGLQJ PLVVLRQ
32

 6HHSUHVHQWDWLRQq$ERXW5LVN0DQDJHPHQWr81&7$'$XWRPDWHG
System for Customs Data (ASYCUDA), available at http://asycuda.
RUJVOLGHVKRZVULVNSSWDFFHVVHG}$XJXVW

LQYHVWRUV HPSKDVL]HG WKDW RQH RI WKH PDMRU SUREOHPV
DIIHFWLQJ FRPPHUFLDO MXVWLFH FRQFHUQV WKH FRUUXSWLRQ LQ
courts, as well as the incidence of politically motivated
LQƃXHQFHRQGHFLVLRQVDIIHFWLQJWKHHFRQRP\$OWKRXJKWKH
Government has acknowledged the existence of corruption
as a key challenge, the implementation of effective policies
has been undermined by a lack of adequate institutional
capacities (see section II.h).
An ongoing judicial reform has opened the doors to
alternative modes of dispute resolution 7KH MXGLFLDO
V\VWHPRI.\UJ\]VWDQKDVEHHQXQGHUUHIRUPVLQFH
1RWDEO\ LQ  FRPPHUFLDO arbitrazh courts were
LQWHJUDWHG LQWR WKH V\VWHP RI JHQHUDO MXULVGLFWLRQ DQG
economic disputes are currently considered by civil courts.
Alternative mechanisms of dispute resolution have also
been incorporated to the system after enactment of Law
135 on Courts of Arbitration of 2002, which stipulates
that parties can agree to resolve civil disputes in ad hoc
arbitration tribunals or permanent courts of arbitration. The
Government has also undertaken other initiatives to promote
DOWHUQDWLYHVWROLWLJDWLRQ)RULQVWDQFHZLWKWKHDVVLVWDQFH
of USAID, the Organization for Security and Cooperation in
Europe (OSCE) and ADB, an international court of arbitration
was set up in 2003 under the Chamber of Commerce of
Kyrgyzstan.
A special commission proposed substantial reforms,
but the Government has yet to act upon them. In 2012,
WKH3UHVLGHQWODXQFKHGDQHZMXGLFLDOUHIRUPDQGHQWUXVWHG
a special commission with preparing recommendations.
In its conclusions, the commission emphasized that the
MXGLFLDO EUDQFK LQ .\UJ\]VWDQ ZDV SROLWLFL]HG DQG QRW
IXOO\ LQGHSHQGHQW WKH SURFHVV RI VHOHFWLRQ RI MXGJHV ZDV
LPSHUIHFW DQG OHG WR LQƃXHQFLQJ RI MXGJHV E\ GLIIHUHQW
political forces, the level of competence and specialization
RI MXGJHV QHHGHG LPSURYHPHQW DQG WKH FRXUWV ZHUH
overloaded with cases. In addition, the commission found
WKDWWKHMXGLFLDOV\VWHPODFNHGDGHTXDWHIXQGLQJDQGZDJHV
RIMXGJHVDQGFRXUWHPSOR\HHVZHUHWRRORZOHDGLQJWRD
quick turnover of staff. Although no legislation has so far
been enacted to act on the conclusions of the commission,
some initiatives have been taken to address the training of
MXGJHV )RU LQVWDQFH WUDLQLQJ SURJUDPPHV KDYH EHHQ VHW
up, such as the Study Centre under the Supreme Court. The
Intellectual Property Service of Kyrgyzstan has also been
SURYLGLQJWUDLQLQJWRMXGJHVXQGHUWKHSURMHFWLaw School
on Intellectual Property Issues. But mere training activities
will not entirely remedy the lack of adequate competence.
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Thus, the establishment of specialized courts could be a
ZD\WRSURPRWHVSHFLDOL]DWLRQRIMXGJHVDQGUDLVHWKHLUOHYHO
of expertise.
Legislation against raider takeover is necessary. A
NH\SHQGLQJLVVXHLQWKHMXGLFLDOUHIRUPDJHQGDFRQFHUQV
the improvement of corporate law. A common form of
FULPLQDOLW\DIIHFWLQJSRVW6RYLHW6WDWHVKDVEHHQGHƂQHGDV
raider takeover and consists of the forceful acquisition of
property or businesses through seemingly legal transactions
that involve the help of corrupt government authorities
IURPWKHWD[VHUYLFHWRWKHSROLFHRUMXGJHV 7KLVW\SHRI
crime can affect successful companies that become the
WDUJHWRILQGLYLGXDOVRUJDQJVZKRDUHSROLWLFDOO\LQƃXHQWLDO
and powerful enough to twist the law in their favour. The
development of legislation against corporate raiding was
one of the recommendations by the special commission
'HFUHHRQ0HDVXUHVIRU,PSURYHPHQWRI$GPLQLVWUDWLRQ
of Justice of 2012, Supplement), but the Government has so
far failed to substantially act upon it. One positive reform,
however, has been the adoption of an amendment to the
Civil Procedural Code that was passed in 2012 and lifted all
OLPLWDWLRQVRQƂOLQJIRUUHFRQVLGHUDWLRQRIDMXGJPHQWEDVHG
on newly discovered circumstances, which were previously
time bound. The change is important for combating raiding
because in some situations entrepreneurs had found
evidence of a criminal takeover only after the time for
reconsideration had already expired, thus reducing the
FKDQFHVRIJHWWLQJWKHLUEXVLQHVVRUSURSHUW\EDFN VHHq$
ODZDJDLQVWUDLGHUVrRussian Gazeta, 1 August 2012).

Recommendations
Move forward with the recommendation of the special
commission on judiciary reform. Also, work to approve
more comprehensive legislation to reduce the incidence of
corporate raiding.
In order to promote specialization of judges, consider
devoting more resources to training activities. The focus
VKRXOG EH RQ MXGJHV LQ HFRQRPLF FRXUWV DQG FKDPEHUV
dealing in particular with economic disputes.

h. Governance
There are governance challenges in Kyrgyzstan, and the
legal and institutional framework to combat corruption
could be strengthened. Political instability generated
by the two recent revolutions was accompanied by
accusations of graft affecting Government and civil service.
The perception that corruption remains endemic and that
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bribing is common in the undertaking of everyday economic
activities is widespread in the private sector. In 2005,
.\UJ\]VWDQ UDWLƂHG WKH 8QLWHG 1DWLRQV &RQYHQWLRQ DJDLQVW
Corruption and it has taken steps to implement it since then.
1HYHUWKHOHVVWKH2(&'6HFRQG5RXQGRI0RQLWRULQJRIWKH
Implementation of the Istanbul Anti-corruption Action Plan
WKDWWRRNSODFHLQLGHQWLƂHGDQXPEHURIDUHDVZKHUH
national legislation falls short of existing standards. In
SDUWLFXODUWKHFRUUXSWLRQRIIHQFHVDVGHƂQHGLQWKH&ULPLQDO
&RGH DUH DPELJXRXV DQG WRR JHQHUDO LW GRHV QRW FOHDUO\
differentiate between active and passive acts of bribery,
which leaves room for broad interpretation. In addition,
OLDELOLW\ IRU IRUHLJQ EULEHU\ LV QRW GHƂQHG QRU GRHV WKH
legislation set up effective liability of companies for bribery
and money laundering. Also, comprehensive whistle-blower
protection for witnesses does not exist in actual legislation
(OECD, 2012b).
Anti-corruption is under the remit of multiple institutions
that could improve coordination. Two anti-corruption
bodies have been placed within already existing State bodies
(i.e. the Anti-corruption Service under the State Committee
for National Defence and the Department for Policy on
3UHYHQWLRQ RI &RUUXSWLRQ XQGHU WKH 0LQLVWU\ RI (FRQRP\ 
International best practices show that tackling systemic
FRUUXSWLRQ DQG FRUUXSWLRQ RI KLJKUDQNLQJ RIƂFLDOV UHTXLUHV
the highest possible level of independence. Placing the
anti-corruption body under an existing government body
may increase the risk of it being unable to cope with vested
LQWHUHVWV 2(&'26&( $OVRWKHQHZ6WUDWHJ\RQ
Anti-corruption Policy does not specify the body responsible
for each aspect of its implementation, including prevention
(OECD, 2013b). Nor have any of the institutions been selected
to perform educational and public awareness functions.
0DQ\ LQWHUYLHZHG VWDNHKROGHUV GXULQJ WKH 81&7$' IDFW
ƂQGLQJPLVVLRQQRWHGWKDWWKH$QWLFRUUXSWLRQ6HUYLFHXQGHU
the State Committee for National Security has been fruitful
in exposing corruption schemes inside some State bodies.
Nevertheless, the range of State bodies examined has not
yet included the tax service and the customs administration.
Improving the governance of these two State bodies is critical
for ensuring enhanced national competitiveness and a better
LQYHVWPHQW FOLPDWH )XUWKHUPRUH LQ OLQH ZLWK LQWHUQDWLRQDO
best practices, many anti-corruption agencies also have
independent prosecution powers.
Some initiatives to address Government corruption
resulted in policy change, but civil society was not
VXIƂFLHQWO\ LQYROYHG LQ WKH SURFHVV The Government
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has reported that the Anti-corruption Service recently
exposed corrupt schemes in the State Agency for Geology
DQG 0LQHUDO 5HVRXUFHV DQG LQ WKH 5RDG 3ROLFH ,W DOVR
took the decision to dismantle the Kyrgyz Agri-product
Corporation after it was found that it had been involved
in embezzlement. With regard to monitoring, the interim
Government in 2010 took a number of measures, including
WKH LQWURGXFWLRQ RI SRO\JUDSKLF WHVWLQJ IRU 6WDWH RIƂFLDOV
LQ WKH 7D[ 6HUYLFH &XVWRPV 6HUYLFH DQG WKH )LQDQFH
Police. The measure has been implemented, not without
controversy about its effectiveness. But the results have
VKRZQWKDWPRUHWKDQ}SHUFHQWRIWHVWHGWD[RIƂFLDOV
had accepted illegal payments.33 Also, in 2012, the new
State Strategy on Anti-corruption Policy was passed,
which reiterates the political will to combat corruption
and lays down the goals and plans of the Government in
this sphere. The Law 153 on Counteracting Corruption
RI  EURDGHQHG WKH QXPEHU RI SHUVRQV VXEMHFW WR
anti-corruption legislation to include, for example, the
PDQDJHPHQWDQGHPSOR\HHVRIWKH1DWLRQDO%DQN)XUWKHU
amendments concerning corruption offences are to be
introduced into the Criminal Code in the near future.
These measures are taken in the right direction, but they
FRXOGKDYHEHQHƂWHGIURPPRUHFLYLOVRFLHW\LQYROYHPHQW
in law making. Given the saliency of the anti-corruption
agenda, it is regrettable that the 2012 State Strategy on
Anti-corruption Policy was developed without much public
participation.
33

 %XVLQHVV $QWLFRUUXSWLRQ 3RUWDO  &RXQWU\ SURƂOH RI
Kyrgyzstan, available at http://www.business-anti-corruption.
FRPFRXQWU\SURƂOHVHXURSHFHQWUDODVLDN\UJ\]VWDQVKRZ
DOODVS[DFFHVVHG0D\%%&5XVVLDQ6HUYLFH
Corruption in Kyrgyzstan: Polygraphs and the Georgian
H[SHULHQFH } -XQH DYDLODEOH DW KWWSZZZEEFFRXN
UXVVLDQLQWHUQDWLRQDOBN\UJ\]BJHRUJLDB
FRUUXSWLRQBƂJKWVKWPODFFHVVHG0D\

Recommendations
Bring national legislation in compliance with the United
Nations Convention against Corruption. Amendments
should be made to include full coverage of corruption offences
and avoid ambiguities among different pieces of legislation.
This will facilitate both the investigation and prosecution of
corrupt practices. Kyrgyzstan should also consider including
criminal responsibility of legal persons in the Code.
Improve functioning of anti-corruption bodies.
Responsibilities of the two anti-corruption bodies currently
overlap in terms of the prevention function. In addition,
neither institution has a mandate detailed enough to
provide a sound legal basis for undertaking anti-corruption
activities. Ideally any agency should function independently
and should be accountable to the Parliament and insulated
from political pressure. Kyrgyzstan may also consider
establishing separate anti-corruption courts staffed with
MXGJHVVHOHFWHGVSHFLƂFDOO\IRUWKLVSXUSRVH
Increase public participation. Reforms should be
considered in terms of raising public awareness and involving
civil society actors in the implementation of anti-corruption
policies. Communication channels need to be improved and
the public should be encouraged to report corruption cases.
.\UJ\]VWDQ PD\ EXLOG RQ WKH H[SHULHQFH RI 0RQJROLD WKDW
established a hotline for complaints available around the
clock under its Anti-corruption Agency and has done outreach
work to increase awareness about its functions (UNCTAD,
2013a). Introducing a similar hotline in the Anti-corruption
Service under the State Committee for National Security may
be a solution to increase civil involvement.
Improve whistle-blower protection. The Government
should consider introducing comprehensive legislation on
whistle-blower protection and focus on the implementation
of legislation on the protection of witnesses.
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Strategic priorities to
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development
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This chapter presents a strategy for Kyrgyzstan to
LQFUHDVH)',LQƃRZVIRVWHUHFRQRPLFGLYHUVLƂFDWLRQDQG
achieve sustainable development outcomes. Experience
from developing and transition economies shows that several
EHQHƂWVFDQEHDWWDFKHGWRSURMHFWVLQYROYLQJ)', HJKLJKHU
Ƃ[HGFDSLWDOIRUPDWLRQHPSOR\PHQWWKHVWLPXODWLRQRI60(V
transfers of skills and technology, increased tax revenues
and opportunities to upgrade production along value chains)
but there are also risks (e.g. environmental degradation, the
GLVSODFHPHQWRIORFDOƂUPVDQGLQWHUIHUHQFHZLWKWKHULJKWVRI
local communities). Thus, countries should adopt strategies
WKDWIRVWHURSWLPDOFRQWULEXWLRQVIURP)',
In order to provide actionable policy advice, the analysis
focuses on opportunities for FDI in public infrastructure and
selected industries, and on the institutional framework for
investment promotion.7KHƂUVWVHFWLRQGLVFXVVHVFKDOOHQJHV
regarding public infrastructure, in particular electricity and
transport. Improvements in the reliability of electricity supply
DVZHOODVRIURDGDQGDLUFRQQHFWLYLW\WKURXJK)',DQG333V
could enhance the country’s general investment attractiveness.
7KHVHFRQGVHFWLRQFRQVLGHUVWKHQHHGWRIRVWHUGLYHUVLƂFDWLRQ
DQGDFKLHYHVXVWDLQDEOHGHYHORSPHQWRXWFRPHVWKURXJK)',LQ
selected industries (i.e. garments and textiles, agro-industries
and tourism). Investments in these industries are known to
KDYH VLJQLƂFDQW SRWHQWLDO IRU MRE FUHDWLRQ DQG GLUHFW SRYHUW\
UHGXFWLRQDQGWUDQVIHURINQRZOHGJHWRORFDOƂUPV7KHVHFWLRQ
also advises on how to improve the sustainability of mining
DFWLYLWLHVDQGIRVWHUOLQNDJHV)LQDOO\WKHODVWVHFWLRQDQDO\VHV
the institutional framework for investment promotion with a
focus on the newly created IPA, which has a central role to
play in setting up investment attraction goals at the general and
VHFWRUVSHFLƂFOHYHOV$SODQIRUWKHSKDVHGGHYHORSPHQWRILWV
investment promotion functions is proposed.

I. Fostering FDI in
LQIUDVWUXFWXUHWKURXJK
SXEOLFtSULYDWHSDUWQHUVKLSV
DQGVPDOOSURMHFWV
a. Electricity
Kyrgyzstan has vast reserves of unexploited
hydropower, with high potential for developing a costeffective export-oriented industry. Kyrgyzstan is ranked
third among CIS countries in terms of hydropower potential,
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DIWHUWKH5XVVLDQ)HGHUDWLRQDQG7DMLNLVWDQ $'% DQG
LW LV HVWLPDWHG WKDW OHVV WKDQ } SHU FHQW RI WKH VHFWRUpV
capacity has been developed. Its hydrocarbon reserves
also reveal a potential for thermal power.35 If harnessed
properly, these resources could guarantee the long-term
supply of renewable energy at relatively low cost for
domestic and regional markets.
However, no major investments have occurred to
increase supply during recent years, raising energy
security concerns. Access to electricity is nearly universal
in Kyrgyzstan, but the power system runs on equipment
WKDWLVROGDQGXQUHOLDEOH$VLJQLƂFDQWVKDUHRIWKHLQVWDOOHG
generating capacity is over 30 years old and, on average,
}SHUFHQWRIWKHV\VWHPpVSODQWVDQGHTXLSPHQWLVZRUQ
out (Government of Kyrgyzstan, 2012). This situation has
resulted in increased power outages, especially during
the winter, when energy consumption increases threefold.
Although a production surplus has led to exports over recent
years (table 2.1), domestic demand for electricity is growing
DW  WR } SHU FHQW DQQXDOO\ ZKLOH VXSSO\ KDV VWDELOL]HG
Indeed, only one facility generating 120 megawatts
0:  KDV EHHQ FRPPLVVLRQHG VLQFH  :LWKRXW QHZ
generating capacity, the electricity surplus is forecast to fall
LQWKHORQJUXQIURP0:WR0: &$6$ 
Also, the dependency on neighbouring transmission lines to
access certain national customers is perceived as a security
concern requiring continuous agreements on international
transmission fees.36
The electricity industry is mostly State owned, with
some small private companies involved in generation
and distribution. After independence, in order to introduce


 ([LVWLQJH[SRUWPDUNHWVLQFOXGH.D]DNKVWDQDQG7DMLNLVWDQEXW
the country expects to also sell to Pakistan and Afghanistan
in the future, pending the construction of transmission lines
(CASA, 2011).
35
Kyrgyzstan counts with considerable hydrocarbons reserves
(mainly coal, but also oil and gas), although at present it is a net
importer of these products. Recent Chinese investments will
LQFUHDVH RLOUHƂQLQJ FDSDFLW\ DQG ORZHU UHOLDQFH RQ LPSRUWV
IRUFHUWDLQSURGXFWV)RULQVWDQFH=KRQJGDDQRLOUHƂQHU\LQ
the northern Kyrgyz city of Kara-Balta, was launched in 2013
DQG ZLOO SURGXFH (XUR  RU (XUR  JUDGH SHWURO GLHVHO DQG
fuel oil. Another sister facility is being built in Tokmok in Chui
province (see https://www.chinadialogue.net/article/show/
single/en/7165-China-s-energy-footprint-in-Central-Asia,
accessed 1 October 2013).
36
The Kyrgyz transmission system connects the South to the
North via a 500-kilovolt line and a separate one that crosses
Uzbekistan and Kazakhstan (ADB, 2013).
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Table 2.1. Power generation and utilization in Kyrgyzstan, 2006–2012
2006

2007

2008

2009

2010

2011

2012

Generation





11 790.3

1 092.2

12 073.9



16 393.3

Consumption

7 192.2

7 672.7







9 131.8

11 680.1

Net exports

2 673.3

2 575.7

766.1

1 199.5

1 711.8

2 673.8

1 508.3

Transmission loss





3 690.2

2 758.3



3 389.2



Million kilowatts per hour

Source:

0LQLVWU\RI(QHUJ\DQG,QGXVWU\ DGDSWHGIURP:72 

FRPSHWLWLRQ DQG LPSURYH HIƂFLHQF\ WKH *RYHUQPHQW
developed an unbundling plan along functional lines as a
ƂUVW VWHS WRZDUGV LQFRUSRUDWLQJ SULYDWH FDSLWDO 6WLOO WKH
6WDWH KROGV RYHU } SHU FHQW RI VKDUHV LQ WKH FRPSDQLHV
in charge of generation (the Electric Power Plant, which
JHQHUDWHV RYHU } SHU FHQW RI HOHFWULFLW\  WUDQVPLVVLRQ
(the National Power Grid of Kyrgyzstan) and distribution
(four regional electricity companies). In addition, there are
four small privately managed generation plants (Chakan
HPP, Koshoi, Kalinin HPP Ltd, and Ark Ltd) and 27 privately
owned companies that hold wholesale distribution licences
:72  $EG\UDVXORYD   %HWZHHQ  DQG
2010, the four distribution companies were marked for
privatization. Two of them were successfully privatized, but
the decision was reversed.37 Although the Government does
not envision further privatizations, the development of small
and medium-sized hydropower plants and distribution
FRPSDQLHVLVDOORZHGLQFOXGLQJWKURXJK)',DQG333V38
The existing regulatory regime fails to generate
adequate funding for needed maintenance and reduces
the sector’s attractiveness for new investors. The
0LQLVWU\ RI (QHUJ\ DQG ,QGXVWU\ LV UHVSRQVLEOH IRU SROLF\
and regulatory functions, but the establishment of a
State agency to regulate the fuel and energy sector was
recently approved by decree, which will imply a shift in
37

 $'%HVWLPDWHVWKDWWKHSRRUƂQDQFLDOVLWXDWLRQRIWKHƂUPV
combined with performance conditions linked to the bidding,
may have explained the paucity of bids (ADB, 2013). The two
VXFFHVVIXO FDVHV IRU 6HYHUHOHFWUR DQG 9RVWRNHOHOHFWUR ZHUH
reversed owing to public discontent over substantial hikes in
WDULIIV u WKH\ UHDFKHG } SHU FHQW LQ  7KHVH IDLOHG
privatizations are deemed to have fuelled the social protests
that contributed to overturning the Government in April 2010
(UNDP, 2011a).
38
 3ULYDWL]DWLRQ RI WKH PDMRU JHQHUDWLRQ FRPSDQ\ DQG WKH
transmission companies has been prohibited by legislation (Law
RIDUW3URJUDPPHIRU3ULYDWL]DWLRQRI6WDWH3URSHUW\
IRUt'HFUHH9RI6XSSOHPHQW 

responsibilities.39 Historically, the revenues from electricity
exports and industrial consumers have been used to
subsidize below-cost tariffs for urban and rural consumers
and the Government is yet to set up a means-tested subsidy
V\VWHP 81'3D81&7$'E ,QHIƂFLHQFLHVDQG
theft linked to poor metering and billing affect the whole
system, and the lack of transparent mechanisms for settling
transactions among wholesale and retail contributes to poor
accounting (WTO, 2013). Thus the attractiveness of the
sector to private capital remains limited.
Steps have been taken by authorities to improve
LQGXVWU\JRYHUQDQFHDQGHIƂFLHQF\ According to NSSD,
SROLF\ PHDVXUHV IRU WKH ƂQDQFLDO UHKDELOLWDWLRQ RI WKH
electricity sector aim at limiting energy losses to less than
} SHU FHQW DQG UHDFKLQJ D } SHU FHQW ELOOV FROOHFWLRQ
UDWH E\  ,Q -XQH  WKH )XHO DQG (QHUJ\ 6HFWRU
7UDQVSDUHQF\ ,QLWLDWLYH )(67,  ZDV VHW XS WR LQFUHDVH
transparency and accountability of energy activities. The
LQVWLWXWLRQ ZKLFK LV SDUW RI WKH 0LQLVWU\ RI (QHUJ\ KDV D
mandate to assist authorities in reducing corruption in the
VHFWRUPRGHUQL]LQJELOOLQJDQGRWKHUƂQDQFLDOPDQDJHPHQW
processes, strengthening the institutional capacities for
regulation and modernizing power metering, among other
39

The goal was to create an independent regulator (Decree 650
RIRQ0DWWHUVRIWKH6WDWH$JHQF\RQ5HJXODWLRQRIWKH
)XHODQG(QHUJ\6HFWRU 

 $V RI 0DUFK  WKH WDULII IRU HOHFWULFLW\ FRQVXPSWLRQ E\
UHVLGHQWVLVVHWDWVRPN:K 8QLWHG6WDWHVFHQWV 
and for industrial consumers som 1.32/kWh, while the net
FRVWRISURGXFWLRQRIHOHFWULFLW\LVVRP 0LQLVWU\RI(QHUJ\
and Industry). Recent reported losses estimated in the range
RI  WR } SHU FHQW RI JURVV HOHFWULFLW\ YDOXHV LQ D VHFWRU
ZKHUHWKHLQWHUQDWLRQDOEHQFKPDUNƃXFWXDWHVEHWZHHQDQG
 :7281'3D 

Because most HPPs are built on the Naryn river and are
linked to the quasi-monopolistic SOEs, they have limited
attractiveness for private investors. However, new investments
elsewhere could be considered under the PPP regime.

29

investment policy review KYRGYZSTAN

functions. Other improvements occurred with the Law
on Renewable Energy of 2011, which imposes penalties
on public companies that fail to acquire electricity from
SULYDWHUHQHZDEOHHQHUJ\ƂUPV 6DDGXHY )LQDOO\DQ
action plan for the energy sector was adopted in 2013 and
DSSURYHGE\WKH3DUOLDPHQWGXULQJWKHVXPPHURI
,WLQFOXGHVDPLGWHUPWDULIISROLF\IRUWKHSHULRGt
DLPHGDWLPSURYLQJFRVWUHƃHFWLRQ
In the Energy Strategy for 2012–2017, the Government
KDVLGHQWLƂHGRYHUELOOLRQRIODUJHVFDOHLQYHVWPHQWV
that are needed to expand and upgrade the nation’s
power system. These investments are expected to
be undertaken mainly through government funding,
international cooperation and donor assistance. An
DJUHHPHQW ZDV VLJQHG ZLWK WKH 5XVVLDQ )HGHUDWLRQ WR
FRQVWUXFW SRZHU VWDWLRQV WKURXJK MRLQW 62(V FUHDWHG IRU
this purpose. Additional capacity is expected from the
introduction of the second unit of Kambarata-2 HPP and
the construction of the Upper-Naryn HPP cascade. There is
also one agreement with China on the reconstruction of a
thermal station at the Bishkek Thermal Power Plant (see
166' $WKLUGSURMHFW &$6$ VKRXOGEHLPSOHPHQWHG
to sell energy to Pakistan and Afghanistan. However, no
PDMRU ZRUN KDV \HW VWDUWHG IRU DQ\ RI WKHVH LQLWLDWLYHV
)LQDOO\ WKH UHKDELOLWDWLRQ RI WKH 7RNWRJXO K\GURHOHFWULF
SRZHU SODQW  0:  LV D SULRULW\ WR UHGXFH WHFKQLFDO
losses. Work has been undertaken with government funding
and loans from ADB.
NSSD also considers the need to attract smallerscale energy projects, where private investment is
foreseen. In 2011, incentives were set up to exempt legal
entities and individuals engaged in renewable energy from
customs duties on import of equipment for HPPs and other


 6HH)(67,ZHEVLWHDYDLODEOHDWKWWSZZZHQHUJRIRUXPNJ
QHZLQGH[SKSDFFHVVHG6HSWHPEHU

Other measures of the action plan include the establishment
of a settlement centre for the transparent operation of the
wholesale market and the establishment of escrow accounts
IRUHOHFWULFLW\H[SRUWV :RUOG%DQNE 

See the following article: The Kyrgyz Republic’s power
VHFWRU UHKDELOLWDWLRQ SURMHFW UHFHLYHV } PLOOLRQ LQ $'%
funding, available at http://www.carecprogram.org/index.
php?page=kyrgyz-republics-power-sector-rehabilitationSURMHFWDFFHVVHG2FWREHU

 6HH3DNLVWDQ.\UJ\]VWDQ7DMLNLVWDQ$IJKDQLVWDQVLJQ&$6$
3URMHFWDJUHHPHQW3DNLVWDQ7RGD\})HEUXDU\

See http://www.carecprogram.org/index.php?page=carecSURMHFWGHWDLOV SLG DFFHVVHG0D\

30

renewable energy sources. But the Government has yet to
move forward in adopting regulations for the production and
operation of small and medium-sized hydropower plants. If
allowed to sell small quantities of energy at market price,
such investments could increase generation and reduce the
pressure on transmission lines to supply villages in remote
areas. They could also augment export capacity in the long
term.+RZHYHUWKHUHLVQROHJDOGHƂQLWLRQRIqVPDOOrDQG
qPHGLXPVL]HGr SODQWV LQ WKH /DZ RQ (OHFWULF (QHUJ\ RI
ZKLFKRQO\UHJXODWHVWHQGHUVIRUSURMHFWVDERYH
0: ZLWK EXUGHQVRPH OLFHQVLQJ UHTXLUHPHQWV 7KXV QR
LQYHVWPHQWVLQVPDOOSURMHFWVFDQWDNHSODFHXQWLOE\ODZV
DUH HQDFWHG GHƂQLQJ VSHFLƂF SURFHGXUHV IRU OLFHQVLQJ RI
VPDOOSURMHFWV
,PSURYLQJ WKH FRXQWU\pV HQHUJ\ HIƂFLHQF\ WKURXJK
the promotion of renewable energy technologies is
also envisioned. Identifying appropriate technologies and
adopting programmes to accelerate their use is also a priority
for the authorities. One area where progress has been made
WKURXJK)',LVWKHPDQXIDFWXULQJRIHQHUJ\HIƂFLHQWHOHFWULF
appliances. The country has already attracted a mid-size
regional manufacturer of low voltage insulators and porcelain
heating systems for housing, industrial and agricultural
businesses (i.e. Electrofarfor limited liability company (LLC),
D5XVVLDQ.\UJ\]MRLQWYHQWXUH ,WVXSSOLHVPDMRUƂUPVLQWKH
energy and telecommunications industries of Kyrgyzstan, but
also exports to CIS countries and Europe.

b. Transport
Distance from export markets and high transportation
costs remain key strategic challenges for Kyrgyzstan.
The mountainous terrain adds to the costs of being
ODQGORFNHG E\ PDNLQJ WUDYHO PRUH GLIƂFXOW 7KH FRXQWU\
is also vulnerable to natural disasters, such as rockslides
and landslides, which put an additional burden on road
connectivity. The situation is compounded by the lack of
DGHTXDWH PDLQWHQDQFH DV D UHVXOW PDQ\ URDGV EULGJHV
and other infrastructure are in poor shape and need
refurbishing or full reconstruction. This situation adds to
the cost of businesses, especially for companies engaged
in export activities (for related challenges linked to border
SURFHGXUHVVHHFKDSWHU} 


 ,QGHHG VRPH SURMHFWV FRXOG EH EXLOW QHDU VLWHV ZHUH GDPV
have already been built or need restoration, thus reducing
construction costs for new investors, e.g. Kirov in Talas region,
Ortotokoi in Issyk–Kul region, Papan in Osh region and Toktul
in Batken region (Saaduev, 2012).
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Construction and maintenance of major transport
corridors are critical for regional trade. The road network
of 35,000 km is the key element of the ground transport
system, since railways and water transport in Issyk–Kul Lake
are not in high demand. Road construction is performed by
domestic and foreign private sector contractors, and the
0LQLVWU\ RI7UDQVSRUW DQG &RPPXQLFDWLRQV 027&  RYHUVHHV
road maintenance. Public works have largely been funded
by the State and the assistance of development partners.
Opportunities to attract new investments in road and highway
FRQVWUXFWLRQV ZLOO LQFUHDVH LQ WKH FRQWH[W RI PDMRU UHJLRQDO
LQLWLDWLYHV)RULQVWDQFHVRPHRIWKHPRVWKHDYLO\XVHGURXWHV
in the Silk Road region are located in Kyrgyzstan, including
the East–West routes connecting Kazakhstan and Kyrgyzstan
with China. In 2012, under the coordination of the Central
Asia Regional Economic Cooperation Programme (CAREC),
participating countries, including Kyrgyzstan, have agreed to
XQGHUWDNHPRUHWKDQELOOLRQLQLQIUDVWUXFWXUHZRUNVLQQHZ
UHJLRQDOWUDQVSRUWLQIUDVWUXFWXUHSURMHFWVZKLFKZLOOFRQWULEXWH
WRVL[PDMRUFRUULGRUVOLQNLQJSRUWVLQHDVWHUQ&KLQDZLWKWKH
Caucasus, Kazakhstan to Karachi and Gwadar to Pakistan
81&7$' 
With regard to air transport, overall poor maintenance
and limited air connectivity are key constraints to exports.
0DQDV ,QWHUQDWLRQDO$LUSRUW QHDU %LVKNHN LV WKH PDLQ DLUSRUW
for international destinations and boasts one cargo terminal.
In addition, there are two other regional airports in Osh and
-DODO$EDG 2VKRSHUDWHVVRPHOLPLWHGLQWHUQDWLRQDOƃLJKWV RI
D WRWDO  XQGHU UHVSRQVLELOLW\ RI 027&$OO DLUSRUWV DQG WKH
national carriers (over 20 of them) are managed or controlled
E\ WKH *RYHUQPHQW $OWKRXJK 0DQDV $LUSRUW KDV JHQHUDWHG
LQFUHDVHG WUDGH ƃRZV LQ UHFHQW \HDUV WKH VPDOO QXPEHU RI
domestic and international routes, limited competition and high
cost of tickets prevent further expansion (USAID, 2013). These
bottlenecks pose severe constraints to many export-oriented
activities in particular with respect to tourism (see section II).
The need to promote private investment in
the management of State assets in transport
infrastructure has been acknowledged by authorities,
with the decision to promote PPPs. NSSD includes


 6RPH IRUHLJQRZQHG ƂUPV KDYH HQWHUHG WKH FRQVWUXFWLRQ
sector, including the Kazakh United Cement Group, which
controls the largest cement plant in Kant. By 2010, 765 km
of regional corridors had been rehabilitated with support from
ADB, and an additional 310 km will have been rehabilitated
E\  6HH KWWSZZZGRQRUVNJHQDJHQFLHVDGE
9)X4IQ)LFDFFHVVHG0D\

SURMHFWVZRUWKELOOLRQIRUWKHSHULRGtWR
upgrade the transport infrastructure. Among these, the
Government is keen on prioritizing works on the Bishkek–
Almaty highway that would link with the multibillion
Euro–China highway, which gives direct access to East
European, Russian and Chinese markets. Other priority
SURMHFWV LQFOXGH WKH UHKDELOLWDWLRQ RI ILYH LQWHUQDWLRQDO
corridors.$OWKRXJKWKHVHSURMHFWVDUHGHHPHGHVVHQWLDO
to increase the country’s competitiveness across
sectors, they will also imply immense costs for the State
EXGJHW$FFRUGLQJWRLQWHUYLHZHGRIILFLDOVDWWKH0LQLVWU\
RI7UDQVSRUWWKH*RYHUQPHQWFDQPHHWDERXW}SHUFHQW
of budgeted expenses. To overcome this constraint, one
RIWKHREMHFWLYHVRI166'LVWRqLQWURGXFH333SULQFLSOHV
LQWR PDQDJHPHQW RI JRYHUQPHQW HQWHUSULVHVr ZLWK
particular focus on road transport services.
Provided that they are well structured to serve public
needs and commercially viable, PPP projects can be
powerful instruments of cooperation between the State
and the private sector to address key investment gaps.
PPPs are an alternative to public procurement for building
and modernizing infrastructure, which rely on sharing
responsibilities and risks between government and private
FRQWUDFWRUV7KH\FDQSURYLGHHIƂFLHQWVROXWLRQVIRURSHUDWLRQ
PDLQWHQDQFHDQGƂQDQFLQJRILQIUDVWUXFWXUHSURMHFWV+RZHYHU
they can only succeed when the activity under concession
is commercially viable to attract investors’ interest in the
ƂUVWSODFHHYHQLIGLIIHULQJGHJUHHVRI*RYHUQPHQWVXSSRUW
DUH QHHGHG WR SDUWQHU LQ SURMHFW ULVN:KHUHDV D FRPSOHWH
discussion of the challenges with regard to the involvement
of private investors through PPPs in Kyrgyzstan’s transport
sector is beyond the scope of this report, a number of general
indications can nonetheless be provided.

c. Setting up a framework for
public–private partnerships
Successfully implementing PPPs often implies having
capacities to select and prepare projects, preferably
within the framework of a long-term multimodal
transport plan. 0XOWLPRGDO WUDQVSRUW SODQQLQJ LPSOLHV
a holistic view of transport priorities based on the impact
RILPSURYHGDFFHVVE\ƂUPVWRH[SRUWPDUNHWVDVZHOODV


Among corridors, the Bishkek–Naryn–Torugart and the Osh–
Batken–Isfana motorways involve the largest forecasted
expenditures. Also, the construction of a new railroad
connecting Uzbekistan and China via Kyrgyzstan is considered
a priority (Government of Kyrgyzstan, 2012).
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Table 2.2. Best practices for foreign direct investment in infrastructure
Stage
/D\LQJWKHIRXQGDWLRQIRU)',LQ
infrastructure

Lesson
• 'HYHORSDVWURQJOHJDODQGUHJXODWRU\IUDPHZRUNSULRUWRWKHHQWU\RI)',
• Secure the capacity and skills to facilitate and regulate private investment in infrastructure
• Empower high-level task force to catalyse necessary reform
• Develop an integrated strategic infrastructure plan identifying key needs
• Proactively address community and stakeholder expectations

Promoting and facilitating the entry
RI)',

• &UHDWHDSLSHOLQHRISUHDVVHVVHGFRPPHUFLDOO\DWWUDFWLYHSURMHFWVWKDWFDQEHDFWLYHO\SURPRWHG
• Open the bidding stage to as many investors as possible
• (QVXUHWKDWFRQWUDFWVWDNHLQWRDFFRXQWNH\LVVXHVRYHUWKHSURMHFWOLIHVSDQ
• Help mitigate political and regulatory risks faced by foreign investors

(QVXULQJHIIHFWLYHDQGHIƂFLHQW
SURMHFWLPSOHPHQWDWLRQ

• 0RQLWRUDQGIROORZXSRQSURMHFWLPSOHPHQWDWLRQ
• Understand and pay attention to competition issues
• Private and State-owned players can co-exist within a competitive framework

Source:

$GDSWHGIURP81&7$'DDQG81&7$'E

meeting general public transport needs. Synergies between
the transport modes (roads, rails and airports) should be
considered at the time of setting priorities and timelines.
In addition, attention should be paid to the supporting
LQVWLWXWLRQDO IUDPHZRUN IRU RYHUDOO SODQQLQJ SURMHFW
VHOHFWLRQƂQDQFLQJDQGH[SHUWLPSDFWDVVHVVPHQW,QWKH
case of road infrastructure, for instance, UNCTAD advice
based on successful experiences has emphasized the need
IRU D KROLVWLF SODQ DQG GLVFLSOLQHG SURMHFW DVVHVVPHQW $
SLSHOLQH RI SURMHFWV ZLWK D FOHDU WLPHVFDOH IRU GHOLYHU\ LV
also important to increase the attractiveness for foreign
investors (table 2.2).
The new PPP law sets up a clear and coherent
framework for project initiation, selection of private
partner and project management. With the help of
the ADB, the Government undertook a review of its PPPrelated institutional set-up and regulatory environment. As
a result, new legislation was enacted: Law 7 on Public–
Private Partnership} ( 7KH ODZ GHƂQHV WKH HFRQRPLF
activities appropriate for PPPs.50 To ensure transparency,
50
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These include: generation, transmission and distribution of
HOHFWULFLW\SURFHVVLQJVWRUDJHWUDQVPLVVLRQDQGGLVWULEXWLRQ
RI RLO DQG JDV WUDQVSRUWDWLRQ SXEOLF XWLOLWLHV KHDOWK
FDUH HGXFDWLRQ DQG FXOWXUH WRXULVP DQG VSRUW IDFLOLWLHV
WHOHFRPPXQLFDWLRQV DQG ZDWHU UHVRXUFHV 7KH ODZ GRHV
neither restrict nor discriminate against foreign investors
in access to PPPs (i.e. it does not contain any performance
requirements).

the selection of the private partner is conducted through
a two-stage tender process, and there are no provisions
for direct negotiations. The related regulations determine
WKDWSURMHFWVFDQEHLQLWLDWHGE\WKHQDWLRQDO*RYHUQPHQW
including ministries and other State bodies of the executive
branch, and local administrations.
However, the overall framework to implement PPPs
requires further strengthening. The law could still be
improved by specifying a description of each of the legal
IRUPV DYDLODEOH IRU 333 SURMHFWV 6RPH VHFWRU ODZV QHHG
to be harmonized to allow for PPPs, such as the health law,
which does not allow for PPPs, and the energy law, which
UHVWULFWV VXFK SDUWQHUVKLSV WR JUHHQƂHOG LQYHVWPHQWV RQO\
(ADB, 2013). Also, the resources devoted to future PPP
undertakings are limited.51 In countries with successful
PPP experience, there is a national PPP agency that
centralizes all concession functions. Senior ministerial
groups are empowered to cut red tape when needed and
speed up decisions dealing with unforeseen events during
implementation. Neither of these has yet been established
LQ .\UJ\]VWDQ 7KH 333 XQLW LQ WKH 0LQLVWU\ RI (FRQRP\
51

The authority responsible for PPP policy, assessment of
LQLWLDWHG333SURMHFWVDQGWHQGHUGRFXPHQWDWLRQLVWKH0LQLVWU\
RI (FRQRP\ 7KH 0LQLVWU\ RI )LQDQFH KDV EHHQ DSSRLQWHG
as the risk management body (Law 7 on Public–Private
3DUWQHUVKLSRIDUWLFOH'HFUHHRQ'HWHUPLQDWLRQ
of the Authorized State Bodies in the Area of Public–Private
Partnership of 2012).
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has been set up as part of the Department of Investment
and PPP. In addition, there is also a PPP development unit
in the Investment Promotion Agency, which has four staff
members and is engaged in the preparation and promotion
RI333SURMHFWV VHHFKDSWHUVHFWLRQ,,, 
Available government capacities do not appear
VXIƂFLHQW WR XQGHUWDNH LQWHQVLYH ZRUN RQ SURMHFW
development. The Government has yet to incorporate PPPs
in the context of a comprehensive multimodal transport
SODQ DQG EHJLQ SURMHFW SURPRWLRQ DQG LPSOHPHQWDWLRQ
These activities require high expertise on market studies,
technical feasibility and impact assessments, negotiation
VNLOOVDQGVSHFLƂFNQRZOHGJHRIUHJXODWRU\LVVXHV7KHVWDII
should be able to interact with the relevant line ministries
RQ LVVXHV UHODWHG WR SURMHFW DVVHVVPHQW DQG GHOLYHU\ IRU
ZKLFKWUDLQLQJLVDOVRQHHGHG)RULQVWDQFHURDGFRQFHVVLRQ
SURMHFWV VKRXOG SDVV VWULQJHQW FRVWtEHQHƂW DVVHVVPHQWV
and receive environmental approval before they can be
considered for selection, which is a time-consuming
process.
Some 15 projects have been pre-selected for PPPs,
but tenders for many of them have not yet been
undertaken. Since the new law was passed, the authorities
KDYHLGHQWLƂHGDOLVWRISRWHQWLDO333SURMHFWVQRWUDQNHGE\
priority.52 3URMHFWV LQFOXGH WKH UHFRQVWUXFWLRQ DQG EXLOGLQJ
of logistic centres in the airports in Osh and the Issyk–
.XO UHJLRQ URDG FRQVWUXFWLRQV KHDOWKFDUH SURMHFWV DQG
FDWHULQJ VHUYLFHV DPRQJ RWKHUV 6RPH RI WKHVH SURMHFWV
have gone through pre-feasibility studies by international
SDUWQHUV HJ$'% +RZHYHUWKH0LQLVWU\RI(FRQRP\KDV
published only partial information about their costs and
timeline/stages for implementation. An assessment of the
level of competition, State intervention or regulation that
ZLOOSUHYDLOLQHDFKPDUNHWVHJPHQWIRUHDFKVSHFLƂFSURMHFW
LVDOVRQHFHVVDU\)RULQVWDQFHFRQVLGHULQJWKHORZVRFLDO
tolerance for increases in fees paid for public services, the
availability of toll-free public alternatives might need to
be considered when planning the expansion of highways,
which will have an impact on revenue forecasts.
Without a clear vision of which projects are most
likely to produce good social and economic results,
WKH SRVVLELOLW\ RI FRQƃLFW EHWZHHQ WKH *RYHUQPHQW
52

 $ OLVW RI  333 SURMHFWV DV RI 'HFHPEHU  LV DYDLODEOH DW
KWWSPLQHFRQRPNJLQGH[SKS"RSWLRQ FRPBFRQWHQW YLHZ
DUWLFOH LG  ,WHPLG  ODQJ UX DFFHVVHG } 2FWREHU
2015.

companies and communities during the implementation
period will increase. Given these risks and the longterm commitment that PPP require from investors, the
involvement of multilateral investment guarantee agencies
OLNH 0,*$  RU KRPHFRXQWU\ FUHGLW DJHQFLHV PLJKW SURYH
indispensable in the short run. Looking forward, it is crucial
WKDW VHOHFWLRQ IRFXVHV RQ SURMHFWV WKDW DUH EDQNDEOH DQG
WKXV SRWHQWLDOO\ DWWUDFWLYH WR )', DQG QRW RQ WKRVH QHHGV
WKDWFDQEHVWEHƂQDQFHGWKURXJKSXEOLFIXQGLQJRUGRQRU
assistance. Cooperation with the IPA will be necessary to
SURPRWH SURMHFWV RQFH VHOHFWLRQ LV PDGH VHH VHFWLRQ ,,
below). Kyrgyzstan’s recent record of expropriations and
social unrest make it clear that a comprehensive approach
is needed in order to minimize costs that could result of
subsequent renegotiation, court litigation or divestment.

Recommendations
Formulate a long-term strategy for the development
of the power sector that focuses on exports growth.
The Government should consider developing a long-term
strategic plan that includes generation, transmission and
GLVWULEXWLRQ DQG LQFRUSRUDWHV FRVWUHƃHFWLRQ PHFKDQLVPV
for new investments, the social needs for affordable tariffs,
and the potential to supply export markets. Some of the
LQIUDVWUXFWXUHSURMHFWVWKDWDUHQHHGHGKDYHEHHQLQFOXGHG
in NSSD. A plan for implementation should also include
a complementary fast-track programme to address the
refurbishment of strategically vital power industry assets.
Licensing procedures, tender requirements and bidHYDOXDWLRQFULWHULDIRUVPDOOSURMHFWVVKRXOGEHVHWXS
Ensure the independence of the State agency on
regulation of the fuel and energy complex. This should
fully conform to international best practice. In this regard,
the regulator should be staffed with high-level professionals
DQG VSHFLDOLVWV PHPEHUV RI WKH UHJXODWLQJ ERG\ VKRXOG
be prohibited from having any economic interest in the
regulating enterprises or any consumer group, and the
regulatory process should include public participation
(UNCTAD, 2009a).
Promote the long-term development of alternate
renewable energy, including through small FDI projects.
Policies could include the promotion of solar water heaters,
biogas plants and wind-power plants in remote areas,
among others. The plan should also include measures to
LQFUHDVHDZDUHQHVVRIHQHUJ\HIƂFLHQF\FRQFHUQVDPRQJ
the public. Introducing tax incentives for the adoption of
HQHUJ\HIƂFLHQWWHFKQRORJLHVFRXOGDOVREHFRQVLGHUHG
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Prepare a pipeline of projects in line with a multimodal
transport plan. Such plan should be done in parallel to
EURDGHUGHYHORSPHQWJRDOVDQGIRFXVRQSURMHFWVDURXQG
PDMRUWUDQVSRUWFRUULGRUVDQGDLUSRUWV
Adopt reforms towards adequate implementation of PPP
legislation. In addition to harmonizing sector regulations
to make them compatible with PPPs, other secondary
regulations will be needed, for instance, with regard to
HVWDEOLVKLQJDPHWKRGIRUFRVWtEHQHƂWDQDO\VLV&RPSOHWLQJ
WKHDVVHVVPHQWRIWKHFRPPHUFLDOYLDELOLW\RIWKHSURMHFWV
on the priority list should be the next step, with the goal of
FUHDWLQJDSLSHOLQHRISURMHFWVDVVXJJHVWHGDERYH
Continue strengthening the institutional capacities of
the PPP unit within the Ministry of Economy with the
help of development donors. Enhancing State capacities
will be fundamental to any successful implementation.
Concessions in public infrastructure often involve much
knowledge that can be best accumulated through
institutionalizing, retaining and nurturing expert staff. A
VXEVWDQWLDOLQFUHDVHLQKXPDQDQGƂQDQFLDOUHVRXUFHVZLOO
be required to turn the existing units into a specialized
concessions agency. The long-term goal to set up a national
agency that centralizes PPP planning should remain a
priority.

,, 7DSSLQJWKHSRWHQWLDORI
)',LQVSHFLƂFLQGXVWULHV
DQGQLFKHV
a. Promoting FDI for value upgrading in
garments and textiles
Driven by exports, the garment industry in Kyrgyzstan
has boomed during recent years. The bulk of production
is women’s dresses (blouses and shirts) as well as
uniforms for enterprises and schools. Nearly all enterprises
producing garments were set up after independence and
DUHSULYDWHO\RZQHG ODUJHO\60(V 7KHLPSUHVVLYHJURZWK
in garment manufacturing was linked to exports to regional
YDOXH FKDLQV LQ WKH 5XVVLDQ )HGHUDWLRQ DQG .D]DNKVWDQ
which have augmented tenfold in the period 2002–2012.
In 2013, the totality of apparel exports to these countries
ZDVZRUWK}PLOOLRQ HTXLYDOHQWWR}SHUFHQWRIWRWDO
H[SRUWV  7KLV ERRP KDG VLJQLƂFDQW HPSOR\PHQW LPSDFW
$FFRUGLQJWRRIƂFLDOVWDWLVWLFVDURXQGZRUNHUVRI
ZKLFKRYHU}SHUFHQWDUHZRPHQDUHLQYROYHGLQJDUPHQW
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PDQXIDFWXULQJ ,7&   0RVW EXVLQHVVHV DUH ORFDWHG
in big cities and their suburbs, including Bishkek, where
}SHUFHQWRIƂUPVDUHFRQFHQWUDWHG 2(&'E 53
The involvement of foreign investors in the sector
KDV QRW EHHQ VLJQLƂFDQW DQG QRQHTXLW\ PRGHV LH
contract manufacturing) are prevalent. It is estimated
that production is split in near equal quantities by a
small number of medium-sized sewing and knitwear
PDQXIDFWXUHUV WKDW KDYH WKHLU RZQ GHVLJQ FDSDELOLW\ DQG
a high number of micro and small businesses that perform
cut-make-trim activities and provide different types of
subcontract services to foreign traders and retailers. With
UHJDUG WR IRUHLJQ HTXLW\ LQYHVWPHQWV DFFRUGLQJ WR RIƂFLDO
VWDWLVWLFV WKHUH ZHUH  UHJLVWHUHG FRPSDQLHV LQ 
RI D WRWDO  LQ WKH WH[WLOH DQG DSSDUHO LQGXVWULHV7KHVH
ƂJXUHV DUH OLNHO\ WR XQGHUHVWLPDWH DFWXDO )', VWRFN JLYHQ
the size of the informal economy. However, the fact that
RQO\ WZR 5XVVLDQRZQHG ODUJHUVL]H ƂUPV XQGHUWRRN
substantial investments in apparel and textiles during the
period 2010–2012 (Efor JSC and Glorius JSC) is indicative
RIDVORZGRZQLQ)',PDLQO\GXHWRSROLWLFDOLQVWDELOLW\DQG
JRYHUQDQFHLVVXHV %LUNPDQHWDOVHHDOVRFKDSWHU
of this Review).
Relatively low costs of production and deep market
knowledge are location advantages that could attract
more investments in the future. Electricity costs are
low in Kyrgyzstan. So are labour costs: the monthly
DYHUDJH UDWHV IRU VHZLQJ ZRUNHUV UDQJHV IURP  WR
 86$,'   DQG WKH DYHUDJH ZDJHV IRU –
2012 in textiles and wearing apparel subsectors was
 DFFRUGLQJ WR RIƂFLDO VWDWLVWLFV ZKLFK LV HVWLPDWHG
to be below the costs of competing locations, even if
productivity lags behind salary pay. 0DUNHW NQRZOHGJH
comes from wholesale retailers in bazaars, who often act
as sales partners and play a key role identifying tastes
DQGSURYLGLQJJRRGPDUNHWLQJVWUDWHJLHV ,/2 0RVW
53



Although during the Soviet period there was an integrated
clothing industry in Kyrgyzstan, after the country’s accession
to WTO in 1998 textile production almost disappeared as a
UHVXOW RI FRPSHWLWLRQ ZLWK $VLDQ LPSRUWV 0RVW EXVLQHVVHV
source through bazaars, where Chinese intermediaries
ODUJHO\RULJLQDWLQJIURPWKH;LQMLDQJ8\JKXU5HJLRQRI&KLQD 
sell imported fabrics.
Comparisons are complicated by the seasonality of production
and the fact that Kyrgyz apparel pay is piece work and varies
by productivity. Worldwide estimates of the cost of labour
put Kyrgyzstan ahead of China and India and slightly behind
,QGRQHVLD9LHW1DPDQG%DQJODGHVK 2(&' 
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production has been directed to low- and middle-income
consumers of the Kyrgyz diaspora in target markets,
although stakeholders agree that there is space for much
more market expansion and segmentation.
In the future, more FDI will be needed to foster product
GLIIHUHQWLDWLRQ DQG RSHUDWLRQDO HIƂFLHQF\ The sector
VXIIHUVIURPSRRUTXDOLW\RIEXLOGLQJVDQGLQHIƂFLHQWXVHRI
space, which is compounded by limited access to reliable
skills and poor management.55 Although the skills problem
exists across sectors, certain aspects are particular to
SURGXFWLRQ F\FOHV RI WKH DSSDUHO LQGXVWU\ )RU LQVWDQFH
a high level of seasonality (with order peaks between
April and October) forces producers to resort to periodic
OD\RIIV ZKLFK SUHYHQW WKH GHYHORSPHQW RI HIƂFLHQF\ DQG
knowledge in the labour force. These hindrances could best
be addressed through increasing the scales of production
DQGSURPRWLQJPRUHƂ[HGFDSLWDOIRUPDWLRQ
Kyrgyzstan’s accession to EAEU will likely increase
the industry’s attractiveness to regional investors.
Because labour costs are comparatively lower than in
other member States, after accession Kyrgyzstan is likely
WRDWWUDFWPRUHUHJLRQDOFDSLWDOƃRZVLQWKHIRUPRI)',
which could support industrial development.56 Another
positive impact concerns export outbound logistics.
Exports are impaired by a small number of freightforwarding companies that provide customs clearance
services at expensive prices and to limited destinations.
7KLVVLWXDWLRQSUHYHQWVDGHTXDWHFXVWRPHURUGHUIXOƂOPHQW
in target export markets. Thus, the removal of internal
border controls will help promote more competition in
trade logistics and reduce costs.
However, interviewed stakeholders also agreed that
increased sourcing costs will hit the sector in the
short term. Indeed, implementing the common external
tariff (CET) of EAEU will lead to higher average tariff levels
55

56

In the case of the garment industries, interviewed stakeholders
expressed that the curriculum in technical education requires
upgrading in pattern-making and sewing technology, for
H[DPSOH 0DQDJHPHQW LV DOVR GHHPHG ZHDN 2YHUDOO
technical knowledge is poor and the lack of foreign language
skills, especially English, means many managers are unable
to keep up to date with advances in technology or to take
advantage of networking opportunities.
Compared with neighbouring countries Kyrgyzstan is
competitive. Average monthly salaries in manufacturing for the
SHULRGtDUHHVWLPDWHGWREHIRUWKH5XVVLDQ
)HGHUDWLRQ  .D]DNKVWDQ  IRU .\UJ\]VWDQ DQG
IRU%HODUXV 6WDWLVWLFDO&RPPLWWHHRI&,6 

for fabric imports from China. Upon entry into force of the
treaty of accession of Kyrgyzstan to EAEU, all imported raw
materials will be brought under the single customs tariff
of EAEU. A gross estimate of expected tariff increase for
WH[WLOHVPDFKLQHU\DQGDSSOLDQFHVLVDERYH}SHUFHQW,Q
addition, the abandonment of Kyrgyzstan’s weight-based
system for calculating tariffs and expected wage increases
mean the overall transition costs could result in between
t}SHUFHQWWRWDOSURGXFWLRQFRVWVIRUJDUPHQWV2YHUDOO
WKHH[FHSWLRQDOPHDVXUHVQHHGHGWRDYRLGPDMRUVOXPSVLQ
HPSOR\PHQWDUHHVWLPDWHGWRODVWEHWZHHQƂYHDQGVHYHQ
years, depending on the speed of Kazakhstan’s negotiations
IRUDFFHVVLRQWR:72 -HQLVK2(&'E%LUNPDQ
,/20RJLOHYVNLL 
,QWKHPHGLXPWHUPPRUH)',ƃRZVFRXOGKHOSDGGUHVV
existing bottlenecks to upgrading along the value
chain, including the following:
• Limited sourcing options for fabrics, yarns and
accessories, which reduce opportunities for
product differentiation. Reliable access to inputs
is crucial for upgrading along regional garment
YDOXHFKDLQV7KHPDMRULW\RILPSRUWVVRXUFHGIURP
abroad are synthetic and of low quality. Access to
($(8ZLOORSHQRSSRUWXQLWLHVWRDWWUDFWWDULIIMXPSLQJ
)',WRSURPRWHLPSRUWVXEVWLWXWLRQRIIDEULFV6LQFH
Kyrgyzstan produces good quality cotton and
wool, there is ample room for existing companies
integrating vertically or for new entrants to set up
weaving or knitting mills.
• /DFN RI Ƃ[HG FDSLWDO LQYHVWPHQW WR PRGHUQL]H
technology. 0DLQWHQDQFH RI REVROHWH HTXLSPHQW
is poor, and breakdowns are frequent. There is little
specialized equipment (e.g. for stitching pockets,
buttons and undertaking overstitching), and manual
VNLOOVKDYHWREHUHOLHGRQ$ODFNRIEXVLQHVVƂQDQFH
to procure new equipment exacerbates the problem.
An enlarged market will create incentives for larger
LQYHVWRUV WR LQMHFW QHZ FDSLWDO UHIXUELVK H[LVWLQJ
facilities and thus increase productivity. It will also
allow for functional upgrading, with new companies
focusing on more capital-intensive functions such
as laundry, embroidery and dying.
• Limited design capabilities and lack of
compliance with international quality standards.
The lack of original design and reliance on replicas
of foreign models (e.g. from Turkey, China or the
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Republic of Korea) limits the ability to diversify towards
niche markets with more demanding consumers.
Regional value chains, in contrast with global ones,
are more likely to demand customized merchandise
with quicker response to fashion, resulting in more
complex products. Thus, opportunities will be
higher under EAEU for value capture and upgrading
along such activities as pattern making, fabric
management and logistic coordination (Staritz
DQG 0RUULV   $OVR H[SDQGLQJ WKH QHWZRUN
of existing laboratories involved in the testing of
inputs to improve compliance will be more likely in a
context of larger production scales.
Accession to EAEU will also increase regional
competition. Joining EAEU prioritizes the need for the
Kyrgyz garment, hosiery and knitting industries to seek
QHZPDUNHWVLQWKH5XVVLDQ)HGHUDWLRQDQG%HODUXV9DOXH
upgrading will also imply more intense competition for sales
SDUWQHUVLQHIIRUWVWRWDSLQWRƂQHUPDUNHWVHJPHQWVIXUWKHU
there will be a premium advantage for early movers. In this
regard, the case of Belarus, which also experienced exportled growth in garment production during recent years,
deserves attention. In that country, the authorities provide
intensive support to the garment industries, not only through
VXEVLGLHVDQGWD[H[HPSWLRQVEXWDOVRWKURXJKFHUWLƂFDWLRQ
SULYLOHJHG JRYHUQPHQW SURFXUHPHQW ƂQDQFLDO DVVLVWDQFH
training, and research and development assistance.57 In
Kyrgyzstan, limited government resources call for smart
promotion strategies. Strategic collaboration on market
LQWHOOLJHQFH WR ƂOO NQRZOHGJH JDSV ZLWK NH\ SDUWQHUV DQG
stakeholders from the public and private sectors will be
needed. These include the Department of Light Industry of
WKH0LQLVWU\RI(QHUJ\DQG,QGXVWU\DQGSURPLQHQWEXVLQHVV
associations.

informal economy.58 However, with regard to the taxation
of larger companies the Kyrgyz sector is not particularly
competitive. Annex 3 compares taxation in the garment
manufacturing sector for different locations. The results
VKRZ WKDW WKH FXUUHQW UHJLPH GRHV QRW KDYH VSHFLƂF
advantages compared with other countries. In particular,
depreciation rates are not favourable, and incentives in terms
of promoting technological innovation and investments are
not provided, which will be necessary to upgrade production
towards more capital intensive activities.
Some progress has been made to improve the country’s
attractiveness to foreign investors 166' LGHQWLƂHV D
number of important initiatives for immediate policy action
HJSURMHFWVWRFUHDWHDQGGHYHORSLQGXVWULDODQGORJLVWLFV
centres at the Dordoi and Kara-Suu markets). Some
successful partnerships are in place with international
donors, including the International Trade Centre (ITC),
USAID, the German Agency for International Cooperation
(GIZ) and the Swiss State Secretariat for Economic Affairs
6(&2  ZKLFK KDYH EHHQ LQYROYHG LQ VSHFLƂF SURMHFWV LQ
WKHDUHDVRIVNLOOGHYHORSPHQWƂQDQFLQJRIHTXLSPHQWDQG
GHYHORSLQJ ƂUP VWUDWHJLHV $OVR WKH 3URJUDPPH IRU WKH
Textile and Clothing Industry in Kyrgyzstan for 2013–2015,
ZKRVHPDLQREMHFWLYHVDUHWRLQFUHDVHWKHFRPSHWLWLYHQHVV
of textile and clothing production, sets out in more detail the
Government’s rationale for supporting the clothing sector.
It foresees setting up a large industrial park (technopolis)
in the Bishkek area to reduce industry fragmentation and
increase quality and product design capacities. However,
the initiative has yet to be implemented due to problems in
identifying an appropriate land plot.

The tax system will also need reconsideration. The
favourable tax treatment of small garment manufacturers
was pivotal to the boom in clothing production. Thanks to
a so-called patent system, enterprises were allowed to
SURGXFHZLWKDVLJQLƂFDQWO\ORZHUWD[EXUGHQZKLFKKHOSHG
EULQJ D VXEVWDQWLDO QXPEHU RI DSSDUHO 60(V RXW RI WKH

In the future, market access privileges in EAEU
DQG WDUJHWHG WD[ LQFHQWLYHV ZLOO QRW EH VXIƂFLHQW WR
guarantee the long-term competitiveness of existing
garment industries, let alone promote value upgrading.
Instead, efforts should concentrate on boosting labour
force productivity, tapping into the opportunities for vertical
LQWHJUDWLRQ DQG LPSURYLQJ WKH RUJDQL]DWLRQDO HIƂFLHQF\
within factories, for which attention should shift to attracting
investments that could improve transfer of technology.

57

58
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Garment producers from Belarus increased their exports
threefold in the period 2002–2012, which is less impressive
than the Kyrgyz experience. But their market share is much
ODUJHU WRWDOOLQJ } PLOOLRQ LQ  %HODUXVLDQ SURGXFWLRQ
also includes a wider range of products, including clothing,
fur and leather goods and shoes, knitted products, sportswear
DQGOLQJHULH -HQLVK 

The patent system exempts sole entrepreneurs from paying
9$7DQGVDOHVWD[7KHSULFHRIDSDWHQWLVVRP  
SHUPRQWKIRUWKHƂUVWVHZLQJPDFKLQHVDQGVRP
 IRUDQDGGLWLRQDOPDFKLQHV7KHV\VWHPDOVRLQFOXGHV
DSD\PHQWRIVRP  SHUZRUNHUDQGDFRQWULEXWLRQ
WRVRFLDOVHFXULW\RIVRP  ZKLFKLVVKDUHGZLWKWKH
HPSOR\HH -HQLVK2(&' 
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Recommendations
3ULRULWL]H WKH DWWUDFWLRQ RI PHGLXPVL]H ƂUPV IURP
regional countries, which could help exploit and further
expand existing market segments along regional value
chains. A working group should be set up involving key
Government and garment industry stakeholders to identify
key segments in the value chain where regional investors
and non-equity partners could be targeted. The group
should assess the implementation of the programme
for development of the textile and garment industry of
the Kyrgyz Republic in 2013–2015. Necessary work
would include detailed benchmark studies of businesses
LQ .\UJ\]VWDQ DJDLQVW FRPSHWLQJ ORFDWLRQV IRU VSHFLƂF
products, a research study to identify new matchmaking
and partnering opportunities in manufacturing, product
GHVLJQDQGPDUNHWLQJDQGDIRUPDODQDO\VLVWRHVWDEOLVKWKH
VFRSHIRUFUHDWLQJ60(FOXVWHUVDURXQGVSHFLDOL]HG)(=VDQG
industrial parks, and for developing linkages strategies).
Assess opportunities for promoting the production of
textiles and the role of regional FDI in such process.
The potential for vertical integration with the textile industry
in activities such as fabric production and yarn manufacture
should also be assessed by the working group in the short
term. The possibility to attract investors from neighbouring
provinces in China should be considered. The approach should
be national in perspective, including rural regions where labour
supply is more abundant, and where skills related to cotton
and wool production remain from before independence.
Adopt an incentives scheme to promote technological
upgrading. Such a scheme would also facilitate upstream
integration with textile industries. Tax changes that could be
considered include accelerated depreciation for upstream
investment as well as full rebates of duties on imported
machinery. A refundable training programme could also be
considered, if not implemented across sectors.
Consider seeking the cooperation of UNCTAD to promote
entrepreneurship. The Government should consider
setting up an Empretec centre with UNCTAD technical
assistance. The centre could be based in Bishkek and could
organize training activities across the country. To undertake
such an initiative, discussions should be held with potential
national partners, preferably institutions with an established
history in promoting private sector development.59 If set
59

The UNCTAD Empretec programme is a comprehensive
capacity-building initiative in operation in 36 countries
through a series of national training centres. The programme

XS LQ %LVKNHN WKH FHQWUH FRXOG ƂUVW IRFXV RQ WUDLQLQJ
women entrepreneurs to upgrade along the value chain for
garment manufacturing. In the longer term, the Empretec
centre could build on linkage development and training
programmes in other sectors, including agriculture, tourism
and mining (see below).

b. Attracting FDI in agriculture and food
processing
Kyrgyzstan has a mountainous terrain favourable for
livestock breeding and agriculture. 6LJQLƂFDQW DUDEOH
ODQG H[LVWV QHDU WKH )HUJDQD 9DOOH\ LQ WKH 6RXWKZHVW
and the Chui and Talas valleys along the Northern border.
2YHUDOOLWLVHVWLPDWHGWKDWWKHUHDUH}PLOOLRQKHFWDUHVRI
DUDEOHODQGDQG}PLOOLRQKHFWDUHVRISDVWXUHODQGLQWKH
country. Production is split in almost equal parts between
cattle breeding and crop growing.60 The sector also has a
KLJKVRFLDOLPSDFWLWLVHVWLPDWHGWKDWRYHU}SHUFHQWRI
the local population is employed in rural areas, accounting
IRU QHDUO\ } SHU FHQW RI *'3 0DLQ DJULFXOWXUDO DQG IRRG
exports include dried vegetables, fruits, tobacco, sugar and
dairy products. However, the country is a net food importer
(except for dairy products) and is vulnerable to commodity
SULFHƃXFWXDWLRQV61
Increasing productivity in the agricultural sector
has been a challenge since independence. During the
1990s, land reform and privatization resulted in impressive
growth. However, yields have stagnated since the 2000s,
DQG SURGXFWLYLW\ LV EHORZ WKH VHFWRUpV SRWHQWLDO )DUPHUV

60

61

was established in 1988, and over 200,000 people – from
VROHHQWUHSUHQHXUVWR60(VDQGVWDUWXSFRPSDQLHVtKDYH
UHFHLYHG WUDLQLQJ (PSUHWHF FHQWUHV DUH ƃH[LEOH LQ WKDW WKH\
can adapt to meet national country priorities. Their goal is to
WUDLQHQWUHSUHQHXUVLQVHFWRUVSHFLƂFSURJUDPPHVLQOLQHZLWK
a country’s development strategy. They can build synergies
with universities seeking to develop new managerial curricula
as well as with vocational training institutions serving groups
with low education levels. In the context of Kyrgyzstan,
capacity-building and upgrading need to be a core element of
any sector strategy, and Empretec could build synergies with
such initiatives as well as broader reforms on the education
system as suggested in chapter 1.
In addition to animal fodder and cereals, the country also
produces vegetables, fruits and berries, and potatoes.
6LJQLƂFDQWDQLPDOSURGXFWVDUHGHULYHGIURPSRXOWU\VKHHS
goats and cattle.
In 2012, the value of food and agricultural imports amounted
WR } PLOOLRQ WKH WUDGH GHƂFLW IRU WKH VHFWRU ZDV RYHU
}PLOOLRQ *RYHUQPHQWRI.\UJ\]VWDQ 
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KDYH OLPLWHG DFFHVV WR ƂQDQFH DQG FDQQRW DIIRUG WR EX\
necessary inputs for the production process (e.g. fuel,
machinery, fertilizers), nor can they invest in technological
upgrading.62 They also face decreasing returns to their
investments because of inadequate irrigation as well as a
high incidence of animal diseases. Poor storage facilities
reduce farmers’ capacities to market and receive fair prices
for their products.63 )RU WKH SXUSRVHV RI WKLV 5HYLHZ WKH
analysis that follows focuses on the role that investment
SROLFLHVDQG)',DWWUDFWLRQVWUDWHJLHVFRXOGSOD\WRLPSURYH
productivity in the sector.
Foreign investors have the potential to contribute to
structural changes that affect the productivity of the
agricultural sector, but their involvement can also
have drawbacks that call for careful policy planning. A
prudent approach is needed when debating the costs and
EHQHƂWVRILQGLYLGXDOSURMHFWV:KHUHDVIRUHLJQLQYHVWPHQWV
in agro-industry can be a direct source of capital and
contribute to technology transfer and skill development,
there are also risks. These include, in particular, aspects
related to food security, displacements, environmental
degradation and speculation linked to underuse of land by
ELJLQYHVWRUV7KHLPSDFWRI)',DQGQRQHTXLW\PRGHVRI
involvement (e.g. contract farming) will be related to the
chosen development model as well as the regulatory and
institutional framework for agriculture in host countries.
UNCTAD and other organizations have developed options
for promoting responsible investment in agriculture, which
could help assist the Kyrgyz authorities in the design of
future investment policy for the sector (box 2.1).
FDI in agriculture could improve the sector’s
productivity and environmental performance by
increasing production scales and upgrading technology,
but its prospects are limited because of restrictions on
access to agricultural land by foreigners. Kyrgyzstan
LV QRW VHOIVXIƂFLHQW LQ VWDSOH IRRGVWXIIV ZKLFK UHVXOWV LQ
a high dependence on imports. In addition, the small size
of farm plots and unsustainable production practices have
62

The average size of private farms is 2.7 hectares with no
VLJQLƂFDQW YDULDQFH DFURVV WKH FRXQWU\ *RYHUQPHQW RI
.\UJ\]VWDQ 7RWDOSURGXFWLRQLVVSUHDGDFURVV
VPDOOIDUPVDFFRXQWLQJIRU}SHUFHQWRIWRWDORXWSXWDQG
6WDWHIDUPVFROOHFWLYHIDUPVDJULFXOWXUDOFRRSHUDWLYHV
DQG WKHLU VXEVLGLDULHV DFFRXQWLQJ IRU } SHU FHQW RI
SURGXFWLRQ 2(&'D 

63

Several studies have been conducted by experts and partners that
draw important conclusions with implications for public policy (ECE,
DQG)$2(%5'2(&'D 
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FRQWULEXWHGWRODQGGHJUDGDWLRQDQGGHVHUWLƂFDWLRQZKLFK
LVHVWLPDWHGWRDIIHFW}SHUFHQWRIDUDEOHODQG (&(
7RNWRQDOLHYD   ,I DGHTXDWHO\ UHJXODWHG )', FRXOG
play an important role in addressing these challenges by
increasing production scales, promoting crop rotation
and assisting in technological upgrading and innovation.
However, as discussed in chapter 1, the use of agricultural
land is reserved to Kyrgyz nationals, and the entry of foreign
LQYHVWPHQWVLVOLPLWHGWRMRLQWYHQWXUHVRUQRQHTXLW\IRUPV
of production.
In spite of constraints to accessing land, FDI has played
a catalysing role in fostering the food-processing
industry in recent years. )RUHLJQ LQYHVWPHQW LQ IRRG
SURFHVVLQJ DPRXQWV WR QHDUO\ } SHU FHQW RI WKH FRXQWU\pV
FXPXODWLYH)',ƃRZV1H[WWRPLQLQJDQGƂQDQFHWKHLQGXVWU\
LVWKHWKLUGWRS)',UHFLSLHQW6LJQLƂFDQW)',RFFXUUHGLQWKH
following activities: manufacturing of noodles and other
uncooked farinaceous products, meat and poultry products,
dairy products, soft drinks and other beverages such as tea
DQG FRIIHH )RUHLJQRZQHG FRPSDQLHV WHQG WR EH PLGGOH
sized, although some of them are included among the
largest ones in the country. As estimated by interviewed
VWDNHKROGHUVRQO\t}SHUFHQWRIDJULFXOWXUDOSURGXFWLRQ
is processed. There is thus ample room for further growth.
The country also has some potential to develop exportoriented industries, especially with regard to dairy and
organic agricultural products.65 But given their perishable
nature and existing infrastructure constraints, the industry’s
DWWUDFWLYHQHVV WR JOREDO PXOWLQDWLRQDO HQWHUSULVHV 01(V 
has been limited, and most investors are from the region.


65

Some interviewed stakeholders emphasized that, although
XQFRPPRQ IRUHLJQ LQYHVWPHQWV FDQ RFFXU WKURXJK MRLQW
SDUWQHUVKLSVZLWKORFDOIDUPHUV6WLOOHYHQZKHQMRLQWYHQWXUHV
can have certain advantages for foreign companies, in the
case of Kyrgyzstan their occurrence is more likely the result
of adaptation to an uncertain legal framework than an option
UHVXOWLQJRIDQ\VWUDWHJLFGHFLVLRQE\ƂUPV
According to experts, organic farming is most suitable to
countries with generally small farms and a shortage of capital
such as Kyrgyzstan, but the country lags greatly behind in
SURPRWLQJFHUWLƂFDWLRQDPRQJSURGXFHUV,QGHHGRQO\DVPDOO
SRUWLRQ RI FXOWLYDWHG ODQG } SHU FHQW  ZDV FHUWLƂHG DV
RUJDQLF DV RI  ),%/ DQG ,)2$0  7KH H[FHSWLRQ
is cotton production, where with the help of international
partners, the Bio-farmer cooperative in the Jalal–Abad
region was able to integrate smallholders in the international
YDOXHFKDLQRQRUJDQLFFRWWRQWKURXJKIDLUWUDGHFHUWLƂFDWLRQ
which allowed producers to export cotton to Switzerland and
*HUPDQ\ .DVHHYD,%& 
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Box 2.1. Principles for responsible agricultural investments
At the request of the Group of 20, UNCTAD and other development organizations have worked together to develop
options for promoting responsible investment in agriculture, which were summarized in seven principles for responsible
agricultural investments that respect rights, livelihoods and resources (PRAI):
• ([LVWLQJULJKWVWRODQGDUHUHFRJQL]HGDQGUHVSHFWHG
• ,QYHVWPHQWVGRQRWMHRSDUGL]HIRRGVHFXULW\EXWUDWKHUVWUHQJWKHQLW
• Processes relating to investment in agriculture are transparent, monitored, and ensure accountability by all
VWDNHKROGHUV
• $OOWKRVHPDWHULDOO\DIIHFWHGDUHFRQVXOWHGDQGDJUHHPHQWVDUHUHFRUGHGDQGHQIRUFHG
• ,QYHVWRUVHQVXUHWKDWSURMHFWVUHVSHFWWKHUXOHRIODZUHƃHFWLQGXVWU\EHVWSUDFWLFHDUHYLDEOHHFRQRPLFDOO\DQGUHVXOW
LQGXUDEOHVKDUHGYDOXH
• ,QYHVWPHQWVJHQHUDWHGHVLUDEOHVRFLDODQGGLVWULEXWLRQDOLPSDFWVDQGGRQRWLQFUHDVHYXOQHUDELOLW\
• (QYLURQPHQWDOLPSDFWVRIDSURMHFWDUHTXDQWLƂHGDQGPHDVXUHVWDNHQWRHQFRXUDJHVXVWDLQDEOHUHVRXUFHXVHZKLOH
minimizing the risk or magnitude of negative impacts and mitigating them.
A report has been published that summarizes lessons learned on responsible investment from 39 mature agribusinesses
in Africa and South-East Asia and assesses their performance in terms of respect for local rights, transparency with
stakeholders, support of livelihoods and environmental sustainability, among other criteria.
Source:

81&7$':RUOG%DQND

Major drivers of investments are the low cost of
production, the good quality of soil and pastures for
cattle breeding; and the possibility of accessing the
large Kazakhstani market. In addition, a favourable tax
UHJLPH LQFOXGLQJ 9$7 H[HPSWLRQV IRU IRRG SURGXFWV DV
well as generous corporate income tax incentives, has
contributed to sector’s growth. These schemes, however,
may not be sustainable in the long run, especially since
most investment incentives that apply to large companies
DUHOLPLWHGWR)(=V DQQH[ 

business associations and in line with the priorities included
in NES, investment strategies for integration in regional
food value chains should focus on prioritizing investments
WR DGGUHVV PDMRU ERWWOHQHFNV $ QRQH[FOXVLYH OLVW ZRXOG
include the following:
• Large-scale processing plants with sanitized storage
IDFLOLWLHVIRUIUXLWVDQGYHJHWDEOHV
• *UHHQKRXVHDJULFXOWXUH66
• 0RGHUQ SDFNDJLQJ DQG GHVLJQ IRU IUXLWV DQG
YHJHWDEOHV WRLPSURYHPDUNHWLQJ

FDI projects have generated jobs, input supply,
management advisory services and credit support.
2I D WRWDO  HQWHUSULVHV LQ WKH VHFWRU WKHUH ZHUH 
enterprises with foreign equity in 2012, which created
MREV6RPHRIWKHVHLQYHVWPHQWVKDYHDOVRJHQHUDWHG
a positive impact through the promotion of inclusive
EXVLQHVV PRGHOV UHJDUGLQJ DFFHVV WR ƂQDQFH WUDQVIHU RI
technology, and skills development of farmers, which were
possible thanks to the introduction of vertical contracting
for input sourcing (box 2.2).
Accession to EAEU will increase opportunities
for targeting larger investments and will foster
technological upgrading. According to interviews with

• 0RGHUQ FRROLQJ V\VWHPV LH IUHH]LQJ DQGRU
refrigeration) to eliminate weaknesses linked to the
SHULVKDEOHQDWXUHRISURGXFWV
• Cattle breeding to improve milk and meat quality:
investment could be attracted to advanced
feeding plants, modern identification systems for
cattle and capabilities in artificial insemination
(ITC, 2013).
66

Given the seasonality of production and the disappearance of
many crops in winter, such investments would contribute to
improving the regularity of the supply chain.
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Box 2.2. Promoting inclusive business models in milk processing: The case of Siut Bulak
2QHPDMRUEHQHƂWRIFRQWUDFWIDUPLQJVFKHPHVIRUERWKIDUPHUVDQGDJULEXVLQHVVHVLVWKHSRVVLELOLW\WRUHFHLYHUHOLDEOH
and timely payments for farm produce, which ensures market access for farmers and allows for better planning in the
use of processing capacity by food industries. Also, the contractual relationship can be a substitute for credit when other
sources are unavailable. If a fair mechanism is set up for determining pricing, such contracts can result in inclusive
business models that facilitate reinvestments in farming infrastructure and increased productivity over time. Although
contract farming schemes are still rare in Kyrgyzstan, some successful experiences have taken place.
-6&6LXW%XODNVWDUWHGRSHUDWLRQVDVDFKHHVHSURGXFHULQDQGLQWURGXFHGD\HDUODWHULWVq'DLU\6SULQJrEUDQG
LQWKH.\UJ\]PDUNHW)DUPHUVLQ.\UJ\]VWDQIDFHKLQGUDQFHVVXFKDVZHDNHFRQRPLHVRIVFDOHLQDELOLW\WRFRPSO\
ZLWKTXDOLW\VWDQGDUGVSRRUHTXLSPHQWDQGODFNRIƂQDQFH6LXW%XODNKHOSHGDOOHYLDWHWKHVHSUREOHPVE\FRPPLWWLQJ
WREX\LQJDURXQGOLWUHVRIPLONSHUGD\IURPPRUHWKDQIDUPHUVLQWKH7\UXSUHJLRQ)XUWKHUPRUHWKH
FRPSDQ\SURYLGHVWUDLQLQJDQGWHFKQLFDODVVLVWDQFHWRLWVDIƂOLDWHGIDUPHUVDQGLWKDVFUHDWHGDIXQGWRRIIHUORDQVWR
support investment in cattle, milking machinery, equipment and infrastructure.
At present, the company produces more than nine different types of cheeses and fresh milk products such as butter, yoghurt,
VRXUFUHDPGULQNLQJFUHDPDQGSDVWHXUL]HGPLON7KHSURFHVVLQJSODQWLQ-\OXX%XODNHPSOR\VDURXQG}ZRUNHUVDQG
features advanced equipment imported from Europe that allows the use of hazard analysis and critical control points
(HACCP) quality control. Its employees have also had the possibility to learn in Europe (i.e. Switzerland and Poland).
The company has also successfully expanded its market and currently exports half of its production to Kazakhstan.
7KHSURMHFWZDVGHYHORSHGDIWHUDVHPLQDOLQYHVWPHQWDQGWHFKQLFDOVXSSRUWIURPWKH6ZLVV*RYHUQPHQW,QWKH
SURMHFWUHFHLYHGDGGLWLRQDOIXQGLQJ b}PLOOLRQ IURPWKH(XURSHDQ%DQNIRU5HFRQVWUXFWLRQDQG'HYHORSPHQW (%5' 
ZKLFKEHFDPHLWVVHFRQGVKDUHKROGHU LWKROGV}SHUFHQWRIVKDUHV 
Source:

(%5'DQG81&7$'LQWHUYLHZVGXULQJWKHIDFWƄQGLQJPLVVLRQ

However, major challenges concerning sanitary and
health standards need to be overcome to fully exploit the
sector’s investment potential. The challenges in infrastrucWXUHPHQWLRQHGDERYH LHLQVXIƂFLHQWWUDQVSRUWFRQQHFWLYLW\
slow border procedures and poor electricity supplies) can be
even more acute in the food industry, given the perishable nature of products. In addition, the inability to meet international
quality standards on health, safety and food hygiene is seriRXVO\FRQVWUDLQLQJH[SRUWV)DLOXUHWRFRQWURODQLPDOGLVHDVH
and political instability has resulted in repeated border closings (e.g. with Uzbekistan in 2005, with Kazakhstan in 2010
and 2012), which has damaged sales to neighbouring markets in recent times. Indeed, the national network of laboratories for soil testing, product quality and export compliance is
FXUUHQWO\LQDGHTXDWHRZLQJWREURNHQHTXLSPHQWLQVXIƂFLHQW
drug supplies and staff shortages. Interviewed stakeholders
in the food industry emphasized that these risks severely
KDPSHUSURƂWDELOLW\DQGLPSRVHH[WHUQDOLWLHVWKDWFDQQRWEH
accommodated in their business models.670RUHLPSRUWDQWO\
67
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There are 89 public and private testing laboratories, 30 of
which specialize in food products. Laboratories controlled

accession to EAEU will bring even bigger challenges related
to the adoption of its entire legal framework and sanitary and
phytosanitary (SPS) technical regulations (the latter will apply
to nationally produced and consumed goods as well as to
exports to EAEU member States).68
by the State operate mostly under the mandate of either
the Department of State Sanitary and Epidemiological
6XSHUYLVLRQ '66(6  DW WKH 0LQLVWU\ RI +HDOWK RU WKH &HQWUH
IRU 6WDQGDUGL]DWLRQ DQG 0HWURORJ\ &60  DW WKH 0LQLVWU\ RI
Economy (ITC, 2013). Whereas some laboratories do meet
the standard ISO/IEC 17025 and are accredited by the Kyrgyz
Accreditation Centre, the centre did not receive international
accreditation until October 2013. See http://www.intracen.
RUJQHZV.\UJ\]EXVLQHVVHVWREHQHƂWIURPLQWHUQDWLRQDO
VWDQGDUGVDFFUHGLWDWLRQDJUHHPHQW DFFHVVHG } 0DUFK
2013.
68
 ,Q DFFRUGDQFH ZLWK WKH /DZV RQ WKH )XQGDPHQWDOV RI
7HFKQLFDO 5HJXODWLRQ RI  FHUWLƂFDWLRQ LV UHTXLUHG RQO\
for products that can potentially endanger consumer health
(e.g. alcohol, tobacco products) after an amendment in 2009
UHGXFHG REOLJDWRU\ VWDQGDUGV FRYHUDJH IURP } SHU FHQW WR
}SHUFHQW2WKHUJRRGVFDQEHFHUWLƂHGRQDYROXQWDU\EDVLV
EXWRQO\WRFRQƂUPSURGXFWTXDOLW\ )$2 
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Another area of concern relates to growing conflicts
between food processing companies and farmers
because of poor contract compliance. Interviewed
stakeholders indicated that due to the small-scale
nature of production, information asymmetries as well
as practices linked to nomadic farmers’ traditions, there
is often a mismatch between industry needs and farm
production. Although the food industry has an interest
in developing long-term customer relationship with
farmers, in many cases producers are likely to default
on the terms of contracts (for instance, when there are
market price changes in favour of other crops) and thus
create disruptions in the supply chain. This constraint
is more burdensome for foreign firms, given that
restrictions on access to land referred to above make
contract farming the only available option to source
ORFDOO\ 7KH 0LQLVWU\ RI $JULFXOWXUH KDV WULHG SURPRWLQJ
cooperatives of producers to foster more reliable supply
to the processing industry, but most initiatives have
fallen short of the business sector’s expectations. Some
companies were nevertheless able to create such a
network of producers or else find sufficient partners to
lease land directly.
The Government has adopted strategies to
encourage productive investments in agriculture
and food industries, but they are not specific enough
to consider their suitability to foreign investors.
With regard to development strategies, NSSD and the
Strategy for Agriculture Development (2013–2020)
include a series of goals aimed at improving agricultural
efficiency. The measures promoted are as follows:
upgrading technologies and product quality through
LUULJDWLRQ DQG YHWHULQDU\ VHUYLFHV GHYHORSLQJ UXUDO
LQIUDVWUXFWXUH HQVXULQJ IRRG VHFXULW\ WKURXJK SULFH
VWDELOL]DWLRQ PHFKDQLVPV SURPRWLQJ WKH GHYHORSPHQW
RI ODQG PDUNHWV SURYLGLQJ DVVLVWDQFH LQ WKH IRUPDWLRQ
RI H[SRUWRULHQWHG FOXVWHUV DQG XSJUDGLQJ LQ WKH YDOXH
chain through increased value added food processing.
+RZHYHU QHLWKHU VWUDWHJ\ DVVLJQV D SUHFLVH UROH WR )',
or non-equity modes of production in achieving these
REMHFWLYHV )RU LQVWDQFH 166' OLVWV  SURMHFWV ZRUWK
} PLOOLRQ ZKHUH LQYHVWPHQWV ZLOO EH VRXJKW EXW
these are mostly focused on agriculture, not on food
SURFHVVLQJZKHUH)',LVPRVWOLNHO\WRRFFXU69
69

 $JULFXOWXUDODQGIRRGSROLF\LVGHVLJQHGE\WKH0LQLVWU\RIWKH
Economy and policy implementation and regulatory functions
DUHXQGHUWKHDXVSLFHVRIWKH0LQLVWU\RI$JULFXOWXUH

Recommendations
Clarify what involvement is expected of foreign
investors in agriculture and amend legislation and
policy documents accordingly. The options for foreign
involvement in agriculture include contract farming and
MRLQWYHQWXUHV ZLWKIRUHLJQHTXLW\EHORZ}SHUFHQW *LYHQ
PDMRUULVNVOLQNHGWRFRQWUDFWFRPSOLDQFHLWLVXQOLNHO\WKDW
WKHVHIRUPDWVZLOOVXIƂFHWRDWWUDFWVLJQLƂFDQWLQYHVWPHQW
ƃRZV LQ WKH QHDU IXWXUH $OWHUQDWLYHV WR EH FRQVLGHUHG
include removing restrictions on the leasing of agricultural
ODQGDQGFUHDWLQJDODQGEDQNWRDOORFDWHVSHFLƂFSORWVWR
HTXLW\LQYHVWRUVDVVXJJHVWHGLQFKDSWHU}
Devise strategic targeting of foreign involvements in
food processing with a focus on sectors that are export
oriented and have clear competitive advantages (i.e.
dairy products, fruits and vegetables). 0DWFKPDNLQJDQG
investor targeting will require coordination mechanisms
EHWZHHQ WKH QHZO\ FUHDWHG ,3$ WKH 0LQLVWU\ RI (FRQRP\
DQG WKH 0LQLVWU\ RI $JULFXOWXUH 7KH VWUDWHJ\ VKRXOG DOVR
build on open dialogue with business associations and help
gather business intelligence to improve market-penetration
capabilities. Targeting can consider both large multinational
FRPSDQLHV DQG PHGLXPVL]HG ƂUPV ,Q YLHZ RI H[LVWLQJ
trade patterns and regional initiatives, it would be a priority
for the dairy products sector to focus on the Russian
)HGHUDWLRQDQG.D]DNKVWDQLQWKHVKRUWUXQ
Develop a detailed action plan to rapidly improve
product standards across the Kyrgyz agro-industry,
including measures to enhance the availability of
vaccines and veterinary services. Health and sanitary
UHVWULFWLRQVWRH[SRUWVFRQVWLWXWHDPDMRUERWWOHQHFNWRWKH
development of the food industry. The Government should
FRQVLGHU MRLQLQJ IRUFHV ZLWK SULYDWH VHFWRU HQWHUSULVHV
(including also foreign investors) to increase investments in
modern laboratory facilities and thus facilitate a more rapid
LQWHUQDWLRQDOFHUWLƂFDWLRQRIIRRGSURGXFWV,QDGGLWLRQWD[
LQFHQWLYHV VXFK DV WD[ UHEDWHV FRXOG EH RIIHUHG WR PDMRU
01(VSURYLGLQJWUDLQLQJWRIDUPHUVWRHQDEOHWKHPWRFRPSO\
with health and sanitary standards. At the intergovernmental
level, international agreements on technical regulations
and standardization should be signed to directly apply the
technical regulations of the EAEU countries in Kyrgyzstan.
Tackle the need for improvements in air transport
infrastructure, including through synergies with
tourism development policies. Policies may include
DSSURDFKLQJ QHZ DLUOLQHV WR LQFUHDVH ƃLJKW IUHTXHQF\ WR
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Europe and East Asia, as well as negotiating the availability
RIFDUJRVSDFHLQSDVVHQJHUƃLJKWVIRUGULHGIRRGH[SRUWV
Other synergies could be considered in name branding for
organic agriculture.
Undertake initiatives to empower local producers
and better promote their interests. The creation of
SURGXFHUFOXVWHUVDURXQGPDMRUUHJLRQVUHPDLQVDSULRULW\
to increase economies of scale and allow better deals in
price negotiations with processing industries. In addition,
the Government may consider developing a model contract
for farmers that could be used as a reference to reduce
uncertainty among businesses and producers. The PRAI
principles could be used as guidance to ensure the terms
accommodate multi-stakeholder interests concerned.
Also, training and capacity-building activities to create
awareness among local farmers will be needed, not only
DERXW WKH LPSOLFDWLRQV DQG EHQHƂWV RI FRQWUDFWV EXW DOVR
about negotiation skills and the advantages of creating
cooperatives.

c. Targeting niche markets in the tourism
sector
Tourism has been growing steadily in recent years. In
2011, more than 800,000 tourists visited Kyrgyzstan, and
the World Tourism Organization estimates that the country
FRXOGDWWUDFWXSWR}PLOOLRQIRUHLJQYLVLWRUV$OVRWRXULVW
related activities are believed to provide employment
to around 118,000 people (38,000 directly and 80,000
LQGLUHFWO\ UHSUHVHQWLQJ}SHUFHQWRIWRWDOHPSOR\PHQW70
Overall, the sector is also an important source of foreign
H[FKDQJHZRUWK}PLOOLRQ *RYHUQPHQWRI.\UJ\]VWDQ
2012).
Some FDI has been attracted, but it has not been central
to the sector’s development. Growth occurred mainly in
WKH EXVLQHVV DQG WUDGLWLRQDO OHLVXUH VHJPHQWV ZLWK PDMRU
investments circumscribed to Bishkek, Osh and the Issyk–
Kul lake area. The country has successfully targeted a
PDMRU SOD\HU LQ WKH EXVLQHVV VHJPHQW +\DWW +RWHO ZKLFK
set up operations in 2001 and has already received global
DZDUGVIRULWVSHUIRUPDQFH0DMRUGULYHUVTXRWHGE\IRUHLJQ
investors are the geographical attractiveness of the location
and a favourable taxation regime (annex 3) However,
DFFRUGLQJ WR RIƂFLDO VWDWLVWLFV LQ WKH SHULRG  DQG
70

 2YHU}SHUFHQWFDPHIURP&,6FRXQWULHV.D]DNKVWDQ }SHU
FHQW  WKH 5XVVLDQ )HGHUDWLRQ } SHU FHQW  DQG 8]EHNLVWDQ
}SHUFHQW  ,7& 
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 WRWDO )', LQ WKH WRXULVW VHFWRU DPRXQWHG WR D PHUH
} PLOOLRQ 81&7$' E  6LQFH  )', ƃRZV WR
the sector have suffered due to the international economic
DQGƂQDQFLDOFULVLVDQGSROLWLFDOLQVWDELOLW\LQ.\UJ\]VWDQ71
Interviews with stakeholders, however, suggest that there
is real scope for furthering expand hotel accommodation
for business in Bishkek at the high-end level, as business
WRXULVP GHPDQG IURP WKH 5XVVLDQ )HGHUDWLRQ &KLQD DQG
elsewhere in Eastern Asia is expected to be the main driver
of growth over the next few years. However, in the short run,
this segment will also likely suffer from the dismantling of
WKH8QLWHG6WDWHVDLUEDVHDW0DQDV
Kyrgyzstan also has unexploited potential for
attracting FDI in cultural, adventure and ecotourism,
but the Government has not targeted these segments.
Kyrgyzstan is located at the crossroads of the ancient Silk
Road, with its legacy of cultural monuments spread between
8]EHNLVWDQ DQG &KLQD LQFOXGLQJ PDMRU 8QLWHG 1DWLRQV
(GXFDWLRQDO6FLHQWLƂFDQG&XOWXUDO2UJDQL]DWLRQ 81(6&2 
World Heritage Sites, such as Sulaiman-Too Sacred
0RXQWDLQ LQ )HUJKDQD 9DOOH\ ,Q DGGLWLRQ LWV ODQGVFDSHV
and diverse nature of high mountains, lakes and rivers are
ideal for adventure and ecotourism. Indeed, the country has
EHHQUHIHUUHGWRDVWKHq6ZLW]HUODQGRI&HQWUDO$VLDrJLYHQ
opportunities for mountain climbing, white-water rafting
DQGKLNLQJ 81&7$'E &RQVXPHUVLQWKHVHVHJPHQWV
are known for undertaking longer travel, spending more
and interacting with local communities, which create
additional impact through demand of local products and
PRUHMRERSSRUWXQLWLHV HJORFDOWRXUJXLGHVDQGVDOHVRI
ORFDO KDQGLFUDIWV  /RRNLQJ DKHDG )', DQG RWKHU IRUPV RI
involvement could bolster sector growth in these segments.
Thus, investments could be more actively promoted in the
71

 )', ƃRZV UHJDLQHG DQ XSZDUG WUHQG LQ  ZLWK ƃRZV
DPRXQWLQJ WR } PLOOLRQ D } SHU FHQW LQFUHDVH RYHU
2012). Traditional source countries are Kazakhstan, the United
6WDWHV RI$PHULFD DQG WKH 5XVVLDQ )HGHUDWLRQ DOWKRXJK WKH
United Arab Emirates topped the ranking in 2013. In most
cases, investments occurred through the rehabilitation of
6WDWHRZQHG 6RYLHW FRQVWUXFWLRQV $FFRUGLQJ WR RIƂFLDO
statistics, the total number of persons directly employed in
hotels and restaurants with foreign equity decreased from
 LQ  WR  LQ  ,W PXVW EH KLJKOLJKWHG
however, that tourism statistics underestimate the impact
of foreign investors because much transnational activity in
tourism takes place through non-equity modes, even though it
may have effects that are equivalent to those achieved through
equity ownership, such as managerial control, technology and
knowledge transfer, and access to markets (UNCTAD, 2010).

chapter 2

surroundings of national parks and mountains (e.g. peak
Lenin, Tokmok, the Pamir Alai Transboundary Conservation
$UHD QHDU 7DMLNLVWDQ  RU HYHQ LQ HFRQRPLFDOO\ GHSUHVVHG
PLQLQJ YLOODJHV HJ .DGM\6DL $N7X] .DGDP-DL  ZLWK
XQSROOXWHGODQGVFDSHV 6KRNLURYHWDO 72
A number of obstacles need to be removed in order
to fully take advantage of tourism potential. Previous
sections referred to bottlenecks in road transport, which are
particularly relevant for promoting tourism in rural areas.
Lack of signage in multiple languages is also a visitor
concern. Also, there is no reliable system of registering
tourists for statistical purposes, which is crucial to estimate
the economic impact of investments. In addition, three
LVVXHVGHVHUYHVSHFLƂFDWWHQWLRQWKHSROLF\DQGUHJXODWRU\
HQYLURQPHQWVXUURXQGLQJWRXULVPLQVXIƂFLHQWLQWHUQDWLRQDO
marketing of tourism product strengths and inadequate
hospitality skills.
The policy and regulatory framework surrounding
WRXULVPDFWLYLWLHVLVGHƂFLHQWSDUWLFXODUO\ZLWKUHJDUGWR
safety and environmental concerns. Across the country,
there is widespread violation of the laws regulating safety,
the protection and preservation of historical monuments
and the environment. This has resulted in the pollution of
national parks and reserves. Government efforts are needed
to ensure compliance with international sanitary standards
by industries in the tourism sector i.e. with regard to food
VDIHW\VHZDJHGLVSRVDOFOHDQOLQHVVRIURRPVGLQLQJDUHDV
and toilets in hotel facilities, and waste removal near natural
EHDXW\VSRWVEHDFKHVURDGVLGHVDQGDGMDFHQWSXEOLFDUHDV
In addition to improving regulation in each of these areas,
investment promotion policies could also focus on creating
guidelines for new investors to minimize their environmental
impact, especially considering that the market niches to be
targeted will be environmentally sensitive.
The Government has yet to develop a marketing strategy
for high value added segments of tourism referred
above. Business associations in the tourism sector are wary
of limited marketing efforts by the Government and believe
that a more competent marketing approach is needed
than one that focuses on presenting Lake Issyk–Kul as a
WUDGLWLRQDOGHVWLQDWLRQIRUOHLVXUH)RULQVWDQFHLQWKHFDVHRI
ecotourism, which is often targeted at wealthy Europeans,
72

In addition, winter resorts around Bishkek and Issyk–Kul that
cater to domestic tourists seeking ski holidays could also be
further promoted and expanded, as the existing facilities need
much upgrading (e.g. for guest houses and camping sites).

it is important to market whole tourist experiences that
require coordination between hotels, transport and catering
companies. Attracting young foreign tourist backpackers
requires offering a very different set (e.g. graded bed and
breakfast accommodation, discount travel through internet
ZHEVLWHVDQGVSHFLƂFKHDOWKDQGVDIHW\SROLFLQJQHWZRUNV 
Accordingly, institutional capacities may need to be created
to design marketing strategies in line with good international
practice (UNCTAD, 2010).
Tourism also suffers from a shortage of skilled
professionals 0DQDJHUV LQ WUDYHO DJHQFLHV SUHIHU KLULQJ
experienced professionals rather than high-school graduates
ZKR ODFN VSHFLƂF WKHRUHWLFDO NQRZOHGJH :KLOH WKHUH DUH
enough middle and senior tourism managers in the country,
the sector faces problems with the lack of well-trained tour
guides, hotel cleaning personnel and waiters. Also, more
technical experience is needed in climbing or mountaineering,
IRUZKLFKVSHFLƂFWUDLQLQJLVUHTXLUHG ,%& 
With regard to Government planning, a lack of longterm strategy for the sector, combined with a weak
legal framework, has trumped policy continuity. There is
no broad-based strategy for the tourism sector. No modern
law on tourism exists, and the lack of clear policy planning
prevents fruitful interaction with private stakeholders
DQG LQYHVWRUV ,7&   ,QGHHG QR PDMRU LQSXW IURP
VWDNHKROGHUVKDVEHHQVRXJKWWRLQIRUP166' ,%& 
Also, regulatory inconsistencies concerning access to
UHDO SURSHUW\ LQ WKH ,VV\Nt.XO UHJLRQ PD\ DIIHFW )', VHH
chapter 1). With regard to the institutional framework,
tourism policies and initiatives have since the country’s
independence been dealt with by different ministries (i.e.
WKH 0LQLVWU\ RI (FRQRP\ DQ LQGHSHQGHQW 6WDWH DJHQF\
DQGFXUUHQWO\D'HSDUWPHQWZLWKLQWKH0LQLVWU\RI&XOWXUH
Information and Tourism). This situation has resulted in poor
policy continuity and high staff turnover. In addition, the
tourism budget remains very modest and has been cut in
recent years, with professional staff being reduced from 50
WRZLWKLQDSHULRGRIƂYH\HDUV
Lack of dialogue and capacity support for tourism
stakeholders is seen as having played an important
role in preventing more rapid development of the
sector.)RULQVWDQFHWKHUHDUHQRHVWDEOLVKHGFRQVXOWDWLRQV
EHWZHHQWKH0LQLVWU\RI(FRQRP\WKH0LQLVWU\RI7RXULVP
and related agencies such as the Civil Aviation Agency and
WKH 6WDWH$JHQF\ RQ (QYLURQPHQW OHW DORQH PDMRU WRXULVW
associations (e.g. Kyrgyz Association of Tour Operators
(KATO) or the Association Hotel and restaurant business).
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Successful targeting strategies will depend on creating
better synergies among all these stakeholders.
In spite of constraints, positive steps have been
taken to improve the situation, such as visa reform
measures to facilitate entry by tourists. In 2012, the
Government introduced a regime of visa-free travel for
FLWL]HQV IURP  FRXQWULHV DGGUHVVHG PDLQO\ WR LQFUHDVH
WRXULVPIURP(XURSHDQG(DVW$VLD$WOHDVW}SHUFHQWRI
WKHZRUOGpVSRSXODWLRQOLYHVDWDWKUHHKRXUƃLJKWGLVWDQFH
from Bishkek, thus visa liberalization could go a long way
to promote air travel. However, the fact that only three
VLJQLƂFDQWLQWHUQDWLRQDODLUOLQHVPDNHUHJXODUƃLJKWVWRDQG
from Kyrgyzstan at relatively high prices will greatly limit
the short-term impact of this measure. In addition, the lack
RI GLUHFW ƃLJKWV WR WKH OXFUDWLYH WDUJHW PDUNHWV LQ (XURSH
implies long waiting times (especially with main targets in
*HUPDQ\ )UDQFH (QJODQG DQG 6FDQGLQDYLD  WKH VLWXDWLRQ
is further complicated because these destinations cannot
be reached by local air companies (a black-list restriction
by the European Commission is in place due to poor safety
standards).
The upcoming liberalization of the aviation sector
WKURXJK WKH LQWURGXFWLRQ RI ƂIWK DQG VL[WK IUHHGRPV
seeks to increase air travel, although the long-term
effects are still uncertain.73 Growing competition in the
airline markets will create pressure to lower ticket prices
and could increase tourism and business travel. Real
change, however, will depend on whether the reform is
accompanied by urgent investments in travel logistics and
airport infrastructure that could attract foreign airlines and
DFFRPPRGDWH LQFUHDVHG DLU WUDIƂF $OVR WKH SROLF\ ZLOO
likely bring short-term costs to the State budget through
GHFUHDVHGWD[UHYHQXHVDQGSRWHQWLDOMREORVVHVUHODWHGWR
the restructuring pressures on local companies (for different
SHUVSHFWLYHVVHH,%& 
73

 7KH,QWHUQDWLRQDO&LYLO$YLDWLRQ2UJDQL]DWLRQ ,&$2 GHƂQHVWKH
ƂIWK IUHHGRP RI WKH DLU DV WKH ULJKW RU SULYLOHJH LQ UHVSHFW
of scheduled international air services, granted by one State
to another State to put down and to take on, in the territory
RI WKH ƂUVW 6WDWH WUDIƂF FRPLQJ IURP RU GHVWLQHG WR D WKLUG
6WDWH7KHVL[WKIUHHGRPRIWKHDLULVGHƂQHGDVWKHULJKWRU
privilege, in respect of scheduled international air services, of
WUDQVSRUWLQJYLDWKHKRPH6WDWHRIWKHFDUULHUWUDIƂFPRYLQJ
between two other States. The sixth freedom of the air, unlike
WKHƂUVWƂYHIUHHGRPVLVQRWLQFRUSRUDWHGDVVXFKLQWRDQ\
ZLGHO\UHFRJQL]HGDLUVHUYLFHDJUHHPHQWVVXFKDVWKHq)LYH
)UHHGRPV $JUHHPHQWr ,&$2 KWWSZZZLFDRLQW3DJHV
IUHHGRPV$LUDVS[DFFHVVHG2FWREHU 
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Recommendations
Set as a priority to produce a tourism development plan
and a legal and institutional framework for the tourism
sector in line with it. The Government should set up a
WRXULVP GHYHORSPHQW SODQ GHƂQLQJ WKH LQWHQGHG GLUHFWLRQ
of tourism development in Kyrgyzstan, including required
VXSSRUWSROLFLHVLQVWLWXWLRQVDQGWDUJHWVIRU)',DWWUDFWLRQ
and contribution. Based on this plan, a revision of all
legislation affecting tourism will be necessary. The priority
should be to clarify establishment restrictions and lessen
the burden of permitting and administrative procedures
and inspections (see chapter 1). Tourism development
and promotion should also be assigned adequate funding
and professional staff so that they can properly meet the
requirements of the plan.
Set up better channels to communicate and assist
tourism stakeholders. The Government should consider
establishing a national tourism board for the sector. The
board would be a public–private forum where stakeholders
can voice concerns, provide input to the sector plan, as
well as help coordinate country branding and marketing
strategies with the Government. Key priorities will
include informing and educating tour operators and other
stakeholders about compliance with international sanitary
norms. In addition, the board should work to promote the
development of direct air connections with a number of
IRUHLJQFRXQWULHVIURPWRWKHDLUSRUWDW,VV\Nt.XODQGWKH
establishment of a centralized online reservation system
that could assist visitors to better plan their arrivals and
contribute to improved statistics collection.
Prepare guidelines for sustainable tourism investment
to be applied in rural areas. A growing number of
countries are embracing best practices in physical planning
for tourism by adopting requirements on environmental
impact assessments before developing tourism facilities.
Such an approach would be preferable to the outright
restrictions to foreigners in the Issyk–Kul area, although
it may create burdens on monitoring authorities. In
parallel, the Government may wish to consider drawing
on the experience of other countries that are increasingly
preparing guidelines on sustainable tourism as part of their
investment attraction strategies (box 2.3).
Consider engaging in joint promotion with regional
partners. Given the level of resources required for a
proper marketing strategy for niche segments (e.g. website
development for bookings, advertising in specialized

chapter 2

Box 2.3. Lao People’s Democratic Republic: Guidelines for investors in ecolodges
Adventure and ecotourism have high-growth potential in countries with unpolluted landscapes, but the arrival of
tourists from different geographical backgrounds can also bring certain risks linked to environmental sustainability and
the preservation of local culture. IPAs could play a role in minimizing these risks through the creation of investment
JXLGHOLQHVWKDWFRXOGKHOSPDUNHWLQJHFRIULHQGO\LQYHVWPHQWV)RULQVWDQFHWKH/DR3HRSOHpV'HPRFUDWLF5HSXEOLFKDV
set up such guidelines for ecolodges. Investors should observe the following guidelines:
Use Lao architecture and building materials: Investors must build the lodge to look like a traditional home or house.
Minimize the use of energy: Investors should avoid air conditioning and other electric devices that use too much
electricity and should install solar energy to meet some power needs, such as lighting and hot water.
Use local products and minimize the use of chemicals in daily operations: Investors should use local food products and
locally produced bed sheets, tablecloths and other items in the lodge. Chemical bug sprays, poisons or toxic cleaning
ƃXLGVVKRXOGEHDYRLGHGZKHQWKHUHLVDVXLWDEOHVXEVWLWXWH
Minimize and manage waste: Investors should not use products that leave a great deal of waste, such as disposable
water bottles, canned foods, or foods wrapped in plastic. Investors are also expected to recycle and reuse items when
possible.
Employ local people and support their community: The lodge should give work opportunities to nearby villagers. Investors
can also support the community by helping with activities at a local school.
Minimize negative impacts on nearby villages: Investors should provide information to tourists on local cultural norms.
They should also speak regularly with local villagers to learn how they can help them, and to learn if there are any
problems created by tourists staying at the lodge.
Source: 81&7$'
Note: An ecolodge is a small hotel or guesthouse that incorporates local architectural, cultural and natural characteristics

MRXUQDOV DWWHQGLQJ IDLUV DQG H[KLELWV LQ WDUJHW PDUNHWV RI
Europe and Asia), it is recommended that the Government
HQJDJHLQMRLQWSURPRWLRQZLWKQHLJKERXULQJFRXQWULHVDQG
regional authorities, including through PPPs. The Silk Road
5HJLRQDO3URJUDPPH 6553 ZKLFKKDVMRLQHGIRUFHVZLWK
the World Tourism Organization (UNWTO), UNDP, UNCTAD
and the Governments of China, Kazakhstan, Kyrgyzstan,
7DMLNLVWDQ7XUNPHQLVWDQDQG8]EHNLVWDQWRSURPRWH)',LQ
tourism and preserve cultural heritage, could be used as a
IUDPHZRUNIRUIXUWKHUFRRSHUDWLRQ 81&7$'E 


The programme organizes study tours and round-table
discussions, and offers support to strengthen business
associations. Cooperation could be further deepened through
WKH DGRSWLRQ RI MRLQW PDUNHWLQJ SODQQLQJ DGYHUWLVLQJ DQG
SURPRWLRQ )RU LQVWDQFH ,QWHUQHWEDVHG VROXWLRQV SURYLGLQJ
visitors with easy access to comprehensive pre-visit
information needed for planning purposes should be a priority.
This would include, for example, the creation of tourism
portals providing online reservations, trip planners, threedimensional tours of top visitor attractions — supported by

d. Towards more sustainable mining and
linkage development policies
The mining sector is the largest source of exports in
Kyrgyzstan and has much unexploited potential. The
Tien Shan Gold Belt is the second largest gold deposit in
the world. DHVSLWHWKHYDVWDPRXQWRIFRQƂUPHGUHVHUYHV
of precious metals and minerals, only four large mining
companies operate in the country. Among these, only
Kumtor mine is privately owned and managed by foreign
investors (see box 1 in context).75 7KHUHLVQRPDMRUIRUHLJQ
involvement in coal, the second most important mining
subsector. Other subsectors with more limited potential
appropriate published information (e.g. tourism catalogues,
directories and brochures).
75
 7KH RWKHU PLQHV DUH WKH 0DNPDO *ROG 0LQLQJ &RPELQDWH
(output capacity of 0.2–0.5 metric tons per year), Khaidarkan
0HUFXU\ 3ODQW RXWSXW FDSDFLW\ RI t PHWULF WRQV SHU
\HDU  DQG WKH .DGDPMD\ $QWLPRQ\ 0LQLQJ 3ODQW RXWSXW
capacity of 1.5 metric tons per year) (Government of
Kyrgyzstan, 2012).
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include oil, iron ore, rare earth metals, non-ferrous metals,
radioactive elements, local building materials and mineral
waters. The potential for investments is estimated at
} ELOOLRQ ZRUWK  ELOOLRQ LQ HFRQRPLF RXWSXW 
ELOOLRQLQWD[UHYHQXHVQHZGLUHFWMREVSHU\HDUDQG
indirect and induced employment of around 32,000 people
0LQLVWU\RI(FRQRP\ .
However, the expansion of mining activities has
been subject to major controversies involving overall
governance, environmental protection, social issues
and taxation. A prerequisite to ensure further growth is
to improve the governance of the sector, which has been
prone to much regulatory instability, both with regard to
Kumtor and beyond.76 In addition, mining companies are
increasingly becoming a target of social discontent due to
WKHLUSRRUVRFLDODQGHQYLURQPHQWDOSHUIRUPDQFH7KHƂVFDO
system has also been controversial. While mining activities
involve various investment risks, including challenges in
DFFHVVLQJƂQDQFLDOPDUNHWVDQGKLJKFRVWRIFUHGLWVWKHVH
are compounded by the impact of the sector on government
revenues. Whereas it is beyond the scope of this Review
to provide a full assessment of the multifaceted regulatory
constraints affecting mining policy, the following paragraphs
GLVFXVVPDMRUFRQVWUDLQWVWRVXVWDLQDEOHGHYHORSPHQWDQG
GHƂQHLPSRUWDQWSULRULWLHVIRUSROLF\DFWLRQ
The basic regulatory framework for the mining
sector has changed several times since Kyrgyzstan’s
independence in 1991, creating uncertainty.77 The legal
framework for mining is regulated by Law 160 on Subsoil
Resources of 2012 and subsequent by-laws. In addition,
over 100 other norms are in place governing other sectors
that can have implications for mining, with mandates that
include aspects of industrial safety, the environment, water
and land, among other policy areas. This situation has
resulted in contradictions among some legal provisions and
ambiguity in determining their legal hierarchy. In this regard,
the drafting of a mining code that harmonizes legislation
and provides a comprehensive framework for the sphere
76

 )RULQVWDQFHWKH)UDVHU,QVWLWXWHpV$QQXDO6XUYH\RI0LQLQJDQG
Exploration has published results from the most recent survey
of mineral potential, which placed Kyrgyzstan thirty-sixth out
of 112 mining countries, although on policy attractiveness the
country was ranked last. Concerns include uncertainty about
the interpretation and enforcement of existing regulations,
lack of transparency and corruption of legal processes and
uncertainty concerning disputed land claims.
77
Overall, the Law on Subsoil was amended seven times
between 1997 and 2012.
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of subsoil use should be considered. Such reform could
strengthen guarantees to investors.
In addition, the design of mining policy involves a
complex institutional set-up where coordination
problems have negatively impacted effectiveness. The
0LQLVWU\ RI (FRQRP\ JXLGHV SROLF\ RQ WKH XVH RI VXEVRLO
resources, but policy implementation is performed by
the 6WDWH $JHQF\ IRU *HRORJLFDO DQG 0LQHUDO 5HVRXUFHV
(6$*05  ZKLFK KDV VSHFLƂF UHVSRQVLELOLW\ IRU FRQƂUPLQJ
reserve estimates, licensing activities and the supervision of
H[SORUDWLRQDQGH[SORLWDWLRQ0RQLWRULQJRIFRPSOLDQFHZLWK
industrial safety and ecological standards is undertaken
E\ 6,(76 DQG HQYLURQPHQWDO LPSDFW HYDOXDWLRQV DUH
FRQGXFWHG E\ 6$(3) VHH FKDSWHU  VHFWLRQ RQ WKH
environment). Eight other public bodies interact with mining
companies for permitting or consultation purposes. Over
time, the division of management functions has created
FRRUGLQDWLRQSUREOHPVDQGFRPPXQLFDWLRQGLIƂFXOWLHV,WLV
compounded by the recent dismissal of more experienced
staff, the setting up of overly demanding mandates for small
government units, duplication of powers and inadequate
interaction with local authorities.
With regard to the environmental performance of the
VHFWRUFRQƃLFWVRYHUPLQLQJDFWLYLWLHVKDYHUHFXUUHGLQ
the history of Kyrgyzstan. In the past, companies were
not required to internalize the costs of damages linked to
poor wastewater treatment, and air and soil pollution. Thus,
mining activities were not up to international environmental
sustainability standards. Notably, environmental concerns
have been at the core of controversies around the Kumtor
mine (see section on context), which preceded the arrival
of Centerra and can be traced back to the 1990s, when
RSHUDWLRQV RQO\ VWDUWHG  0RUH UHFHQWO\ JULHYDQFHV OLQNHG
to poor environmental monitoring are becoming interlinked
with wider discussions on resource nationalism on the
political scene 6KLVKNLQ  *XOOHWH DQG .DO\EHNRYD
 78
Another feature that characterizes the mining sector
LV WKH JURZLQJ QXPEHU RI VRFLDO FRQƃLFWV EHWZHHQ
local communities and foreign companies. There is a
widespread perception among local communities that the
mining sector is detrimental to their economic interests and
78

 7KHPRVWSURPLQHQWDPRQJWKHVHLQFLGHQWVRFFXUUHGLQ0D\
ZKHQDWUXFNIHOOLQWRWKH%DUVNRRQ5LYHUZKLFKƃRZV
into Issyk–Kul, and leaked 1,762 kilogrammes of sodium
cyanide, with detrimental consequences for water resources
and the health of local populations.
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WKDW ELJ PLQLQJ SURMHFWV DUH D ULVN WR WKHLU OLYHOLKRRGV ,Q
some cases, social unrest resulted in violence and requests
for the termination of subsoil licences, which in turn led to
either licence revocations or closure by the companies. A
ODFNRIVXIƂFLHQWGLDORJXHZLWKORFDOSRSXODWLRQVKDVPDGH
mining companies more vulnerable to community demands,
since there are no institutionalized mechanisms to ensure
positive interaction between local governments, central
government agencies and companies.
Recently, the Government has taken important steps
to improve the attractiveness and sustainability of the
sector by introducing wide-ranging amendments to
the Law on Subsoil. The latest amendments to the Law
made important contributions to set up a more transparent
licensing regime. Rights for mining are now awarded
WKURXJK OLFHQFHV ZKRVH OHQJWK RI YDOLGLW\ ƃXFWXDWHV
between 5 and 20 years depending on the type of activity.
The reform is expected to reduce the scope for arbitrariness
that characterized direct negotiations in the past,79 and the
new regime is generally considered to be an improvement
by mining stakeholders. Another goal of the new Law on
Subsoil is to minimize passive speculation, which had been
rife in the past, by introducing mandatory annual payments
for licence holders.
Other amendments include more stringent expert
examination requirements. Since 2012, the Law requires
three examinations in preparation of geological and mining
SURMHFWV WHFKQLFDO LQGXVWULDO VDIHW\ DQG HQYLURQPHQWDO
impact assessments). In the past, expert examinations
were purely formal procedures and the lack of mandatory
deadlines for expert opinions gave way to corruption.
Although the latest amendments seek to address these
FRQFHUQV IXUWKHU VSHFLƂFDWLRQ LV QHHGHG ZLWK UHJDUG
to procedures, for State expert examinations, including
GHƂQLQJ UHTXLUHPHQWV WLPLQJ FRVWV SURJUHVV UHSRUWV
and the role of experts. The same applies to the set-up of
79

In total, the Government has issued 258 licences over the last
 \HDUV LQFOXGLQJ  IRU JROG SURVSHFWLRQ H[SORUDWLRQ DQG
development. The new Law reduces the conditions under
which suspension and revocation of licences can take place
DQG VSHFLƂHV JXLGHOLQHV IRU OLFHQVLQJ$FFRUGLQJO\ WKUHH W\SHV
RIOLFHQFHVDUHGHƂQHGSURVSHFWLQJOLFHQFHV XSWRƂYH\HDUV 
exploration licences (up to 10 years) and exploitation licences (up
WR  \HDUV $OO OLFHQFHV DUH UHQHZDEOH 0HWKRGV RI DZDUGLQJ
OLFHQFHV LQFOXGH LQYLWDWLRQV WR WHQGHU IRU SURMHFWV RI QDWLRQDO
importance), open-bid auctions and direct negotiations (for small
deposits). Annual fees for licences vary depending on the type,
resource, and size of the surface area (Decree 12 of 2013).

mandatory reclamation funds and procedures for liquidation
RIPLQLQJVLWHV0LVVLQJVSHFLƂFDWLRQVDUHQHHGHGWRGHƂQH
the conditions and formulas to calculate the allocation of
funds, to secure the funds for the period of mineral deposit
GHYHORSPHQW DQG WR GHWHUPLQH PD[LPXP DOORZDQFHV IRU
ZDVWHGLVSRVDO 0LQLVWU\RI(FRQRP\ 
The new Law also imposes a system of local
redistribution of income generated from mining
but its implementation has created concern among
stakeholders. The Law on Subsoil now requires mining
LQYHVWRUV ZKR SDUWLFLSDWH LQ SURMHFWV UHTXLULQJ ELGGLQJ
SURFHVVHV WR FRQWULEXWH } SHU FHQW RI PLQLQJ UHYHQXHV
WR VSHFLƂF ORFDO GHYHORSPHQW IXQGV 7KH JRDO LV WR
ƂQDQFH WUDLQLQJ DQG HPSOR\PHQW SURJUDPPHV IRU ORFDO
residents, as well as infrastructure development. Other
measures envisioned include involving local communities
LQ OLFHQVLQJ FRPPLWWHHV DQG LQFUHDVLQJ WKH EXGJHWV RI
local communities in affected areas. However, secondary
regulations for the distribution of these revenues have yet
to be enacted, to ensure that such funds are actually spent
LQORFDOGHYHORSPHQWSURMHFWV
No systematic approach is in place to promote business
linkages between MNEs and domestic companies.
$OWKRXJK PLQLQJ SURMHFWV KDYH OLPLWHG GLUHFW HPSOR\PHQW
impacts because of their capital-intensive nature, there
DUHDQXPEHURIRWKHUURXWHVWKURXJKZKLFKEHQHƂWVPD\
accrue.0LQLQJDFWLYLWLHVRIWHQFUHDWHGHPDQGIRUDUDQJH
of intermediate goods ranging from food supplies, security
services, construction materials and delivery of public
XWLOLWLHV WR SDFNDJLQJ PDWHULDOV DQG WUDQVSRUW DQG KLJKHU
value activities such as IT services, accounting and auditing.
The extent and depth of these linkages in a given national
context will depend on the absorptive capacities of local
ƂUPV SDUWLFXODUO\ 60(V DV ZHOO DV WKH WHFKQRORJLFDO DQG
skill barriers to entry (UNIDO, 2011). The Kyrgyz authorities
have yet to design clear policies to unleash the potential
of the mining sector through initiatives aimed at backward
linkage development.80
80

The Government undertook some measures aimed at promoting
domestic content production in mining. Kyrgyzsaltyn JSC, for
LQVWDQFH ZDV VHW XS DV D 6WDWH PRQRSRO\ IRU JROG UHƂQLQJ
DQG FRXOG EH FODVVLƂHG DV D FDVH RI IRUZDUG GRZQVWUHDP
linkage. However, promoting forward linkage interventions
(which often require economies of scale and high capital
investments) is likely to involve devoting scarce government
funds that are beyond the country’s capacity, or may imply
MRLQWYHQWXUHUHTXLUHPHQWVWKDWFRXOGGHWHULQYHVWRUVIRURWKHU
reasons (see also chapter 1).
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7KH WD[ V\VWHP IRU PLQLQJ LV FRPSOH[ GLIƂFXOW WR
administrate and subject to arbitrary changes.
According to mining stakeholders, the complexity of the
system has resulted in both the imposition of ineffective rates
and successive unplanned changes over time that neither
helps attract investors nor guarantee sustainable revenues
for the Government. The situation is compounded by a lack of
planning and broad-based consultation with stakeholders in
WKHGHVLJQRIWD[SROLF\)RULQVWDQFHWKHODWHVWWD[UHIRUPLQ
2013, which introduced a new revenue-based corporate tax
based on a sliding scale for gold mining instead of the standard
FRUSRUDWHWD[ EDVHGRQSURƂWV ZDVDSSURYHGZLWKRXWPXFK
consideration for the needs of new investors, especially small
DQGPHGLXPVL]HGJROGPLQLQJFRPSDQLHV DQQH[} 

and relations with local communities. It also includes a
forecasting for the development of the gold mining industry,
nonferrous and rare metals and coal mining, including
strategic plans for whole investment cycles up to 2035. If
DGRSWHGE\WKH3DUOLDPHQWWKHVWUDWHJ\ZLOOEHWKHƂUVWRI
its type in the country’s democratic era that provides vision
and direction for the phased development of the mining
industry over the next 20 years.82 However, the strategy will
QRWLQLWVHOIVXIƂFHWRDGGUHVVPRVWRIWKHLVVXHVUHIHUUHG
to above, and the Government will need to build consensus
on key priorities to ensure that sustainable development
REMHFWLYHVUHFHLYHGXHDWWHQWLRQ

,QDGGLWLRQWKHUHLVQRƂVFDOVWUDWHJ\LQSODFHWRDGGUHVV
the mounting risks of a “resource curse”. As more investors
are attracted and the mining industry scales up its activities,
the Government faces the growing challenge of how to avoid
the resource curse phenomenon.81 Good practice shows that
countries can tame the effects of a resource curse through
D VSHFWUXP RI SROLFLHV 6RYHUHLJQ ZHDOWK IXQGV 6:)V  DUH D
mechanism by which the foreign exchange surpluses arising
from resource revenues can be absorbed and deployed
through a mix of strategic investments that match long-term
GHYHORSPHQWJRDOV ER[ 2WKHUPHFKDQLVPVLQFOXGHUHYHQXH
management laws, which restrict or ring-fence the spending of
revenues over time or special legislative approval and referenda
requirements for revenue management-related changes. The
Kyrgyz Government has yet to consider any of these options,
which could help fund some of the initiatives proposed in this
UHSRUWWRSURPRWHGLYHUVLƂFDWLRQ HJ333VLQJHQHUDOPDUNHWLQJ
strategies for tourism and linkage programmes).

Address the need for greater expediency and fairness
in licensing in a more comprehensive manner)XUWKHU
OHJLVODWLRQ LV QHHGHG WR VHW XS REMHFWLYH FRQGLWLRQV IRU
issuing licences, including clear post-award funding
requirements, environmental protection requirements
and the nature, extent and cost of social obligations. The
drafting of a mining code should be considered. Overall,
future amendments to the legal framework should draw on
best practice experiences in successful mining countries,
VXFKDV&DQDGDRU&KLOH WDEOH} 

The Ministry of Economy has commissioned a draft
medium and long-term strategy of mining industry
development of Kyrgyzstan. The strategy covers
technical issues concerning the management of mining
activities, legal framework on licensing, tax system, social
and environmental concerns, as well as skill development
81
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The resource curse refers to the paradox that countries and
regions with an abundance of natural resources tend to have
less economic growth and worse development outcomes than
countries with fewer natural resources. The phenomenon
can arise for a number of reasons including a decline in
the competitiveness of other economic sectors (caused by
appreciation of the real exchange rate), volatility of revenues
and mismanagement of resources by weak, ineffectual,
unstable or corrupt State institutions (Humphreys et al, 2007).

Recommendations

&RQVLGHU LQWURGXFLQJ WHFKQLFDO DQG ƂQDQFLDO FDSDFLW\
requirements on licence applicants to address the
challenge of passive speculation in exploration.
Surrender requirements could also be introduced.
Expand the regime of expert examinations for
extraction licences comprised in the Law on Subsoil
to also include community consultations. Best practices
in the mining sector suggest that not only technical, safety
and environmental assessments be undertaken, but also
improved consultation with local populations throughout
WKH ZKROH PLQLQJ SURMHFW F\FOH 81&7$'   6XFK
consultations could be translated in requirement for a
formalized mechanism as part of the expert review process.
Following international best practice, include the need
of community development programmes at the time
of evaluation for the granting of extraction licences.
Such a programme may include local supplier development
and an employment and skills development plan based on
a formal social-impact assessment. Considering private
82

 7KHGUDIWZDVƂQDOL]HGLQDIWHULWZDVFRPPLVVLRQHGE\
WKH0LQLVWU\RI(FRQRP\WRDFRQVRUWLXPRIH[SHUWVJXLGHGE\
WKH.\UJ\]0LQLQJ$VVRFLDWLRQ
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%R[6RYHUHLJQZHDOWKIXQGVDVDWRROIRUGLYHUVLƂFDWLRQ
6RYHUHLJQ ZHDOWK IXQGV 6:)  DUH VSHFLDOSXUSRVH IXQGV RZQHG E\ *RYHUQPHQWV WKDW LQYHVW LQ GLIIHUHQW FODVVHV RI
DVVHWV6:)VDUHJHQHUDOO\IXQGHGIURPIRUHLJQH[FKDQJHUHVHUYHVEDODQFHRISD\PHQWVVXUSOXVHVSURFHHGVIURP
SULYDWL]DWLRQVRUUHYHQXHVIURPFRPPRGLW\H[SRUWVLQZKLFKFDVHWKH\DUHDOVRNQRZQDVQDWXUDOUHVRXUFHIXQGV 15) 
Given that the revenues from commodities or natural resources are often large, temporary and volatile, establishing an
6:)IDFLOLWDWHVWKHDFFXPXODWLRQRIWKHVHSURFHHGVZKHQWLPHVDUHJRRGDQGZLOOKHOSVWDELOL]HIXWXUHSXEOLFVSHQGLQJ
ZKHQ6WDWHUHYHQXHVDUHLQVXIƂFLHQWWRPHHWH[SHQGLWXUHV
6:)VFDQKDYHGLIIHUHQWLQVWLWXWLRQDODQGOHJDOVWUXFWXUHVDQG HJƂVFDOVWDELOL]DWLRQIXQGVGHYHORSPHQWIXQGVDQGVSHFLDOW\SHV
RISHQVLRQIXQGV ,QJHQHUDO6:)VDUHUXQE\SURIHVVLRQDOLQYHVWPHQWPDQDJHUVZKRDOORFDWHWKHIXQGVLQIRUHLJQDVVHWVKHQFH
ORZHULQJWKHULVNVRID*RYHUQPHQWOLTXLGDWLQJWKHIXQGRUKDQGSLFNLQJVSHFLƂFVHFWRUVRUƂUPVWRGLUHFWWKHPRQH\
%HVWSUDFWLFHLQGLFDWHVWKDW6:)VQHHGFOHDUH[SHQGLWXUHUXOHVGHƂQHGVHSDUDWLRQRISRZHUVDQGWUDQVSDUHQF\LQPDQDJHPHQW
By separating powers in the institutional structure of the fund, negotiations that may lead to intertemporal agreements are easier,
DQGWKH\FDQOHDGWRPRUHHIƂFLHQWH[SHQGLWXUH6XFFHVVIXOZHDOWKIXQGVLQFOXGHWKRVHIURPRLOULFK6WDWHVVXFKDVWKH*RYHUQPHQW
3HQVLRQ)XQG*OREDO 1RUZD\ RUWKH4DWDU,QYHVWPHQW$XWKRULW\%XWVPDOOHUIXQGVKDYHDOVREHHQFUHDWHGLQPLQHUDOULFKGHYHORSLQJ
6WDWHV HJ3XOD)XQGRI%RWVZDQD 
Source:

+XPSKUH\VDQG6DQGEX

sector concerns in Kyrgyzstan about the suitability of local
ZRUNHUVDQGƂUPVVXFKDSURJUDPPHFDQRQO\EHHIIHFWLYH
if implemented in parallel with a linkage development policy
and training schemes (see below).
Although so-called “resource nationalism” is a trend
affecting many other resource-rich countries, the
Government should strive to make sure that increased
State participation in the exploitation of any deposit
that is considered of national interest minimizes future
FRQƃLFWZLWKLQYHVWRUV In this regard, any further changes
LQ OHJLVODWLRQ VKRXOG EH EDVHG RQ FOHDU GHƂQLWLRQV RI WKH
stakes reserved to the State in mining activities, specifying
REMHFWLYH FULWHULD WR EH DSSOLHG DW WKH WLPH RI JUDQWLQJ
extraction licences as well as the conditions that may
trigger ownership changes.
Aim for a more stable taxation regime. The Government
FRXOG FRQVLGHU UHLQVWDWLQJ SURƂW WD[DWLRQ IRU JROG PLQLQJ
in line with international practice (annex 5). The scheme
that is ultimately designed should contribute to guarantee
sustainable tax revenues, competitive rates and reduced
uncertainty for companies.
Consider taking active measures that can tame the
impact of commodity price volatility, including the
setting up of funds for long-term development. It is
suggested that the Government undertake a preparatory
study to consider the utility and viability of adopting such
a fund in Kyrgyzstan. The study should draw fully upon

best international experience and practice as embodied, for
example, in the Santiago Principles (IWG, 2008).
Consider setting up a linkages programme to improve
WKH FDSDFLW\ RI ORFDO ƂUPV WR EHFRPH VXSSOLHUV RI
MNEs and reduce reliance on imported goods and
technologies. Such a programme should focus on the
establishment of long-term linkages between domestic
enterprises and international mining companies.83 The
SURJUDPPH ZRXOG LQFOXGH WKH LGHQWLƂFDWLRQ RI VXSSOLHU
buyers through the creation of databases and matchmaking
opportunities. The Government may consider embedding
these functions within the mandate of the recently created
,QYHVWPHQW 3URPRWLRQ $JHQF\ ZLWKLQ WKH 0LQLVWU\ RI
Economy, and build synergies with the proposed Empretec
programme (see chapter 1). In addition, the programme
would also encompass training of consultants and transfer
of technology initiatives. Lessons learned by other countries
are available in UNCTAD publications (UNCTAD, 2012b), and
further technical assistance might also be provided through
DVSHFLƂFSURJUDPPH
83

Successful linkage programmes require prior capacity-building
and upgrading of local entrepreneurs to ensure they qualify
for rigorous selection mechanism. They also often involve an
assessment of needs and services that existing mining companies
more urgently demand to identify sectors where linkages could
be developed. Overall, capacity-building for local business
associations to be more involved in policymaking through multistakeholder consultations is also often a prerequisite.
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Table 2.3. Best practice lessons of UNCTAD for sustainable mining
Areas
Policy stability

Industry and local enterprise
development
Environmental and social
impacts

Source:

Lessons
Use multi-stakeholder consultations to create social and political consensus and sustainable mining policies
$GMXVWWD[DQGUHJXODWRU\SROLF\ZKHQQHFHVVDU\EXWGRVRJUDGXDOO\DQGWUDQVSDUHQWO\WDNLQJLQWRDFFRXQW
investments under previous regimes
Ensure that the concession laws facilitate competitive mine development
$VVLVWWKHHIIRUWVRI01(VWRGHYHORSORFDOZRUNIRUFHDQGVXSSOLHUFDSDELOLWLHVDQGIDFLOLWDWHWKHGHYHORSPHQW
of mining clusters
5HTXLUHFRPSUHKHQVLYH(,$VIRUSURMHFWDSSURYDODQGHQVXUHJRYHUQPHQWIROORZXSRQFRPPLWPHQWVE\SURMHFW
developers
Implement a legal framework that protects the rights of local communities and ensures their participation in
mineral development

$GDSWHGIURP81&7$'

,,, $GGUHVVLQJNH\
LQVWLWXWLRQDOFKDOOHQJHV
IRUVXFFHVVIXO
investment promotion
DQGUHWHQWLRQ
a. Context of investment promotion in
Kyrgyzstan
Since 2010, the Department of Investment and PPPs
within the Ministry of Economy has been responsible,
among other issues, for investment policies and
promotion in Kyrgyzstan.84 Key functions of the
Department include drafting and negotiating legal acts in
the sphere of investment and PPPs, reviewing draft legal
acts for compliance with the principles and mechanisms
for PPPs, signing of international agreements on the
encouragement and mutual protection of investments
with other countries, coordinating and monitoring the
implementation of activities in the framework of programme
grants, coordinating and monitoring the implementation of
SURMHFWVRIWKH0LQLVWU\DQGDVVHVVLQJWKHHIIHFWLYHQHVVRI
WKHLPSOHPHQWDWLRQRIGHYHORSPHQWSURJUDPPHVƂQDQFHG
E\ LQWHUQDWLRQDO ƂQDQFLDO LQVWLWXWLRQV DQG GRQRU FRXQWULHV
:LWKUHJDUGWRVWDIƂQJWKH'HSDUWPHQWKDVSURIHVVLRQDOV
(civil servants) – 6 in the investment policy area and 5 to
FRRUGLQDWHIRUHLJQDVVLVWDQFH7KHVHƂJXUHVDUHUHODWLYHO\
low, given the broad mandate of the Department.
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The Department of Investment and PPPs also has a remit for
WKHFRRUGLQDWLRQRIRIƂFLDOGHYHORSPHQWDVVLVWDQFH

The Ministry receives advice and guidance from the
Council for Development of Business and Investment,
established in 2010. The main role of the Council is to analyse
the investment landscape and issue recommendations to
the State organs on possible improvements to legislation
'HFUHH  RI   ,Q SDUWLFXODU WKH &RXQFLO KDV EHHQ
involved in drafting amendments to corporate legislation,
the Tax Code and legislation on inspections of legal entities.
The Council works as a consultative-deliberative body
designed to voice investors’ concerns. It is chaired by the
3ULPH 0LQLVWHU DQG LQFOXGHV UHSUHVHQWDWLYHV RI WKH 6WDWH
organs, international development partners and business
associations, including IBC, the key business grouping
for foreign investors. It also comprises national and local
chambers of commerce, among other associations. The
&RXQFLO 6HFUHWDULDW ƂOWHUV WKURXJK WKH FRQFHUQV RI WKH
member associations and elevates systemic issues to the
PHHWLQJV ZLWK WKH 3ULPH 0LQLVWHU ZKLFK WDNH SODFH RQ D
quarterly basis.
The recent creation of an IPA in Kyrgyzstan is a
welcome decision. Although investment promotion dates
back to the mid-1990s, the institutional set-up requires
strengthening.85 As a result of policy discontinuities, the
85

During the 1990s, the State Committee on State Property
of the Government of Kyrgyzstan established an investment
promotion centre (IPC). This institution existed for several
years, during which it published a number of promotional
booklets and liaised with embassies and investors. However,
it lacked the necessary authority and capacities to implement
long-term promotion policies and was eventually closed down
due to budget constraints. In October 2009, a new attempt to
create an IPA was made with the establishment of the Central
Agency for Development, Investment and Innovation, but it
was also abolished by the Provisional Government (Decree1
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country has lacked a coherent and well-focused national
VWUDWHJ\IRU)',DWWUDFWLRQDQGUHWHQWLRQDVZHOODVDVWDEOH
structure of supporting institutions and partner organizations
VWDIIHG E\ GHGLFDWHG LQYHVWPHQW SURIHVVLRQDOV ,Q 0DUFK
WKH*RYHUQPHQWEURXJKWIRUZDUGDUHJXODWLRQIRUWKH
establishment of a new IPA (Decree 158 on the Investment
3URPRWLRQ$JHQF\XQGHUWKH0LQLVWU\RI(FRQRP\RI 
The State-funded agency became operational in September
,WUHSRUWVWRWKH0LQLVWU\RI(FRQRP\DQGLVWDVNHG
with the attraction and promotion of investment by foreign
and domestic investors.

to be a one-size-fit-all template for the Government to
follow step by step. Indeed, the stages are very broadly
defined (in some cases alternative paths are described)
and the Government may feel more or less inclined to
emphasize some specific functions over others. Rather,
the goal is to present an ordered description of common
aspects each promotion function entails. Each of the
functions described is a core component of leading IPAs
in the world today, and the Kyrgyz authorities will need
to observe over time how best to embed them in the
changing national context.

The new IPA will prioritize investment promotion in
selected sectors in order to diversify the national
economy. It is envisaged that the new IPA will (a) build
the international image of Kyrgyzstan (e.g. through the
organization of seminars, exhibitions, investment fairs
DQG GLVVHPLQDWLRQ RI SURPRWLRQDO PDWHULDOV  E  SURPRWH
LQYHVWPHQWRSSRUWXQLWLHVDQGWDUJHWSRWHQWLDOLQYHVWRUV F 
PDWFK ORFDO FRPSDQLHV ZLWK IRUHLJQ LQYHVWRUV G  FUHDWH
DQG PDLQWDLQ D GDWDEDVH RI LQYHVWPHQW SURMHFWV RI ORFDO
FRPSDQLHV ZKLFK QHHG ƂQDQFH H  GHYHORS LQYHVWPHQW
proposals for investors (short summaries, presentations,
LQYHVWPHQW PHPRV DQG WHDVHUV  DQG I  SURPRWH 333
SURMHFWV DQG UHYLHZ WKH LQYHVWPHQW SURSRVDOV RI IRUHLJQ
investors to determine their economic feasibility, impact
and contribution to regional development. The director of
WKH DJHQF\ ZLOO EH DSSRLQWHG E\ WKH 3ULPH 0LQLVWHU DQG
granted powers which include developing the structure
of the agency and approving the annual plan for its
activities. In order to further strengthen links with the
investor community it is anticipated that the new IPA will
work alongside the Council for Business Development and
,QYHVWPHQW ,W ZLOO DOVR EHFRPH D VLJQLƂFDQW LQVWLWXWLRQ WR
foster public–private sector dialogue as a means to effect
changes in policy environment relative to investment.

Stage I: Functions to be developed during the
ƂUVWWZR\HDUV

b. A template for the phased development
of the IPA activities
The focus of IPA activities, its scale and scope is
expected to increase over time; therefore, it will be
necessary to match the legal mandate of the IPA with
the country’s priorities and available resources at
any given time. The proposal that follows is not meant
of 2010). Since that time, the Department of Investment and
3XEOLFt3ULYDWH 3DUWQHUVKLSV ZLWKLQ WKH 0LQLVWU\ RI (FRQRP\
KDVEHHQUHVSRQVLEOHIRUDXQLƂHG6WDWHLQYHVWPHQWSROLF\DQG
investment promotion activities.

6WDUWXS DQG HDUO\ GHYHORSPHQW ƂUVW WZR \HDUV  A
key goal in this phase is to improve investment facilitation,
carry out image building and develop an investor-targeting
strategy. Already at this stage, the IPA should also establish
its role as policy advocate for the improvement of the
LQYHVWPHQWFOLPDWH)URPLQFHSWLRQDQGGXULQJWKHƂUVWWZR
years of its establishment, therefore, the new IPA should
have the resources and competence to undertake the
following core tasks:
Investment facilitation
a) Dedicated enquiry-handling services for
investors. Proactive marketing can increase
both directly and indirectly the number
of investor enquiries that the IPA and
its partner network will receive. Indeed,
investors often use enquiries to test the
efficiency and effectiveness of the IPA and
RI WKH KRVW FRXQWU\pV )', VXSSRUW QHWZRUN
Setting quality standards (i.e. ensuring that
enquiries are fully understood and answered
within a reasonable and guaranteed response
time) is therefore important in helping to
build and reinforce a positive professional
LPDJH 0RUHRYHU D QHWZRUNZLGH HQTXLU\
handling system should be established
based on common procedures and protocols
that ensure the quality and reliability of
information handling. This requires a high
level of cooperation across the host country’s
)',VXSSRUWQHWZRUN
b) Visit support services. The quality of services
supporting country and site visits by investors is
important. As a rule, international investors will
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generate a short list of up to four country options
to be visited and will be looking for several site
options within each country. Site options are
evaluated in terms of overall costs, investor
needs and preferences. The timely provision
of well-customized intelligence (e.g. on the
availability and cost of suitable sites and
premises, skills, supplies and services,
power (including availability of renewable
energy), water, waste disposal facilities,
warehousing, transport and communications)
LVIXQGDPHQWDO0XFKRIWKLVLQWHOOLJHQFHZLOO
FRPHIURPWKH,3$SURMHFWSDUWQHUV
c) Supporting investor entry on regulatory
issues. This often starts with the investor’s
need to obtain all the regulatory approvals
necessary for the business. The IPA has a
potentially important role in steering the
investor through the regulatory approvals
process. This will require that the IPA establish
reliable and productive relationships with all
relevant regulatory authorities. It can also
prove helpful if the key regulatory authorities
(e.g. on taxation, building approvals, health
and safety, environmental protection) are
able to send appropriate staff on secondment
to the IPA to provide regulatory guidance and
DGYLFH WR LQYHVWRUV GLUHFWO\ DQG WR JDLQ D
deeper appreciation of the needs of investors
and the everyday work of the IPA.
International branding and image building
This involves measuring (through market research) the
country perceptions of international investors, deciding
upon brand themes and images that will resonate well with
potential investors and determining the mix of marketing
and promotional activities (e.g. direct/indirect advertising,
participation in exhibitions, trade missions) that best
ensures key branding and imaging messages are delivered
and understood. But creating a positive and distinct
international country brand and image can take time,
expertise and money. Given that government resources
DUH VFDUFH WKHUH PD\ EH EHQHƂWV LQ VKDULQJ FRVWV ZLWK
other government departments engaged in international
marketing (e.g. in exports and tourism) and/or neighbouring
FRXQWULHVHQJDJHGLQMRLQWLQLWLDWLYHVWRLQWHUQDWLRQDOO\EUDQG
the wider region to potential investors, as suggested for
tourism.
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Development of an investor-targeting strategy
There is often political pressure on new IPAs to produce
fast results and to focus on generating early investment
leads. Considering the limited resources available for
investment promotion, a focused approach should be
followed based on an investor-targeting strategy. This
strategy should be directed at sectors and industries that
VXSSRUWQDWLRQDOHFRQRPLFGHYHORSPHQWREMHFWLYHVVXFK
as employment creation or regional development, and for
ZKLFK WKH ORFDWLRQ KDV D FRPSHWLWLYH RIIHU IRU )', 7KLV
Review highlights some of these priority sectors (i.e.
regional investors on textiles and garments manufacturing
DQGIRRGSURFHVVLQJDVZHOODVOHDGLQJƂUPVLQWKHKLJK
YDOXH VHJPHQWV IRU WRXULVP 7KH VWUDWHJ\ VKRXOG GHƂQH
goals and targets, and include marketing activities which
GHWDLOWKHDSSURDFKWRWDUJHWƂUPV
Investment policy advocacy
It is recommended that the IPA be assigned a clear mandate
from the Government to identify problems in the investment
FOLPDWHDQGUHFRPPHQGUHPHGLHV)RUSROLF\DGYRFDF\WR
be effective, the agency should be in regular contact with
investors, public institutions and other stakeholders to
collect different views on existing constraints to investment.
It should also be proactive in identifying policies that
hinder Kyrgyzstan’s competitiveness and achieve national
GHYHORSPHQW REMHFWLYHV 7KH VWURQJHU WKH PDQGDWH WKH
easier it will be to secure cooperation and consensus from
investment stakeholders with regard to policy change.

Stage II: Functions to be developed beyond
year two
Medium-term development: As the business climate
LPSURYHVDQGKLJKHUTXDOLW\)',LVDWWUDFWHGWR.\UJ\]VWDQ
the IPA will need to develop the capacity and capability to
undertake additional core functions. These would include:
Implementation of the investor-targeting strategy.
In this phase, the agency should start proactive investor
targeting, based on the strategy discussed above. Targeting
ZRXOGIRFXVRQVSHFLƂFLQYHVWRUW\SHVDQGVSHFLƂFLQYHVWRU
WUDLWV VXFKDVFDSLWDOLQYHVWPHQWJHQHUDWLRQMREFUHDWLRQ
and process upgrading). A key resource for the IPA will be
the creation and maintenance of a high-value, business
LQWHOOLJHQFH GDWDEDVH RI H[LVWLQJr DQG SRWHQWLDO LQZDUG
investors. In this regard, the agency should also develop
and maintain a lead-tracking database to record and track
existing and prospective investors. Accordingly, the agency
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must have the resources and expertise to undertake highquality research and analysis directly or through work
commissioned with third-party experts.86

investment and trade promotion does not result
in automatic synergies and savings. Therefore,
WKHUHLVQREHVWSUDFWLFHRQWKHVSHFLƂFVRIWKH
institutional set-up, and even though investment
and export support services should be funded
DQG PDQDJHG DV VHSDUDWH RSHUDWLRQV VSHFLƂF
contexts will determine whether or not there
is a need for separate organizations (UNCTAD,
F81&7$'F 

Investor aftercare.
The IPA will need to develop services to support and
accelerate the expansion and upgrade plans of investors
DQG WR KHOS DGGUHVV UHJXODWRU\ RU HIƂFLHQF\ REVWDFOHV WR
the development of the investor’s business. The aim is to
UHWDLQ)',DQGIRVWHUUHLQYHVWPHQW$IWHUFDUHVHUYLFHVFDQ
be delivered at different levels, from a reactive approach
dealing with inquiries, obtaining permits and other support
services, to a proactive strategic approach, in which the IPA
KHOSVƂUPVLQWKHLUFRUSRUDWHGHYHORSPHQWSDWKLQWKHKRVW
region. International best practice indicates that aftercare
services are best delivered through the establishment of a
dedicated team of aftercare professionals using an account
PDQDJHUV\VWHPZKHUHRIƂFLDOVLQWKH,3$DUHUHVSRQVLEOH
IRUDJURXSRILQYHVWRUV 0,*$81&7$' 

b) The need to incorporate strategic partnerships
in the IPA work programme. The translation of
investment leads into realized investment is a
complex and challenging process where the
IPA has a lead role to play across the public
and private sectors. Harnessing the key inputs
QHHGHGWRIDFLOLWDWHDQLQYHVWPHQWSURMHFW HJ
skills, sites and property, power, water, waste
disposal, transport and regulatory approvals)
can be an especially exacting exercise.
Accordingly, the core competence underpinning
the success of this process is the ability of the
IPA to build productive, long-term relationships
ZLWKNH\SDUWQHUV)(=VIRUH[DPSOHUHSUHVHQW
an important part of the investor proposition
that Kyrgyzstan currently offers and the IPA will
clearly need to establish a solid framework of
FRRSHUDWLRQZLWKWKH)(=DXWKRULWLHV87

Institutional strengthening and partnerships
a) Improving coordination of investment and export
promotion activities. The Government may
wish WR FRQVLGHU GHYHORSLQJ MRLQW *RYHUQPHQW
IXQFWLRQV WKDW ERWK DWWUDFW )', DQG VXSSRUWV
exporters. This is an arrangement that some
Governments prefer, including Kyrgyzstan’s
near neighbour and trading partner, Kazakhstan.
This option can prove attractive to resourceconstrained Governments that wish to avoid
the expense of operating two separate
organizations. However, the two activities have
both common and different features with regard
to key variables (e.g. client and support targets,
modes of engagement, staff skills and type of
business intelligence performed). There are pros
DQGFRQVRIKDYLQJERWKMRLQWRUVSOLWLQYHVWPHQW
and export-promotion activities, and experience
has shown that combining the two in a single
RUJDQL]DWLRQ LV QRW D VLPSOH WDVN ,QGHHG MRLQW
86

 )RU JXLGDQFH RQ WKH W\SHVVRXUFHV RI EXVLQHVV LQWHOOLgence that will be needed by an IPA see https://www.
wbginvestmentclimate.org/toolkits/investment-generaWLRQWRRONLWPRGXOHVWHSVXEVWHSBLQYHVWRUUHVHDUFK
VWUDWHJLHVFIP KWWSVZZZZEJLQYHVWPHQWFOLPDWHRUJ
toolkits/investment-generation-toolkit/module9-step2VXEVWHSBZRUNIORZDXWRPDWLRQDQGLQWHUDFWLRQPDQDJHPHQWFIPDFFHVVHG2FWREHU

c) The need for the IPA to become a resultsbased
learning
organization
through
monitoring and evaluation. Considering that
investment promotion involves the use of
public funds, IPAs need to demonstrate the
impact of their activities. Thus, the systematic
dissemination of their performance will help
illustrate the achieved results. In addition,
PRQLWRULQJ DQG HYDOXDWLRQ 0 (  SURYLGH D
basis for organizational learning through the
dissemination of best practices, knowledge
generation and innovation. This often involves
87

This partnership principle, however, should be extended to
all the key partner organizations on whom IPA will rely for
support: government ministries responsible for administering
tax, customs duties and procedures and all regulatory
DSSURYDOVQHHGHGE\LQYHVWRUVUHJLRQDODQGORFDODXWKRULWLHV
and universities and colleges, research and training institutes,
property developers, utility providers, transport and logistics
companies, banks and lawyers.
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establishing a specialist or focal point in the
IPA for evaluation and monitoring. When fully
LQWHUQDOL]HG WKH OHVVRQV IURP 0 ( SURYLGH D
key resource of knowledge and experience
that can help improve the overall performance
and quality of results of both ongoing and
IXWXUH SURMHFWV SURJUDPPHV DQG VWUDWHJLHV
2(&'E81&7$'81'3 $
systematic use of monitoring and evaluation by
the IPA can also promote a culture of results
RULHQWDWLRQ DQG WUDQVSDUHQF\ DFURVV WKH )',
VXSSRUW QHWZRUN 2YHU WLPH 0 ( DFWLYLWLHV
may bring up the need to reconsider the IPA
governance structure. Empirical research
0RUULVHW SURYLGHVDQXPEHURILQVLJKWV
into the traits of successful IPAs with respect to
governance structures. IPAs with strong links to
the very centre of Government and with private

54

sector representation on their boards tend to
have a better record in attracting investment.
IPAs with more autonomous structures (e.g. with
a chairperson reporting to a cabinet minister)
and freed from overly bureaucratic protocols
and internal treasury controls also have greater
success. At present, it is recommended that
the current structure of IPA promotion in
Kyrgyzstan be maintained without adopting
a wholly autonomous governance structure
for the new IPA. However, this could become
DQ RSWLRQ IRU WKH IXWXUH )LQDOO\ WKH GHFLVLRQ
to grant capacities for the review of PPPs in
the mandate is not in line with international
practice (see above). Thus, the Government
should consider removing responsibilities from
the recently created IPA and reduce its role to
promotional activities.
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annexes

Annex 1.

A history of Kyrgyzstan’s accession to the Eurasian Economic Union

11 April 2011. The Government of Kyrgyzstan decides to initiate negotiations on the accession of the country to the Customs
8QLRQRI%HODUXV.D]DNKVWDQDQGWKH5XVVLDQ)HGHUDWLRQDQGWKH&RPPRQ(FRQRPLF6SDFH &(6 RI%HODUXV.D]DNKVWDQ
DQG WKH 5XVVLDQ )HGHUDWLRQ $Q LQWHUGHSDUWPHQWDO FRPPLVVLRQ LV HVWDEOLVKHG WR QHJRWLDWH WKH FRQGLWLRQV RI DFFHVVLRQ
(Resolution 150 of 2011).
25 April 20127KH%RDUGRIWKH(XUDVLDQ(FRQRPLF&RPPLVVLRQ ((&  UHSUHVHQWHGE\GHSXW\3ULPH0LQLVWHUVRIWKHWKUHH
countries) decides on the establishment of the EEC Working Party on the accession of Kyrgyzstan to the Customs Union
(Decision 23 of 2012).
29 May 2014. A decision is made by the Supreme Eurasian Economic Council to approve an action plan (road map) on the
.\UJ\]DFFHVVLRQWRWKH&XVWRPV8QLRQ 'HFLVLRQRI 7KHVDPHGD\WKH3UHVLGHQWVRI%HODUXV.D]DNKVWDQDQGWKH
5XVVLDQ)HGHUDWLRQVLJQWKH7UHDW\RQWKH(XUDVLDQ(FRQRPLF8QLRQ ($(87UHDW\ ZKLFKZRXOGLQFRUSRUDWHWKH&XVWRPV
8QLRQDQG&(6WRLWVOHJDOIUDPHZRUNDIWHULWVHQWU\LQWRIRUFHRQ}-DQXDU\
10 October 2014,Q0LQVNDWDPHHWLQJRIWKH6XSUHPH(XUDVLDQ(FRQRPLF&RXQFLOWKHDFWLRQSODQ URDGPDS RQWKH
accession of Kyrgyzstan to CES is approved. It takes into consideration the creation of the Eurasian Economic Union (EAEU)
and the intention of Kyrgyzstan to become its full member.88
23 December 2014. The Supreme Eurasian Economic Council, represented by the Heads of State of Kyrgyzstan, Belarus,
.D]DNKVWDQDQGWKH5XVVLDQ)HGHUDWLRQVLJQWKH7UHDW\RI$FFHVVLRQRIWKH.\UJ\]5HSXEOLFWR($(87KHIROORZLQJZLOOKDYH
important implications for Kyrgyzstan:
✓

The Treaty of Accession sets the conditions for accession, including the date of application of the Common
Customs Tariff, and the designated order for its entry into force.

✓

,WVDQQH[HVLQFOXGHDVSHFLƂFOLVWRIWUHDWLHVDQGDJUHHPHQWVWKDWPDNHXSWKH8QLRQ/DZZKLFKZLOODOVRDSSO\
to Kyrgyzstan.

✓

7ZR SURWRFROV VSHFLƂHG LQ WKH VHFRQG DQG WKLUG SDUDJUDSKV RI DUWLFOH  RI WKH7UHDW\ RQ$FFHVVLRQ LQFOXGH
DPHQGPHQWV WR WKH ($(8 7UHDW\ RI  0D\  DV ZHOO DV WUDQVLWLRQDO SURYLVLRQV IRU WKHLU DSSOLFDWLRQ WR
Kyrgyzstan, including for measures contained on certain international treaties.

21 May 2015.7KH7UHDW\RI$FFHVVLRQRI.\UJ\]VWDQWRWKH($(87UHDW\LVUDWLƂHGE\WKH.\UJ\]3DUOLDPHQW /DZRI
2015).
12 August 2015. .\UJ\]VWDQEHFRPHVDIXOO\ƃHGJHGPHPEHURIWKH($(8DIWHUWKH7UHDW\RI$FFHVVLRQFRPHVLQWRIRUFH

88

The adoption of road maps is the basis for the harmonization of the national legislation of Kyrgyzstan with EAEU, in particular with
respect to activities aimed at equipping border checkpoints and at modernizing testing and laboratory facilities.
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Why?

The Law on Investments does not
UHƃHFWDOOWKHNH\IHDWXUHVRIWKHQDWLRQDO
UHJXODWLRQIRU)',,QDGGLWLRQGHƂQLWLRQVRI
investment-related concepts vary among
legislations creating confusion notably with
respect to access to land for agriculture and
real property for tourism in the Issyk–Kul
region. At the level of international policy for
investment, there are concerns related to
guarantees offered to investors and lack of
considerations for sustainable development
clauses in treaty making.

Although the regulatory framework for
business is generally modern, institutional
weaknesses and implementation challenges
in a number of areas have a negative
impact on investment attractiveness
and are detrimental to the protection of
public interests. Institutional reforms are
needed to strengthen the rule of law and
WKHMXGLFLDU\DQGDQWLFRUUXSWLRQERGLHV
Access to land and obtaining electricity
UHPDLQGLIƂFXOW2QWD[DWLRQDQGERUGHU
controls, the lack of transparency and
LQHIƂFLHQFLHVKLQGHUIRUPDOL]DWLRQDQG
harm export competitiveness. Also, the
framework for labour relations is not built
on multi-stakeholder dialogue and does
not address labour market inadequacies
DQGVNLOOVGHYHORSPHQWQHHGV)LQDOO\SRRU
DQGLQHIƂFLHQWPRQLWRULQJRIHQYLURQPHQWDO
performance hampers the achievement of
VXVWDLQDEOHGHYHORSPHQWREMHFWLYHV

What to do?

1. Strengthen the
national and
international legal
IUDPHZRUNIRU)',

2. Enhance the general
business climate

Annex 2. Summary of recommendations

2.2.6 Combat corruption at customs administration.

,PSURYHERUGHUFRQWUROVWKURXJKWKH8$,6SURMHFWDQGFRQVLGHUUHTXHVWLQJ81&7$'DVVLVWDQFHWR
improve transparency.

(VWDEOLVKDQH[WHUQDODXGLWRIWKH6WDWH7D[6HUYLFHDQGDGRSWWUDQVSDUHQF\IRFDOSRLQWVLQƂVFDO
collection outposts.

&RQVLGHUDGRSWLQJDFOLHQWFKDUWHUGHWDLOLQJWKHTXDOLW\RIVHUYLFHH[SHFWHGIURPJRYHUQPHQWRIƂFLDOV

3URPRWHWKHSUDFWLFHRIHƂOLQJDPRQJWD[SD\HUV

0RYHIRUZDUGZLWKWKHUHIRUPWRLQFUHDVHWKHFRPSDQ\ UHYHQXHVL]HWKUHVKROGWRTXDOLI\IRU9$7
exemptions.

,PSURYHWKHHIƂFLHQF\RIWKHWD[DQGFXVWRPVDGPLQLVWUDWLRQ

&RQWLQXHUHIRUPVWRLPSURYHDFFHVVWRODQG

2.1.3 Simplify procedures to access electricity.

:RUNWRPDNHWKHRQHVWRSVKRSIRUFRPSDQ\UHJLVWUDWLRQXQGHUWKH0LQLVWU\RI-XVWLFHIXOO\RSHUDWLRQDO

2.1.1 Increase transparency of administrative requirements and consider UNCTAD assistance to improve
business facilitation

0RYHIRUZDUGZLWKFRPSDQ\RSHUDWLRQVUHIRUPVZLWKWKHJRDORIUHGXFLQJDGPLQLVWUDWLYHEDUULHUVDQG
improve coordination among government entities involved in the investment process.

1.6 Reduce exposure to investor–State disputes.

1.5 Consider seeking UNCTAD assistance to improve capacity building for IIA negotiations.

&RQVLGHUDGRSWLQJDQDSSURDFKIRU,,$QHJRWLDWLRQVWKDWLVPRUHDOLJQHGZLWKVXVWDLQDEOHGHYHORSPHQW
SULQFLSOHV7KH,3)6'$FWLRQ0HQXFRXOGEHXVHGIRUJXLGDQFH 81&7$' 

+DUPRQL]HGHƂQLWLRQVRILQYHVWPHQWLQDOOOHJLVODWLRQ8VHWKH/DZRQ,QYHVWPHQWDVDEHQFKPDUNIRURWKHU
UHJXODWLRQVFRQWDLQLQJUHIHUHQFHVWR)',HVSHFLDOO\WKRVHWKDWFRQFHUQLQYHVWPHQWVLQDJULFXOWXUHDQGWRXULVP
sectors.

1.2 Undertake periodic reviews of existing restrictions and incentives to achieve Sustainable Development
Goals.

1.1 Update the Law on Investment to include all provisions on key features of the national regulation with
regard to restrictions and incentives as well as the mandate of relevant institutions concerning investment
policies, including the new IPA.

How?
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What to do?

Why?

(QDFWOHJLVODWLRQRQWKHSURWHFWLRQRIJODFLHUV

2.8.3. Extend the period of environmental permitting in line with international trends.

2.8.2 Improve the institutional capacity of environmental authorities

2.8.1 Rationalize the legislative framework for EIA

2.8 Improve environmental performance.

,PSURYHZKLVWOHEORZHUSURWHFWLRQ

2.7.3 Increase the participation of civil society in anti-corruption strategies.

2.7.2 Improve functioning of anti-corruption bodies and make them accountable to Parliament.

2.7.1 Bring national legislation in compliance with the United Nations Convention against Corruption.

2.7 Improve the emplementation of anti-corruption policy

,PSURYHWUDLQLQJRIMXGJHVRQFRPPHUFLDOMXVWLFHLVVXHV,PSURYHWKHLPSOHPHQWDWLRQRI
anti-corruption policy

2.6.1 Enact legislation to reduce the incidence of corporate raiding.

(QKDQFHHIƂFLHQF\LQWKHFRPPHUFLDOMXVWLFHV\VWHP

2.5.3 Consider establishing a skills attraction programme.

2.5.2 Improve transparency of the application process and allocation of the quota.

2.5.1 Consider substituting the existing quota system by a scarce-skills-list approach that prioritizes sectors
where skills are more urgently needed.

)DFLOLWDWHHPSOR\PHQWRIVNLOOHGQRQUHVLGHQWZRUNHUV

,PSURYHVWDWLVWLFVRQODERXUUHODWLRQV

+DUPRQL]HOHJLVODWLRQZLWK,/2FRPPLWPHQWVRQWKHULJKWWRVWULNHDQGRWKHULVVXHV LHFKLOGODERXUDQG
gender).

+ROGUHJXODUFRQVXOWDWLRQVZLWKWUDGHXQLRQVDQGHPSOR\HUVDVVRFLDWLRQVWRLPSURYHODERXUPDUNHW
conditions and better harmonize university and vocational education with market needs.

,PSURYHODERXUUHODWLRQV

2.3.3 Adopt more precise transfer pricing and anti-avoidance rules.

2.3.2 Reduce the use of tax incentives in SEZs and consider transforming them into multiple-facility zones.

5HFRQVLGHUWKHFRQWUDFWEDVHGVSHFLDOWD[UHJLPHDQGWKHQXPEHURI9$7H[HPSWLRQV

2.3 Streamline tax incentives and combat tax avoidance.

How?

annexes
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Why?

Improvements in the reliability of electricity
supply, as well as road and air connectivity,
are a priority to enhance general investment
DWWUDFWLYHQHVV)',DQG333VFRXOGSOD\D
crucial role in removing existing bottlenecks
affecting public infrastructure.

.\UJ\]VWDQVKRXOGDLPIRUDPL[RI)',
SURMHFWVWKDWFRXOGFRQWULEXWHWREROVWHU
growth and foster sustainable development.
Investments in garments and textiles,
agro-industries and tourism are known to
KDYHVLJQLƂFDQWSRWHQWLDOIRUMREFUHDWLRQ
direct poverty reduction and transfer of
NQRZOHGJHWRORFDOƂUPV7KH\VKRXOG
receive priority attention for investment
promotion.

What to do?

)RVWHULQYHVWPHQWV
in public infrastructure through small
)',SURMHFWVDQG
PPPs
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'LYHUVLI\HFRQRPLF
activity by
DWWUDFWLQJ)',LQWR
selected industries
such as garments
and textiles,
agro-industries, and
tourism

$WWKHLQWHUJRYHUQPHQWDOOHYHOLQWHUQDWLRQDODJUHHPHQWVRQWHFKQLFDOUHJXODWLRQDQGVWDQGDUGL]DWLRQ
should be signed with the aim to directly apply in Kyrgyzstan the technical regulations of EAEU countries.

6HHNV\QHUJLHVZLWKWRXULVPGHYHORSPHQW  WRDSSURDFKQHZDLUOLQHVWRLQFUHDVHƃLJKWIUHTXHQF\WR
Europe and East Asia and negotiate the availability of cargo space for dried food exports.

8QGHUWDNHLQLWLDWLYHVWRHPSRZHUORFDOSURGXFHUV HJSUHSDUHDPRGHOFRQWUDFWEDVHGRQ35$,SULQFLSOHV 

'HYHORSDQDFWLRQSODQWRLPSURYHSURGXFWVWDQGDUGVLQFOXGLQJPHDVXUHVWRLQFUHDVHWKHDYDLODELOLW\RI
YDFFLQHVDQGYHWHULQDU\VHUYLFHVDQGWKHFHUWLƂFDWLRQRIRUJDQLFDJULFXOWXUH

&RQVLGHUUHPRYLQJUHVWULFWLRQVWRIRUHLJQHUVOHDVLQJRIDJULFXOWXUDOODQGDQGFUHDWLQJDODQGEDQNWR
DOORFDWHVSHFLƂFSORWVWRIRUHLJQLQYHVWRUV

'HYLVHVWUDWHJLFWDUJHWLQJLQIRRGSURFHVVLQJIRUVHJPHQWVZLWKFRPSHWLWLYHDGYDQWDJHV LHGDLU\SURGucts, fruits and vegetables).

&RQVLGHUVHHNLQJ81&7$'FRRSHUDWLRQWRSURPRWHHQWUHSUHQHXUVKLS

&RQVLGHUDGRSWLQJDQLQFHQWLYHVVFKHPHIRUWHFKQRORJLFDOXSJUDGLQJ

$VVHVVRSSRUWXQLWLHVIRUSURPRWLQJ)',LQPDQPDGHƂEUHV

6HWXSDZRUNLQJJURXSWRLGHQWLI\NH\VHJPHQWVDQGXQGHUWDNHPDUNHWLQWHOOLJHQFHLQFRRSHUDWLRQZLWK
the IPA. The group should also assess the implementation of the programme for development of the textile and
garment industry of the Kyrgyz Republic in 2013–2015.

3ULRULWL]HWDUJHWLQJPLGVL]H)',LQJDUPHQWVDQGWH[WLOHVIURPWKHUHJLRQ

3.5 Continue strengthening the institutional capacities for PPPs.

3UHSDUHDSLSHOLQHRISURMHFWVLQOLQHZLWKDPXOWLPRGDOWUDQVSRUWSODQ

$GRSWUHIRUPVWRKDUPRQL]HUHJXODWLRQVRQ333VDFURVVVHFWRUV

$GRSWPHDVXUHVIRUDQDGHTXDWHLPSOHPHQWDWLRQRI333OHJLVODWLRQ

$GRSWSROLFLHVWRLQFUHDVHDZDUHQHVVDERXWHQHUJ\HIƂFLHQF\DPRQJWKHJHQHUDOSXEOLF

3.3.1 Consider setting up incentives for the development of renewable energy.

3.3 Promote the long-term development of alternate renewable energy.

3.2 Work to ensure the independence of the State agency for regulation of the power sector.

)RUPXODWHDORQJWHUPVWUDWHJ\IRUWKHGHYHORSPHQWRIWKHSRZHUVHFWRUWKDWIRFXVHVRQH[SRUWVJURZWK

How?
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Why?

The expansion of mining activities has
EHHQVXEMHFWWRPDMRUFRQWURYHUVLHV
involving overall governance challenges,
environmental protection and social
issues. In order for this sector to
become a pillar of growth, contribute to
sustainable development and generate
needed tax revenues to foster economic
GLYHUVLƂFDWLRQDVHULHVRIPHDVXUHVDUH
QHHGHGFRQFHUQLQJOLFHQVLQJƂVFDOSROLF\
community consultations and linkage
development (for environmental protection,
see 2.8).

What to do?

5. Enact policies
for sustainable
mining and linkage
development

5.8 Consider drafting a mining code that provides comprehensive regulations for the sphere of subsoil use.

&RQVLGHUVHWWLQJXSDOLQNDJHVSURJUDPPHWRLPSURYHWKHFDSDFLW\RIORFDOƂUPVWREHFRPHVXSSOLHUVRI
01(VDQGUHGXFHUHOLDQFHRQLPSRUWHGJRRGVDQGWHFKQRORJLHV

&RQVLGHUVHWWLQJXSIXQGVIRUORQJWHUPGHYHORSPHQW HJ6:)V

5.6 Consider taking active measures that can tame the impact of commodity price volatility.

5.5 Aim for a more stable taxation regime.

(QVXUHWKDWIXUWKHUFKDQJHVLQOHJLVODWLRQRQWKHVWDNHVUHVHUYHGIRUWKH6WDWHLQPLQLQJDFWLYLWLHVDUH
EDVHGRQFOHDUGHƂQLWLRQV7KHVHVKRXOGVSHFLI\REMHFWLYHFULWHULDWREHDSSOLHGDWWKHWLPHRIJUDQWLQJH[WUDFtion licences as well as the conditions that may trigger ownership changes.

5.3 Include the need of community development programmes at the time of evaluation for the granting of
extraction licences.

5.2 Expand the regime of expert examinations for extraction licences comprised in the Law on Subsoil to
include community consultations.

&RQVLGHULQWURGXFLQJWHFKQLFDODQGƂQDQFLDOFDSDFLW\UHTXLUHPHQWVRQDSSOLFDQWVWRDGGUHVVSDVVLYH
speculation.

6HWXSREMHFWLYHFRQGLWLRQVIRUWKHVHOHFWLRQRIOLFHQFHZLQQHUV

0RYHIRUZDUGZLWKUHIRUPVWRLQFUHDVHWUDQVSDUHQF\LQOLFHQVLQJ

:RUNWRHVWDEOLVKDQGGHYHORSGLUHFWDLUFRQQHFWLRQVZLWKDQXPEHURIIRUHLJQFRXQWULHVIURPWRWKH
airport in Issyk–Kul.

(QJDJHLQMRLQWSURPRWLRQZLWKUHJLRQDOSDUWQHUVLQFOXGLQJWKURXJK333V

3UHSDUHJXLGHOLQHVIRUVXVWDLQDEOHWRXULVPLQYHVWPHQWWREHDSSOLHGLQUXUDODUHDV

6HWXSEHWWHUFKDQQHOVWRFRPPXQLFDWHZLWKWRXULVPVWDNHKROGHUVE\HVWDEOLVKLQJDQDWLRQDOWRXULVP
board.

'UDZXSDWRXULVPGHYHORSPHQWSODQDQGUHIRUPWKHOHJDODQGLQVWLWXWLRQDOIUDPHZRUNIRUWKHVHFWRULQ
line with the plan.

3URPRWHQLFKHPDUNHWVLQHFRWRXULVPFXOWXUDODQGDGYHQWXUHWRXULVPZKLOHPDLQWDLQLQJDQGSURPRWLQJWKH
image of Kyrgyzstan as a country favourable for leisure and business tourism.

How?

annexes
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6. Build institutional
capacities for
investment
promotion and
adopt a plan
for the phased
development of IPA
functions

What to do?

The newly created IPA will have a central
role to play in setting up investment
attraction goals at the general and
VHFWRUVSHFLƂFOHYHOV$SODQIRUWKH
phased development of its investment
promotion functions is proposed.

Why?

International branding and image building
Development of an investor-targeting strategy
Investment policy advocacy

•
•
•

Implementation of the investor-targeting strategy
Investor aftercare
Incorporating strategic partnerships

•
•
•

)XQFWLRQVWREHGHYHORSHGEH\RQG\HDUWZR

Investment facilitation

•

)XQFWLRQVWREHGHYHORSHGEHWZHHQ\HDUVRQHDQGWZR

0RYHIRUZDUGZLWKWKHSKDVHGGHYHORSPHQWRIWKH,3$

5HFRQVLGHUWKHUHVSRQVLELOLWLHVIRUWKHUHYLHZRI333SURMHFWVJUDQWHGWRWKH,3$

Provide appropriate funding for the phased development of the IPA functions (see 6.3).

How?
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&RPSDULVRQRIWD[UHJLPHVLQVHOHFWHGLQGXVWULHV

The UNCTAD tax methodology is a useful tool to compare countries’ taxation regimes. It measures the amount paid in
FRUSRUDWHWD[HVDVDSHUFHQWDJHRIWKHWRWDOFDVKUHFHLYHGIURPWKHSURMHFWE\DIRUHLJQLQYHVWRULQQHWSUHVHQWYDOXHWHUPV
VHHDQQH[IRUPRUHGHWDLOVRQPHWKRGRORJ\ :KHQDSSOLHGWRWKUHHLQGXVWULHV LHDJURSURFHVVLQJPDQXIDFWXULQJDQG
tourism) in Kyrgyzstan, comparisons with countries in the region or competing locations for the selected industries, the
model gives the results below.
,QWKHDJURSURFHVVLQJVHFWRU ƂJXUH$ WKHSUHVHQWYDOXHRIWD[DVDSHUFHQWDJHRIWKHSURMHFWFDVKƃRZ 397 LV}SHUFHQW
in Kyrgyzstan. This is substantially lower in comparison with Uzbekistan or Belarus but moderately higher than Turkmenistan,
WKH5HSXEOLFRI0ROGRYDDQG.D]DNKVWDQ+RZHYHUZKHQFRQVLGHULQJWKHLQFHQWLYHVRIWKHVSHFLDOHFRQRPLF]RQHV397
GHFUHDVHVE\WKUHHTXDUWHUVWR}SHUFHQW
)LJXUH$7D[EXUGHQLQWKHDJURSURFHVVLQJLQGXVWU\
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7KHWD[EXUGHQLQWKH.\UJ\]PDQXIDFWXULQJVHFWRU ƂJXUH$ LVUHODWLYHO\KLJKDW}SHUFHQWDQGPDNHVLWOHVVDGYDQWDJHRXV
WKDQPRVWRIWKHFRXQWULHVLQWKHVDPSOHH[FHSWIRU8]EHNLVWDQDQG%DQJODGHVK$OWKRXJKWKHODWWHULVDPDMRUWH[WLOHDQG
JDUPHQW SURGXFHU LW LV KRZHYHU QRW D GLUHFW FRPSHWLWRU LQ &,6 PDUNHWV %HODUXV7DMLNLVWDQ7XUNPHQLVWDQ WKH 5XVVLDQ
)HGHUDWLRQDQG.D]DNKVWDQKDYHPRUHFRPSHWLWLYHUHJLPHV7KLVLVGXHWRDODUJHH[WHQWWROHVVIDYRXUDEOHGHSUHFLDWLRQUDWHV
LQ.\UJ\]VWDQ2QO\ZKHQDSSO\LQJWKHLQFHQWLYHVJLYHQE\WKH)(=UHJLPHGRHV.\UJ\]VWDQEHFRPHDFRPSHWLWLYHUHJLRQDO
ORFDWLRQZLWKWKHSUHVHQWYDOXHRIWKHWD[VHWDW}SHUFHQW
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)LJXUH$7D[EXUGHQLQWKHPDQXIDFWXULQJLQGXVWU\
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)LQDOO\WRXULVPUHSUHVHQWVDFDVHRIUHODWLYHFRPSHWLWLYHQHVV)LJXUH$VKRZVWKDWWKH.\UJ\]WD[EXUGHQRI}SHUFHQW
is at the median level of the group of countries, all of which are in Asia and some also within the Silk Road region. When
DSSO\LQJWKHLQFHQWLYHVRIWKHVSHFLDOHFRQRPLF]RQHVUHJLPHWKHSUHVHQWYDOXHRIWD[IDOOVWR}SHUFHQWWKHORZHVWLQWKH
group, although this advantage is irrelevant if investments are sought in remote rural areas.

Source:
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7KHDQDO\VLVVKRZVWKDWIURPDƂVFDOSRLQWRIYLHZWKHFRXQWU\RYHUDOOUHPDLQVDGYDQWDJHRXVHYHQZLWKRXWDSSO\LQJ)(=
incentives. In the long term, there seems to be a certain rationale for gradually removing and transforming this type of
targeted incentives in line with suggestions included in chapter 1. In the case of tourism, authorities should also seek regional
cooperation with other Silk Road taxation and promotion authorities to avoid a race to the bottom on the setting of general
WD[UDWHVDVWKHUHDUHPXWXDODGYDQWDJHVRIMRLQWSURPRWLRQ)LQDOO\LQWKHFDVHRIPDQXIDFWXULQJWKHH[LVWLQJUDWHLVPRUH
clearly uncompetitive. Although accession to the Customs Union will create pressures against a rapid removal of incentives,
especially from garment manufacturers in special economic zones, it is also important to target a more competitive regime
EH\RQG)(=V$VKLIWWRZDUGVDPRUHWD[IULHQGO\UHJLPHIRUFDSLWDOLQWHQVLYHLQGXVWULHVLQOLJKWPDQXIDFWXULQJFRXOGEH
considered, as suggested in chapter 2.
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0HWKRGRORJ\RILQWHUQDWLRQDOFRUSRUDWHWD[FRPSDULVRQV

7D[DWLRQDIIHFWVWKHFRVWRILQYHVWPHQWDQGLWVSURƂWDELOLW\DQGWKXVWKHUHWXUQRQLQYHVWPHQW7KLVLPSDFWLVQRWMXVWD
TXHVWLRQRIORRNLQJDWWKHKHDGOLQHUDWHRIWD[RQSURƂWV7KHWD[EXUGHQRQWKHLQYHVWRUGHSHQGVRQDQXPEHURIIDFWRUV
and their interaction, including expenses allowed, rates of capital allowances (tax depreciation), availability of tax credits,
investment allowances and tax holidays, loss-carry-forward provisions and taxation of dividends. Together, these make up
WKHRYHUDOOƂVFDOUHJLPHWKDWDIIHFWVWKHFRVWRIDQGUHWXUQRQLQYHVWPHQW
The UNCTAD model uses hypothetical business plans in selected sectors and enables international comparisons on a
FRPSUHKHQVLYHDQGREMHFWLYHEDVLVJRLQJZHOOEH\RQGVLPSOHFRPSDULVRQVRIKHDGOLQHFRUSRUDWHLQFRPHWD[UDWHV7KH
PRGHOOLQJLVEDVHGRQSURMHFWVIXOO\ƂQDQFHGE\DIRUHLJQLQYHVWRUZKLFKPHDQVWKDWZLWKKROGLQJWD[HVRQGLYLGHQGSD\PHQWV
abroad play an important role, in addition to income taxes paid at the company level.
&RPSDUDWLYHWD[PRGHOOLQJLVDPHWKRGRIWDNLQJLQWRDFFRXQWWKHPRVWLPSRUWDQWRIWKHVHYDULDEOHVLQWKHƂVFDOUHJLPHLQD
manner that facilitates comparison between countries. The tax variables included in the analysis are as follows:
• &RUSRUDWHLQFRPHWD[
• 5DWHRIWD[LQFOXGLQJWD[KROLGD\VLIDQ\
• /RVVFDUU\IRUZDUGSURYLVLRQV
• &DSLWDODOORZDQFHVLQYHVWPHQWDOORZDQFHVDQGLQYHVWPHQWFUHGLWV
• Tax on dividends.
9$7VDOHVWD[DQGLPSRUWGXWLHVDUHQRWFRQVLGHUHGLQWKLVDQDO\VLV
)LQDQFLDOPRGHOVRISURMHFWLQYHVWPHQWDQGƂQDQFLQJUHYHQXHVDQGH[SHQVHVDUHXWLOL]HGIRUDK\SRWKHWLFDOEXVLQHVVLQ
each sector. These are based on typical costs and revenues experienced in such businesses in a developing economy. The
business models cover a selected business within each sector.
7KHƂVFDOUHJLPHLQ.\UJ\]VWDQDQGWKHFKRVHQFRPSDUDWRUFRXQWULHVIRUHDFKVHFWRUDUHDSSOLHGWRWKHVWDQGDUGEXVLQHVV
PRGHOIRUHDFKVHFWRURYHU\HDUVEHJLQQLQJZLWKWKHLQLWLDOLQYHVWPHQW7KHƂQDQFLDOPRGHOVFDOFXODWHQHWFDVKƃRZWR
WKHLQYHVWRUDVVXPLQJWKDWWKHFRPSDQ\SD\VRXWDOOUHVLGXDOSURƂWVDIWHUWD[ }SHUFHQWGLYLGHQGSD\RXW DQGWKDWWKH
investor gains the residual value of the company, which is sold after 10 years for an amount equal to its balance sheet value.
7KHLPSDFWRIWKHƂVFDOUHJLPHLVSUHVHQWHGDVWKHSUHVHQWYDOXHRIWD[ 39WD[SHUFHQWDJH 39WD[SHUFHQWDJHLVWKHWRWDO
RIWD[HVFROOHFWHGE\WKH*RYHUQPHQWRYHUWKH\HDUVDVDSHUFHQWDJHRIWKHSURMHFWFDVKƃRZSUHWD[DQGSRVWƂQDQFH
ZKHUH ERWK FDVK ƃRZV DUH GLVFRXQWHG WR D SUHVHQW YDOXH DW D UDWH RI } SHU FHQW SHU DQQXP 39 WD[ SHUFHQWDJH WKXV
PHDVXUHVKRZPXFKRIDQLQYHVWRUpVSRWHQWLDOSURMHFWUHWXUQLVWDNHQE\WKH*RYHUQPHQWLQWD[HVDQGGXWLHV7KHKLJKHUWKH
39WD[SHUFHQWDJHWKHPRUHWKHƂVFDOUHJLPHEXUGHQVLQYHVWRUVDQGUHGXFHVWKHLQFHQWLYHWRLQYHVW
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Annex 5.

Taxation of mining activities

Box A.1 presents the key aspects of taxation of the mining sector in Kyrgyzstan. Gold mining activities deserve particular
attention for which a new fiscal regime was approved and came into force on 1 January 2013. The replacement of the
standard corporate tax (based on profits) for a revenue-based corporate tax based on a sliding scale is a key feature of
WKLVQHZUHJLPH7KHDSSOLFDEOHUDWHKDVEDQGVDQGLQFUHDVHVZLWKWKHSULFHIRUDWUR\RXQFHRIJROG7KHWD[EDVHLV
the combined sales and non-sales income (e.g. interest income, dividends, royalties, forex gains, rents, subsidies) for
the earnings received. In addition to revenue taxation, the Government also levies a sales tax on gold exports, which
acts de facto as an additional royalty tax for most companies engaged in gold mining activities.
Because one of the specificities of the gold mining sector is that the production costs grow significantly in the
early phases of production, the imposition of a tax on revenues regardless of profits may substantially reduce the
profitability of companies in the short run, especially small and medium-sized companies. In the long term, the
Government could aim at creating more uniform tax rates that increase predictability. Changes may include creating
a more homogenous royalty tax and regulations for current non-tax contributions implicit in State contracts and
production-sharing agreements. The Government could also consider improving consultation mechanisms with all
stakeholders involved before adopting tax rate changes in the future.

Box A.1. Key aspects of the tax regime for mining in Kyrgyzstan
• $OO OLFHQFHV DUH VXEMHFW WR D RQHWLPH ERQXV SD\PHQW ZKLFK LV QHJRWLDWHG RQ D FDVHE\FDVH EDVLV DQG LV
EDVHGRQWKHGHSRVLWVL]H RYHUDOOLWKDVEHHQGHHPHGWREHKLJKE\LQYHVWRUV $FKDQJHLQRZQHUVKLSRI}SHU
cent or more of a private company holding a licence will also trigger the payment of a bonus (the calculation is
proportional to the change in share ownership). This does not apply to companies listed on a stock exchange.
• 5R\DOW\GLIIHUHQWUDWHVDSSO\)RUJROGVLOYHUDQGSODWLQXPLWƃXFWXDWHVEHWZHHQ}SHUFHQWDQG}SHUFHQWRI
sales depending on the size of the deposit.
• 6DOHVWD[}SHUFHQWRIUHYHQXHIRUJROGH[SRUWV
• 2WKHUWD[HV$OOOLFHQFHKROGHUVDUHVXEMHFWWRWKHVWDQGDUGFRUSRUDWHWD[ H[FHSWIRUJROG VDOHVWD[SURSHUW\WD[
land tax and social security contributions. Export taxes may be levied on certain subsoil resources sold abroad.
• )RU JROG PLQLQJ 6LQFH  D QHZ UHYHQXHEDVHG WD[ DSSOLHV UHSODFLQJ WKH VWDQGDUG FRUSRUDWH WD[ 7KH
percentage is calculated every month based on the average world gold price for the month. The applicable
UDWHKDVEDQGVDQGLQFUHDVHVZLWKWKHSULFHIRUDWUR\RXQFHRIJROG7KLVUDQJHVIURP}SHUFHQW ZKHQWKH
JROGSULFHLVDWRUEHORZSHURXQFH WR}SHUFHQW ZKHQWKHJROGSULFHDYHUDJHVDWRUDERYHSHU
ounce).
• /LFHQFHV REWDLQHG WKURXJK WHQGHUV IRU ƂHOGV RI QDWLRQDO LPSRUWDQFH PD\ EH UHTXLUHG WR SD\ VRFLDO SDFNDJH
contributions to local communities pending secondary regulations.
• The use of stabilization agreements is envisioned in the Law on Investments (2003) but it has not been regulated.
• The State may engage in production sharing agreements or concessions that involve non-tax payments, but
there is no uniform legislation regulating these conditions.
Sources: 7D[&RGH/DZRIDQG0LQLQJ6WUDWHJ\RI.\UJ\]VWDQ

69

IPR
Egypt (1999)
Uzbekistan (1999)
Uganda (2000)
Peru (2000)
Mauritius (2001)
Ecuador (2001)
Ethiopia (2002)
United Republic of
Tanzania (2002)
Botswana (2003)
Ghana (2003)

Lesotho (2003)
Nepal (2003)
Sri Lanka (2004)
Algeria (2004)
Benin (2005)
Kenya (2005)
Colombia (2006)
Rwanda (2006)
Zambia (2007)
Morocco (2008)
Viet Nam (2008)

Dominican Republic (2009)
Nigeria (2009)
Mauritania (2009)
Burkina Faso (2009)
Belarus (2009)
Burundi (2010)
Sierra Leone (2010)
El Salvador (2010)
Guatemala (2011)
The former Yugoslav
Republic of Macedonia (2011)

Mozambique (2012)
Djibouti (2013)
Mongolia (2013)
Bangladesh (2013)
Republic of Moldova (2013)
Republic of the Congo (2015)
The Sudan (2015)
Bosnia and Herzegovina (2015)
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The Investment Policy Review of Kyrgyzstan is the latest in a series of investment policy reviews undertaken by UNCTAD at the request of countries interested in improving their investment framework
and climate. The countries included in this series are:

