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Discussions for the 2002 Article IV consultation and the second review under the Poverty
Reduction and Growth Facility (PRGF) were held in Bishkek from October 18 to

November 5, 2002, The staff team consisted of Mr. Saavalainen (Head), Messrs. Luna,
Zeuner, and Medas (EP) (all EU2); Ms. Fernandez {EP, FAD); Messrs. Abrams and Sullivan
{all MAE); Mr. Aiyar (EP, PDR), and Mr. Kenjeev (BLS-interpreter). Mr. Mani (FAD)
worked closely with the mission on environmental issues. Mr. Odling-Smee joined the mission
during October 30-November 3, 2002. Mr. Mukhopadhyay, the Fund’s resident representative
in Bishkek, assisted the mission.

The mission held meetings with President Akayev, the Prime Minister, the Deputy Prime
Minister, the Ministers of Finance, and Agricutture; the Governor of the National Bank
(NBKR), members of the Parliament, and other senior officials. The mission also met with
representatives of civil society, private and public enterprises, the banking scctor, and the
diplomatic community.

* During the last Article IV consultation on November 30, 2001, Executive Directors
commended the authorities for good progress in macrocconomic stabilization and the
ambitious debt reduction strategy. While recognizing the improved fiscal performance, they
underscored the importance of strengthening tax collection and expenditure management. On
structural reforms, Directors urged the National Bank to improve bank supervision and take
further steps to develop the banking system. Directors expressed concern about weak
governance and called for further action in this area. In completing the first review on
July 1, 2002, Directors commended the authorities for good policy performance, but were
concerned about the output decline. They stressed the need to diversify the economy by
strengthening the export potential. For poverty reduction, Directors underscored the need to
sustain economic growth.

The main contributors to this report are Tapio Saavalainen and Francesco Luna, with inputs
from Joerg Zeuner, Paulo Medas, Gilda Fernandez, and Shekhar Aiyar.
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Executive Summary

In 2002, price stabilization continued, but growth was disappointing. The 12-month
inflation at end-November fell to 2.7 percent from 3.7 percent during 2001, and nominal and
real interest rates have declined. Real GDP dropped by 1.7 percent in January-November over
the same period a year ago. This decline was due to temporary factors in gold and energy
production and growth is expected to rebound in 2003. Monetary aggregates grew rapidly,
while the nominal exchange rate appreciated by 3% percent, indicating strong demand for
money.

All performance criteria but one were observed for the period under review

(April 1, 2002 threugh September 30, 2002). The end-September targets on net
international reserves (NIR) and net domestic assets (NDA) were met with wide margins. The
fiscal deficit was within the program limit, despite the shortfall in revenues owing to the
decline in real GDP and the target on tax collection was met thanks to improved tax
administration. The continuous performance criterion on the non-accumulation of external
arrears was breached, but the underlying obligation was cleared in early January 2003.

The 2002 Article IV discussions focused on policies necessary to achieve the program’s
medinm-term objectives under three constraints: declining gold production, high
external debt, and widespread poverty. The staff and the anthorities agreed that recent
financtal policies had been appropriate leading to a successful price stabilization as a
necessary condition for sustained growth. Sound productivity growth and wage restraint are
essential to preserve the cost competitiveness of Kyrgyz exports and diversify the economy.
Strategy discussions also underscored the importance of containing fiscal deficits to achieve
external debt sustainability. To keep growth at 5 percent a year, strong structural policies are
necessary especially to improve business climate and financial intermediation.

The second-year program aims at a real GDP growth of 5.2 percent in 2003,
consolidation of price stabilization, and further structural reforms. The fiscal deficit is
programmed to decline to 4.7 percent in 2003 from the projected 5.6 percent in 2002. To
increase tax collection, the authorities will extend VAT to large agricultural producers. The
growth of monetary aggregates should moderate compared with the pace of 2002 as
remonetization slows. The NBKR will maintain a cantious policy stance consistent with the
4.4 percent inflation target. Structural policies will concentrate on two main areas: a banking
reform and a new initiative to improve governance. The banking reform should ensure better
bank supervision and a further consolidation of the sector. The governance reform will aim at
reducing the scope for corruption and state capture.



L. INTRODUCTION

Macroeconomic Performance, 1991-2002 (proj.) 1/

1. On December 6, 2001, the Executive Board
approved the Kyrgyz Republic’s request for a Real GDP Growth and Inflation
three-year arrangement under the Poverty
Reduction and Growth Facility (PRGF) (IMF C.R, o
No. 01/223)." The first review of the program was

completed on July 1, 2002 with a disbursement of @
SDR 11.72 million (IMF C.R. No. 02/150). On » N
October 31, 2002, the total Fund credit outstanding to
the Kyrgyz Republic was SDR 139.2 million, or i s w25 1995 197 s 10 0 wor

157 percent of quota. On completion of the second
review, a disbursement of SDR 11.72 million would
become available. In the attached Letter of Intent o

Broad Money and Fiveal Balance

A B op ey (c to
(LOI), the government presents the policies for the [ T
period October 1, 2002 to September 30, 2003 and "
requests a waiver for the nonobservance of the "
continuous performance criterion on external arrears. 30 -
II. ACHIEVEMENTS AND SETBACKS UNDER THE . B

1991 1992 1993 19% 1995 1996 1957 1998 1999 2000 2001 2002
PAST PROGRAMS

2, The Kyrgyz Republic has received financial Current Accomnt and Reserves
support from the Fund since 1993.2 Over this
period, although economic policies have succeeded in
stabilizing prices and restoring growth, structural
reforms have lagged and external debt has reached
unsustainable levels. The authorities identified three
different periods during the ten years of transition. The
initial period after independence until 1994 was
“euphoric” despite the continuous output contraction
common to the early stages of transition in other

W 1591 A09E 1984 1995 1996 L9FT 1596 1999 2000 2000 2002

Source: Kyrpyz authorities.

1/ Stand-by Arrangements (May-Aprit 1993}, ESAF Trust Fund

countries as well. Reforms started with great (July 1994-Mar 1998), PRGF 2 Trust Fund (June 1998-Tuly
. . I 2000), PRGF 2 T Fund b -Decembr 3
enthusiasm sparked by the new economic and political e et mprifm pmﬁf u:lms;;iopgig?:n ket

! Access was granted at 82.6 percent of quota (SDR 73.4 million) for the period
October 1, 2001-September 30, 2004.

* After the 1993 stand-by arrangement (SBA), further support was provided under the
Enhanced Structural Adjustment Facility (ESAF) in 1994, the Structural Transformation
Facility (STF) in 1995, the Poverty Reduction and Growth Facility (PRGF) in 1998 and
in 2001.



system. The policy climate was favorable at the time of the first of the four IMF-sponsored
programs. Foreign reserves improved, inflation fell, exchange rate stabilized, and several
first-generation structural reforms were implemented.” The country was perceived as one of
the front-runners in economic transition among the CIS countries. As a result, the
government was able to attract significant amounts of donor assistance. However, the first
program went offtrack in the first half of 1994 because of large directed credits, inadequate
progress in restructuring loss-making public enterprises, and delays in formulating the 1994
budget. ‘

3. A period of “dismay and frustration” (1995-2000) came with the realization that
despite the sacrifices of the population, living standards were not improving rapidly.
The 1994-97 ESAF-supported programs went

repeatedly offtrack. For example, in 1995, State Government Fiscal Deficit,
nontax revenue fell significantly short of m]fif,ﬁ'?‘éim

targets and the central bank monetized the . ?

resulting fiscal gap. The pension reform 0 e e

stalled, and external debt arrears increased.
The arrangement expired in 1998 after delays B
in implementation. In 1999, weak expenditure
management led to large spending arrears and
two reviews under the new PRGF
arrangement were not completed because of

-1t
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fiscal shppages. Fiscal deficits remained high, | ! -~ Cashdeficitinc| PP |
in part, because of the mablhty to manage 1997 1994 1905 1996 1997 1308 1999 2000 2001 2002
effectively the rapidly expanding Public Byt

Investment Program (PIP) which peaked at 9.4
percent of GDP in 1999. Although the primary balance (excluding PIP) has recorded a
surplus since 1999, the external debt rose to 130 percent of GDP at end-2000 after the sharp
nomiral depreciation of the som following the Russian financtal crisis. Apart from the
exchange rate depreciation, the PIP was the main contributor to the external debt but it failed
to produce enough growth to avoid the debt problem. In part, this reflected the high share of
infrastructure investments in the PIP which take a long time to produce growth. Government
debt service increased, thus compressing public savings with a negative contribution to the
economy’s saving-investment balance.

? Prices were fully liberalized by 1994 and import tariffs were reduced well below the
regional average. After a rapid small-scale privatization, demonopolization and sales of large
state-owned enterprises (apart from utilities) started in 1994 under the World Bank sponsored
privatization program. Financial reforms started early with a new legislation on the central
bank and commercial bank accounting standards. Land reform started in 1992 and the process
continued during the first half of the 1990s introducing property rights on land.



4. Structural reforms in the second half of the 1990s progressed slowly. The
privatization program for medium- and large-enterprises was only partially successful as
insiders gained control over much of the former state-owned enterprise block. Also, several
program benchmarks on fiscal reforms were not met. In 1998-99, after the Russian crisis, the
banking sector faced a major crisis as the largest three commercial banks were bankrupt. A
government default on a series of recapitalization bonds and a currency mismatch between
_assets and liabilities contributed to these bankruptcies. Overall, the implementation rate for
»structural conditions (i.e., performance criteria and benchmarks) under the Fund-supported
programs fell to 63 percent in the period 1998-2000 from over 80 percent in 1994-97.

5. The authorities characterized the period starting in 2001 as the time of “realism
and pragmatism.” Pragmatism came with the acceptance that much work remained to be
done, and there were no easy solutions. Constraints imposed by the high external debt and the
obvious need to restructure external liabilities also contributed to greater realism. The
authorities believe that the program ownership is now stronger as the economy is moving in
the right direction with low inflation, a stable exchange rate, and resumed growth. Their
confidence was also boosted by the well-appreciated debt rescheduling from the Paris Club
providing a temporary relief from the heavy debt burden.! However, the civil society remains
critical with regard political reforms and economic results that are late in coming. Although
the government has embarked on a comprehensive constitutional reform trying to calm the
political climate, tensions are likely to remain high because of the approaching parliamentary
and presidential elections in 2005,

6. The Kyrgyz economy began to grow in 1996 with an average rate of 5 percent in
the following five years. Improving total factor productivity was the main source of growth.
A comprehensive land reform was completed in 1996 establishing 72,000 private farms,
which boosted yields. With the new Kumtor mine, gold production expanded rapidly
improving aggregate industrial productivity, and hydro-power output benefited from high
demand of irrigation water in Uzbekistan and Kazakhstan in 2000-01. In 2001-02, nongold,
nonenergy industrial production recovered as well. Employment increased in agriculture and
services absorbing labor from declining state-owned industries, but the capital stock declined
despite extensive investment in infrastructure under the PIP. With economic growth, poverty
headcount has decreased by almost 20 percent since 1998, especially in rural areas. Income
distribution improved and poverty declined in all regions. Overall, 47 percent of the
population were poor at end-2001 down from 57 percent in 1999.

% In March 2002, the Paris Club granted a flow rescheduling of the Kyrgyz debt for 2002-04.



1. PERFORMANCE UNDER THE CURRENT PROGRAM

7. In January-November 2002, real GDP
declined by 1.7 percent over the same period a
year ago. This reflected a landslide in the Kumtor
gold mine and a sharp decline in hydropower
production owing to weather conditions.” Excluding
gold and energy, real output grew by 3.4 percent.
Main contributions came from agriculture, and
services, the latter largely reflecting tourism and the
spending from the new military base. ® With a return
of Kumtor’s high-grade ore production to the
earlier-planned level and normal energy production,
real GDP is projected to grow by 5.2 percent in
2003.

Kyrgyz Republic: Real GDP Growth and
Inflation, 1996-2093

EEE® GDP Growth(LHS)

———Inflation{periad
average }(RHS)

200F 20024 20014/
Sources:Kyrgyzavtheritics; and Fund staff estimates,

B9d 1997 1998 199% 2000

I/ Projeciion.

8. Prices continued to stabilize as the confidence in local currency increased and
the exchange rate vis-a-vis the U.S. dollar and the Russian ruble strengthened. During
the first-year program (Qctober 1, 2001-September 30, 2002) the 12-month rate of inflation
fell from 5.3 percent to 3.5 percent, and further to 2.3 percent at end-November 2002. The
nominal exchange rate appreciated by 3.6 percent vis-a-vis the U.S, dollar, and the nominal
and real interest rates declined from 19 and 13 percent to 10 and 7 percent respectively.
Narrowing interest rate differentials between domestic and foreign short-term securities and
the declining ratio of foreign deposits to broad money suggest that confidence in economic
policies improved significanily during the first-year program.

9. The current account improved despite a weaker trade balance. In 2002, the
volume of gold exports fell by over 30 percent becanse of the Kumtor accident, although the
impact on the value of exports was mitigated by higher gold prices. Energy exports halved
from their 2001 level, mainly because of abundant rainfall in neighboring Uzbekistan and
Kazakhstan which reduced water release from the Kyrgyz reservoirs.” On the other hand,
expenditures by the new military base generated $30 million of net exports. This, coupled
with stronger tourism and transport receipts and greater official transfers more than
compensated the negative effects of gold and energy on the trade balance. As a result, the
current account deficit narrowed from 3.3 percent of GDP to 2.8 percent in 2002. With a

> While Kumtor’s production continued without interruption, access to high-grade ore was

blocked thus reducing the value added of the output.

® Manufacturing, exchuding gold and electricity, grew by 3.1 percent.

" Water is released for the neighboring countries’ irrigation purposes and the generated
hydro-power is exported under barter arrangements with Uzbekistan and Kazakhstan.




surplus in the capital account and Paris Club debt restructurings, official gross reserves
reached 4.5 months of imports by year-end.

10.  Despite the revenue shortfall from Kumtor, the end-September 2002 fiscal
targets were met. In the first three quarters of 2002, the fiscal deficit was 4.7 percent of
GDP—lower than the program ceiling of 5.6 percent of GDP mainly on account of lower-
than-projected public investment spending. The tax collection target was met mainly through
strong administrative measures. Special task forces were set up both at the central and local
government levels to increase tax collection and reduce arrears. In addition, customs
collection increased by 39 percent during the first nine months reflecting improved
administration. Weaker tax revenue in October and November suggests, however, that the
good revenue performance in the third quarter was in part achieved through advance
payments. At end-September, there were no outstanding budgetary arrears by the central
government on items covered by the performance criteria.® However, the continuous
performance criterion on the non-accumulation of external arrears was breached, but the
underlying obligation was cleared in late Januvary 2003.°

11. The program targets on net

international reserves (NIR), and net Contributions to Broad Meney Groewth,
domestic assets (NDA) were observed with Dec. 2001-Dec. 2002

. . . {P t. i
wide margins (Figure 1). NIR exceeded the w reeniage pone)

programmed floor by 23 percent of reserve
money as the NBKR bought $ 9.1 millien from
the foreign exchange market in July-
September. The resulting growth in broad
money reflected a significant remonetization of
the economy. NDA were below the adjusted .
program ceiling by 6.3 percent of reserve
money as part of the foreign exchange inflow
was sterilized by increasing government £ KA e A

deposits in the central bank. Credit growth to ) Mediun Term NEK Obligations =~ Growhofbread moncy
the private sector remained moderate M i

during 2002 (6.7 percent at end-November).

Dec. 01 Mar. Jun. Sep. Pec.02

® Other arrears, notably those on VAT refunds and counterpart financing of the PIP, also
declined during 2002.
? An international arbitration tribunal in Stockholm, ruling on a commercial dispute related to

the failed privatization of KyrgyzTelecom, determined a fee of $1.5 million to be paid for
Raiffeisen Bank by July 12, 2002. This payment remained in arrears until late January 2003.
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Figure 1. Kyrgyz: Performance Under the Program

(December 2001-September 2002)
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12. The end-September 2002 structural performance criteria and benchmarks were
observed. Several amendments to legislation were presented to Parliament. According to
these amendments, in liquidation cases, the court should accept only a bank’s financial
statement confirmed by the NBKR as the factual representation of that bank’s financial
position (a performance criterion). Amendments to the Law on Licensing (structural
benchmark) stipulate that licensing associated with financial institutions will be regulated
only by banking laws thus removing an inconsistency with the Law on Licensing. Following
discussions with the Fund-World Bank FSAP missions (structural benchmark), the NBKR
also introduced stricter supervisory standards and approved a banking sector reform strategy.
On the other hand, the NBKR also experienced some setbacks. The liquidation case against
Asia Universal Bank, whose asset quality remains dubious, was rejected by a court in the
absence of sufficient evidence. In addition, the central bank lost a court case against Krambds
Bank last summer, and, in September, was ordered by a court to return the license to Issyk
Kul Bank.

13.  Progress was made in fiscal reforms. The government issued a resolution to
increase enforcing and monitoring powers of the Large Taxpayer Unit (performance
criterion). The Treasury established a new Financial Division which prepared its first short-
term cash flow forecast (structural benchmark). Finally, the government approved the
restructuring plan for the Ministry of Finance. It includes a reduction of overstaffing, a
reorganization of the departments with emphasis on policy-making and streamlining
budgetary processes (structural benchmark). In addition, the NBKR and the Ministry of
Finance, with assistance from an MAE mission, concluded the regularization of their
financial relations."®

14.  The privatization of strategic state-owned enterprises is moving ahead. A tender
for KyrgyzTelekom was issued on September 9, and closed on December 10, 2002: 13 offers
were received, all from foreigners. In collaboration with the World Bank, the authorities are
revising their strategy for energy distribution compantes (DISCOs) and are considering giving
at least one DISCO in concession to a foreign managing company. In April, 2002, the
government also took steps to reduce the quasi-fiscal deficit by cutting the number of
privileged users and increasing electricity tariff on households. The World Bank had
projected that, as a result of these measures, the quasi-fiscal deficit would decline by

two percentage points to 4.1 percent of GDP by end-2002. However, more recent data
suggest that the increase in tariffs was in part offset by lower collection rates and increased
“technical losses,” including theft.

19 As part of this operation, som 2.7 billion of interest bearing government securities were
issued to the NBKR to substitute for noninterest-bearing securities with infinite maturity.
Som 350 million were marketable T-bills. The agreement between the Ministry of Finance
and the NBKR follows the Fund Safeguard Assessment recommendations (see

Appendix VII).
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IV. REPORT ON THE DISCUSSIONS

15.  The authorities’ draft National Poverty Reduction Strategy (NPRS) provided the
basis for discussions on the medium-term strategy. The NPRS underlines that continuous
poverty reduction can be achieved only with sustained economic growth. In 2003-2006 and
beyond, real GDP is projected to increase on average by S percent a year mainly through
productivity gains stemming from structural reforms and more efficient use of capital and
labor (Figure 2)."" The authorities argued that this projection, which is the baseline scenario in
their NPRS, represents a conservative estimate. The NPRS high-case scenario assumes that
GDP could grow by 7 percent a year in the event that the authorities are successful in their
efforts to attract more foreign direct investment. However, the effect of the 1998 Russian
crisis, volatile energy exports, and the large impact of the recent landslide at the Kumtor gold
mine underscore the vulnerability of the Kyrgyz economy and the need for caution in growth
projections. Under any scenanio, the medium-term strategy needs to aim at diversifying the
economy by fostering export-led growth supported by small and medium-size enterprises.

A. Medium-Term Strategy

16. The strategy discussions focused on alternative policies to attain a S percent
growth path under three constraints: the projected decline in gold production, the need
to lower external debt, and low domestic savings because of high poverty. To achieve the
growth objective, export volumes should grow 4.5 percent a year during the remainder of the
decade. The negative impact of the declining gold production should be offset by other

ma'nufaCtunng enterprlses, agrlculture, and Kyrgyz Republic: Nominal and Real Effective
tourism. The authorities agreed that inflation Exchange Rate, 1995-2010

should stabilize at 4 percent a year to allowa |, (Index, 1995 ~ 100)
continued relative price adjustment of public

age, . 0
utilities. . REER 1/
80
Strong productivity growth is critical to
preserve cost competitiveness and boost
nongold exports. Productivity growth in the a0
tradable goods sector is expected to be about |,
2-3 percentage points higher than in the

60

0 A 1 A Fl I L
nontradable sector and—because of the low 995 197 B9s 2001 2003 2005 2007 2009
starting level—also hlgher than in competltor Sources: Kyrg yz autherities; and Fund staff estimates.
. . . 1/ Based onunit labor cost relative to imdustrial countnes, Kazakhstan, and Russia.
countries. This should, in the absence of 2002-2010 are projections

external and domestic shocks, ensure a

! Recent and prospective sources of growth are discussed in the Selected Issues paper
Chapter IL.
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Figure 2. Kyrgyz Republic. Baseline and Low-case Scenarios
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competitive real exchange rate.'” Real wages are expected to grow less than productivity
because of high (hidden) unemployment.” However, wage restraint is still necessary because
of the current low profitability of the tradable goods sector. The authorities argued that their
strategy hinges on open access to foreign markets of Kyrgyz exports. They stressed that tariff
and nontariff barriers are currently hindering trade with Uzbekistan, Kazakhstan and Russia.*
Staff agreed with the need to reduce trade barriers, but noted that a strong cost
competitiveness could in part compensate for the extra transport costs, and help Kyrgyz
producers gain market shares. Nevertheless, staff advised the authorities to search the
cooperation of neighboring countries to remove unofficial constraints in the context of the
CIS7 initiative and through WTO.

17.  The debt strategy targets reducing the net present value of external debt from
213 percent of exports in 2001 to below 150 percent by 2007. To achieve this target, 1t will
be critical to reduce the fiscal deficit, promote export growth, and be cautious in external
borrowing. To lower the public external debt to the targeted level requires decreasing the
primary fiscal deficit from an average of 7' percent in 1996-2000, to below 1 percent

by 2006. This could be achieved mainly through streamlining the Public Investment Program
and improving tax collection.'® Such an ambitious fiscal adjustment is consistent with an
average current account deficit of about 4.3 percent of GDP in 2003-2006. Assuming an
increase in FDI inflows, low interest rates on loans relative to the targeted GDP growth, and
some real appreciation of the som, debt dynamics suggest the NPV debt-to-GDP ratio would

12 The real exchange rate (measured by relative unit labor costs) depreciated by about

40 percent in 1996-2001. As of end-September 2002, the average monthly dollar wage at $32
is significantly lower than in major trade partner countries (in Kazakhstan $133; in Russia
$142). Real exchange rate developments are analyzed in detail in the Selected Issues paper
Chapter I11.

1 Some estimates suggest that the true unemployment rate (including the hidden surplus of
labor) could be as high as 20 percent compared with the official unemployment rate of about
8 percent in 2002. Although the open employment is expected to increase only slowly, growth
will be supported by a declining hidden unemployment which would be reflected in higher
total factor productivity.

' Trade restrictions against the Kyrgyz Republic are analyzed in the Selected Issues paper
Chapter IV.

' Tax collection is expected to improve in the medium term as the VAT tax base will be
broadened to increasingly include agricultural produce and as the newly-organized Large
Taxpayer’s Unit will gradually become more effective. These reforms are expected to more
than offset the decline in revenue from gold production in the medium term. Revenue from
Kumtor is expected to decline from 1.1 percent of GDP in 2003 to 0.6 percent of GDP in
2006. Gold production from Kumtor is expected to cease by 2010 while some new, albeit
smaller gold deposits are expected to come on stream (e.g., the Jeeroy mine).
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more room for social spending, the authorities atm at improving tax collection and reallocating
public resources from nonproductive uses to social purposes. The staff stressed that because
of the narrow room for maneuver in macroeconomic policies, the authorities should avoid
higher fiscal deficits to finance social spending but instead seek grants to help finance specific
poverty reduction programs. At the same time, they should be cautious not to establish
unsustainable spending mechanisms with temporary foreign aid.

B. Policy Mix for the Second-Year Program

21. The key macroeconomic objectives for the second-year program are a return to a
higher growth path while continuing with low inflation. With the recovery of production
at the Kumtor gold mine, the staff believes that the authorities’ growth projection of

5.2 percent is feasible. The targeted 12-month rate of inflation of 4.4 percent incorporates a
onetime increase in prices because of extending VAT'” to large agricultural producers in

April 2003 and implies a 3 percent underlying inflation.

22.  Tax reform was the most difficult topic in program discussions. The mission
pushed strongly for introducing significant but politically sensitive measures to broaden the
tax base—the extension of the VAT to large agricultural producers, VAT on utilities and
higher electricity tariffs, and higher land tax rates. After difficult and lengthy discussions, the
authorities agreed to present to parliament a proposal to extend the VAT to large agricultural
producers.’® This measure is expected to generate 0.3 percentage point of GDP in additional
tax revenue in 2003, and more than one percentage point over the medium term. On power
tariffs, the authorities requested more time to study the poverty implications and consult with
the World Bank staff. ** The mission also proposed a 20 percent increase in the land tax rate to
strengthen local governments’ revenue base and increase Social Fund payroll contributions
from the agricultural sector.” The authorities were not, however, in favor of this proposal
given the present sensitive political situation.?' The mission also discussed the authorities’
proposal to reduce excise taxes on gasoline. It pointed out the revenue-reducing impact of
such a measure, and the authorities decided to set up a working group to study this matter

' For a detailed analysis of this measure, see the Selected Issues Paper, Chapter V.

'® The Parliament is expected to approve the tax policy package as a prior action before the
Board meeting scheduled for February 19, 2003.

1 Energy sector reform, including the tariff increases, is subject to World Bank conditionality
under the program supported by the Consolidated Structural Adjustment Credit.

% Social security contributions of the agricultural sector are based on the land tax.

2! Since the events in the southern part of the country in early 2002, where five people were
killed during a violent repression of a demonstration, the political situation has remained tense.
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decline to around 50 percent by 2007 from 81 percent in 2001. Assuming a debt stock relief
from Paris Club creditors after a successful implementation of the current PRGF-supported
program, this ratio would be consistent with the NPV public debt-to-exports ratic of about
145 percent.

18.  The agreed medium-term strategy (2003-2006) is consistent with the original
program’s saving-investment analysis (Table 4). The investment ratio is projected to
increase to 23.5 percent in 2006 from 19.4 percent in 2002. This is congistent with a 5 percent
growth rate even if the efficiency of investment would decline somewhat from its average
1996-2001 level. Private investment should drive capital accumulation as the externalty
financed Public Investment Program will be streamlined from 5.1 percent of GDP in 2002 to
3 percent by 2006 and kept at that level from then on. For private investment including FDI,
the business climate needs to improve significantly which calls for a comprehensive
govemance reform to reduce corruption and state capture. The increase in national savings by
2.9 percentage points of GDP over 2002-2006 would reflect the fiscal adjustment and
improved enterprise profitability through productivity gains. To promote private savings and
mmprove the efficiency of financial intermediation, the reform of the banking system is
important. The use of foreign savings to finance investment could increase by 1.3 percentage
point of GDP between 2002 and 2006 as a somewhat higher current account deficit,
supported by foreign direct investments,'® is consistent with the debt sustainability target.

19.  The authorities are aware that poverty reduction objectives and parliamentary
and presidential elections in 2005 are likely to increase pressures for higher fiscal
spending. These pressures and the difficult task of reducing corruption and state capture are
the main risks for the success of the strategy. Renewed fiscal slippages and a failure to
improve business climate could trigger macroeconomic imbalances through rekindling
inflation and depreciating nominal exchange rate. Inflation could rise to 7-8 percent and
undermine competitiveness. Such policy slippages would lead to the low-case scenario of
Figure 2. In this scenario real GDP would grow on average by only 2% percent a year with
export volumes rising only by 2 percent a year in 2003-2010. External debt ratios would start
growing rapidly again in 2006 even with the debt stock relief from the Paris Club.

20.  Given the weak financial position of the government, the authorities count
mainly on economic growth to reduce poverty. According to World Bank estimates, for
every 1 percent growth in per capita consumption, the headcount index of poverty declines by
0.8 percentage points. Therefore, even without changes in income distribution, the baseline
scenario would result in a decline of poverty by 15 percentage points by 2006, To generate

'S In 2002-2006, FDI flows are projected to increase from 1 percent of GDP to 2.4 percent of
GDP, a level significantly lower than the average of 4 percent in the second half of the 1990s.
These investments are expected to concentrate in gold mining, light industry, food
processing, and tourism. '
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23 Several other factors will help raise revenue collection in 2003. In particular,
revenue is expected to increase once the Kumtor gold mine resumes normal operations and as
several of its tax holidays expired in the second quarter of 2002.% In addition, the full-year
effect of the recent elimination of various VAT exemptions, the introduction of the excise tax
on jet fuel, and the removal of the VAT exemption on PIP imports are expected to improve
revenue collection next year. In the 2003 budget proposal, the authorities also introduced a
new property tax, a higher excise tax on liquor, and higher presumptive tax rates. Based on
the work of the FAD environmental mission, a unified environmental tax will be introduced to
replace the existing various fees.” Overall, the general government tax-to-GDP ratio is
expected to increase to 18.0 percent of GDP in 2003 from the projected 16.9 percent in 2002

(Box 1).

Box 1. 2003 Tax Policy Package
Items Revenue Impact
(in percent of GDP)

New Measures 0.7
VAT on large agricultural producers 03
Higher presumptive tax rates 01
New property tax 0.1
Higher excise tax on liquor 01
Improved tax administration 0.1

Other Factors 0.5
Elimination of VAT exemptions and excise tax on jet fuel 0.1
Higher Kumtor revenue collection 04

Total Impact 1.2

Source: Staff estimates.

24.  Expenditure policy will support the NPRS’s poverty alleviation objectives. As
regards government wages, the 2003 budget allows for an average increase of 8 percent,
When applied selectively, this would help address the low wage level of key civil servants and
support efforts to fight petty corruption. In line with the authorities’ poverty reduction
objectives, spending on education and health could increase by 5 percent in real terms. To
compensate for the likely price impact of introducing the VAT on large agricultural producers,
the 2003 budget provides for a 20 percent increase in key social benefits starting from

April 2003, In addition, an 8 percent pension increase was tentatively included in the 2003
budget awaiting the results of an updated assessment of the Social Fund'’s financial position
during the February 2003 mission.

% In the second quarter of 2002, Kumtor started to pay the profit tax, emergency fund tax,
and the mineral resource tax.

# Macroeconomic aspects of environmental issues in the Kyrgyz Republic are analyzed in the
Selected Issues paper, Chapter VL.
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compensate for the likely price impact of introducing the VAT on large agricultural
producers, the 2003 budget provides for a 20 percent increase in key social benefits starting
from April 2003. In addition, an 8 percent pension increase was tentatively included in

the 2003 budget awaiting the results of an updated assessment of the Social Fund’s financial
position during the February 2003 mission.

25.  The economic strategy calls for a cautious monetary policy to keep inflation low
and ensure cost competitiveness of Kyrgyz exports. In 2002, the strong growth of
monetary aggregates reflected an increase in the demand for som-denominated assets, mainly
for transaction purposes.”* Som broad money would grow less in 2003, by 15 percent,
consolidating recent gains in monetization. Demand for som real balances is projected to
grow by 6 percent during 2003 compared to a preliminary estimate of a 22 percent increase
in 2002. Financial despening is expected to continue also based on further banking sector
reforms supporting the recovery of the private sector. Against this background, the end-
March 2003 NIR target aims at increasing foreign reserves by $24 million from the end-
September 2002 level of $81 million. The program’s NDA target for end-March 2003 reflects
an increase in government deposits in the central bank to help sterilize the monetary impact
of the expected capital inflows.

26.  The authorities shared the staff’s concern that the recent rapid money growth
could raise inflation expectations. They assured that any signs of rekindling inflation would
prompt them to tighten monetary conditions. The staff pointed out that instead of foreign
exchange interventions, this would require more active sales of NBKR or treasury bills. The
NBKR’s capacity to influence monetary conditions through open market operations has
improved as, in addition to its own bills, the stock of T-bills recently doubled with the
issuance to the NBKR of interest bearing short-term government securities.

27.  The mission recommended that the NBKR continue its exchange rate policy of
managed floating. The authorities agreed that, in general, the NBKR should intervene in the
foreign exchange market only to smooth temporary variations of the nominal exchange rate
and strengthen the official reserve position. Leaning against a nominal appreciation, as has
been done during 2002, was considered justified because of the need to increase reserves
while preserving the tradable good sector’s competitiveness. To reduce its operating costs,
the NBKR requested Fund support in moving from quarterly to annual audits of its foreign
reserves as auditors have not found any weaknesses in reserves management in the past three-
year period of quarterly audits.

28. On trade policy, staff stressed the need to preserve a liberal and low-tariff trade
regime. The authorities should refrain from introducing new seasonal tariffs (such as the

**During January-November 2002, cash in circulation increased by 36 percent compared with
a 34 percent growth in som broad money. Deposits increased by 24 percent.
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temporary duties imposed on Kazakh wheat this harvest season) or nontaniff barriers on
agricultural or other imports. The authorities intend to approach neighboring countries with
specific proposals to reduce regional trade restrictions, such as transit fees and other nontariff
barriers to market access. The exchange regime remains free of restrictions. In accordance
with WTO commitments, the tariff structure has been simplified to comprise 4 bands, with an
average rate of 5.1 percent. '

29.  The staff and the authorities noted that the debt-reduction strategy was on
track. Foreign borrowing has declined and any further contracting of public or publicly-
guaranteed debt has been restricted to loans with a grant element of at least 45 percent.
Negotiations with Paris club creditors have been completed. Of non-Paris Club creditors,
only Uzbekistan, Pakistan, and the Kuwait Fund have not yet rescheduled their claims on
comparable terms, An updated debt sustainability analysis suggest that if the PRGF-
supported program is implemented successfully, and a stock of debt relief is granted, the
Kyrgyz Republic’s external debt could reach manageable levels in the second half of the

decade (Box 2).

Box 2: Debt Sustainability
The updated debt sustainability analysis is based on the baseline scenario summarized in Figure 2. The
weakening of the indicators between the approval of the program and the first review was mainly due to the
reduction in the applied discount rate. New simulations suggest that the external debt could become sustainable
in 2007 when assessed by the NPV of debt-to-exports and debt service-to-fiscal revenue ratios. In part, the
more favorable outcome than projected at the time of the approval of the PRGF arrangement is due to a lower
starting level of the external debt reflecting lower-than-expected current account deficit in 2001-2002. In
addition, exports of services are projected to be stronger because of increased tourism and higher spending of
the international military base. Also, the latest simulations take account of the donors’ pledges for increased
concessional financial support.

Naturally, the cutcome of these simulations is sensitive to several factors. In particular, with lower growth of
exports and weaker fiscal adjustment, the debt dynamics would be significantly less favorable. As indicated in
the low-case scenario of Figure 2, and discussed in paragraph 20, a 2-3 percentage points lower growth of
output and exports would not only keep the external debt at unsustainable levels throughout the decade, but
even lead to increasing debt ratios.

-[ NPV of debi-to-export NPV of de bi-io-government ravenues
1200 500.0
4300

0.0
400.0

1308
3500

160.0 3000 5

140.0

1200

V500 ‘
i |
T T T " 100.0 "

2001 2002 2063 04 200% i) 27 X089 2018 2001 002 2003 004 2005 2006 2007 2008 2005 20i0

160G

First review mcrmee St c00d rEViEW — ——~Original program Fisst review ———Secnnd review —— — - Original program

Source: Ministry of Finance and staff calculations.




-20-

C. Structural Reform Agenda

30.  Discussions on structural reforms focused on two issues: a banking sector reform
and governance. Despite the progress made in recent years towards consolidation and

stabilization, the banking sector remains small and financial intermediation is low even by CIS
standards. The high proportion of cash to deposits

highlights the poor confidence in banks. The Financial Deepening
-authorities recognized the need for strict 050 (average of 2001 and 2002 data)
- enforcement of prudential regulations to reduce | o o Y e )
bank vulnerabilities and improve public trust in L oan

banks. Discussions on the banking reform were
closely coordinated with the staffs of the World
Bank, the Asian Development Bank {AsDB), and
the EBRD. Based on the recommendations of the
recent FSAP missions (Box 2) a detailed banking o1

Broad MonenybP

sector reform program was designed. It aims at -
stronger bank. supervision, better regulatory ) ° e L5 |
framework, divestiture of the state-owned banks, Source: Staff estimates. }

strengthened debt recovery, and improved
payments system (see Second-year Memorandum of Economic Policies (SMEP), Box 1). The
second year program identifies one performance criterion and three benchmarks that are most
critical for the success of the program (see SMEP, Box 3).

Box 3: Main Recommendations of the Financial Sector Assessment Program
Bank governance and the banking system need strengthening, To encourage strategic investors, the
government should cancel the 15 percent ownership Hmit for legal entities. The NBKR should gradually raise
Minimum Tier 1 capital, and place increasingly rigorous restrictions on specialized banks. Resolution plans for
Kairat and the Savings and Seitlement Corporation need to be finalized and implemented.
Banking supervision needs further improvement. The Banking Law should be the sole legal source for bank
licensing; moreover accounting practices need to improve as well as the regulatory framework for risk
management, Measures that may take longer to carry out include providing legal protection for NBKR
employees and third parties doing work for the NBKR; and empowering the NBKR to oppose the appointment
of, or require replacing, external anditors. '
Weaknesses in the judicial and legal system, which constitute an impertant barrier to financial sector
development, need to be addressed urgently, The government needs to make the judicial system more

cfficient, effective, independent and accountable. Lawmaking should become more efficient and transparent.

The payment system is slow and inefficient, but it does not pose a systemic risk, The authorities are
finalizing plans for modernizing the system to bring it up to international standards. Implementation will,

however, require much resources and management time,

Authorities should press ahead with efforts to address the carrent weak legal framework against money

laundering and terrorism financing, The parliament should pass the draft AML/CFT law in the near term, and

the NBKR should arrange enough resources and training to ensure effective implementation. Law enforcement

bodies should develop an understanding of relevant banking issues and fully implement criminal investigative

and prosecutorial measures.

Transparency practices in monetary policy, banking supervision, and payment system oversight are

generally good, but could be improved. Changes might include explaining changes in monetary policy on a

more systematic and timely basis; regularly reporting on internal governance procedures; and introducing a more

formal approach to seeking public comments on proposed changes NBKR policies.
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31.  The authorities recognized that a governance reform was necessary for better
business climate and foreign investments,
According to recent surveys, enterprises,
households, and public officials perceive basic
public institutions as corrupt. The authorities
acknowledged that this undermined the
legitimacy of the government and helped vested
interest capture the state. In particular, they were
concerned that mainly small and medium-size
enterprises—the engine of growth in transition
economies—were negatively affected in this
environment. Staff noted that good governance 50

was also necessary to attract foreign direct RS T
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32. The President reiterated his support for a concerted action plan to tackie the
governance problem. The second-year program includes a comprehensive governance
reform detailed in Box 2 of the SMEP. This initiative combines the main features of the work
under the PRGF-supported program, the AsDB’s Corporate Governance and Enterprise
Reforms Program, the AsDB’s Custom Modernization Project, and the World Bank’s
forthcoming Governance Structural Adjustment Credit. The focus is on: (1) setting up a
stakeholder institution for good governance; (ii) promoting public awareness; (iii) improving
efficiency in public administration; (iv) strengthening corporate governance; and

(v) reforming the judiciary. Of these measures, the authorities chose one performance
criterion and two structural benchmarks for the first half of the second-year program. Further
benchmarks will be set out for the midyear review of the second-year program (see SMEP,
Box 2).

33.  On privatization, as mentioned before, a tender for KyrgyzTelekom was issued,
but the other enterprises will need essential restructuring before privatization.”
KyrgyzAir’s debt restructuring negotiations with the government are underway. Privatizing
the distribution companies of the former Kyrgyz Energo and of KyrgyzGas will take more
time than envisaged in the original program. The authorities are working with the World
Bank staff to review the reform agenda in this area. The World Bank staff is considering
concession arrangements and foreign management contracts instead of privatization to

% Potential proceeds from the sale of KyrgyzTelekom have not been included in the program
at this stage. In case of a successful completion of the privatization, the proceeds will be
deposited in a special account at the NBKR. The fiscal and monetary implications of this
privatization will be incorporated in the program at the time of the third review expected to
be completed in June 2003. ' :
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improve efficiency in the energy sector. The staff concurred with the authorities that no
conditionalities should be introduced on privatizing these companies at this stage.

D. Statistical Issues

34.  The authorities have been working with international financial institutions
(IFIs) and bilateral donors to improve national account statistics. The National Statistics
Committee {NSC) is expanding the use of household surveys to improve the quality of the
data. The current focus is on discrete quarterly GDP data, and on wages and unemployment.
As regards GDP, the particular problems include monthly data for the construction sector and
for spending on capital goods, both of which systematically understate true values. The
estimates are corrected only in the last quarter of the year, or later. As for prices, the PP1
coverage has expanded which improved its reliability but the calculation of the GDP deflator
needs improvement. The NSC is preparing a report on the 2002 agriculture census. It will
provide a better and much needed review of the largest sector of the economy. The recent
data ROSC ascertained the need for training and updating procedures.

E. Program Financing and Monitoring

35.  The second year program is fully financed. Paris Club debt rescheduling will
complement disbursements by the World Bank and the IMF. Gross reserves arc expected to
be slightly higher—at 4.7 months of imports—by the end of 2003 than in 2002. This level
was considered appropriate in view of the Kyrgyz economy’s vulnerability to external shocks
and high external debt.

36.  Propoesed prior actions, quantitative and structural performance criteria, and
structural benchmarks are specified in the authorities’ SMEP, Table 1 and Box 3. To
better monitor the collection of the social security contributions, a floor on payroll tax
collections in cash is now proposed as an additional performance criterion. Another new
performance criterion would cover outstanding arrears of Social Fund transfers to the
Medical Insurance Fund to help finance the World Bank and USAID sponsored health sector
reform. Amendments to the July 2002 TMU clarify the definition of external arrears to
encompass claims from overdue commercial obligations. Discussions with staff for the third
review are expected to take place in May 2003. The review will focus mainly on progress
made in governance reform.

V. STAFF APPRAISAL

37.  The authorities’ candid assessment of their performance under the previous IMF-
supported programs is welcome. The current emphasis on realism and pragmatism bodes well
piven the challenges ahead. The fact that the fiscal program and debt reduction strategy are on
track suggests that the lessons from the past have been learned.

38.  Given the ambitious medium-term strategy of the authorities, the need for strict policy
discipline is critical. Poverty reduction, the projected decline in gold production, and the high
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external debt are constraints that put the economy on a narrow path where slippages could
easily lead to a vicious cycle. Expansion of nongold exports is the key to reach the medium
growth objective and this requires strong commitment to foster productivity growth and
contain inflation. The staff is pleased to note that the authorities share the understanding of
the importance of maintaining, or even improving, the current level of cost competitiveness
and realize that this calls for a wage policy based on real wages increasing only through
productivity growth.

39. ' Under the current PRGF-supported program, the Kyrgyz authorities are to be
commended for their good policy performance. Price stabilization continued in 2002, and the
dip in real GDP is expected to be reversed this year. However, the temporary output decline
underscores the need to diversify the economy and to work with neighboring countries and
the international community to reduce trade restrictions in the region.

40.  The observance of all fiscal targets was a commendable achievement in view of the
shortfall of revenue from Kumtor. However, the good performance in 2002 1s unlikely to be
sustained without further reforms in tax administration and broademng the tax base. The
government’s commitment to extend VAT to large agricultural producers in the current
politically sensitive environment deserves appreciation. Staff also welcomes the new action
plan for the LTU since it addresses the basic structural weakness in the Kyrgyz tax
administration. If fully carried out, this reform would go a long way to reduce the scope for
corruption. The impact on prices of the VAT extension has been considered and
compensatory measures for the poor are included in the 2003 budget. The staff supports this
approach.

41,  Monetary policy has been successful in containing inflation while allowing
remonetization of the economy. Recent purchases of foreign currency have accommodated
the increased demand for local currency, and prevented excessive nominal appreciation, with
harmful effects to competitiveness, which is deemed satisfactory at its present level. Against
this backdrop, the policy of managed floating of the exchange rate has been appropriate. If
there are any signs of accelerating inflation, however, the central bank should react promptly
by tightening monetary conditions through open market operations using government
securities and its own bills.

42.  Staff notes with satisfaction that the external debt strategy is on track. In the coming
two years, the authorities must carefully follow this strategy placing emphasis on further
fiscal consolidation and avoiding slippages especially prior to the forthcoming elections

in 2005. The Ministry of Finance has done a good job in completing all bilateral
reschedulings with the Paris Club creditors. It is important that all non-Paris Club creditors
also agree on comparable terms,

43.  After ten years of transition, the agenda for structural reforms remains to be
completed. At the present stage the greatest need is in the areas of governance and banking
sector reforms. The civil society’s perception of the legitimacy of the government is low and
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vested interests and state capture undermine the opportunities of small and medium size
enterprises. Strong support from the highest level of the government is essential to guarantee
the success of the governance and banking sector reforms. If these reforms are not pursued
with vigor, private sector investment and growth will be undermined

44,  Looking ahead, the main downside risks are financial instability and, over the
medium term, a low-growth trap. The high external debt leaves no room at all for policy
failures. Fiscal slippages would be particularly-dangerous. In such a scenario, the Paris Club
concessional stock rescheduling would be unlikely and the targeted gains in poverty
reduction elusive. The staff notes that political factors may cause the authorities to be
cautious in introducing strong measures when the 2005 elections approach. The cost of any
delays must, however, be also factored in as weak policies would only increase the need for
adjustments later on.

45.  While the program faces risks, the staff believes that they are manageable. The good
track record in 20012002 proves that the Kyrgyz authorities have the capacity to succeed in
a difficult environment, As the policies are on track, and the breach of the performance
criterion was smal! and has been corrected, the staff supports the authorities request for a
wailver and the completion of the second review under the PRGF. Also, the staff supports the
NBKR'’s intention to move fo an annual cycle in auditing its foreign reserve management.

46.  [sit expected that the next Article IV consultation with the Kyrgyz Republic will be
held in accordance with the provisions of the decision on consultation cycles approved on
July 15, 2002.



Table 1. Kyrgyz Repubiic: Quantitative Program Targets 1/
{In millions of soms, unless otherwise indicated, eop)

2001 2082
December March March June June Seplember September
Performiance Benchmarks Performance
Criteria Criteria
Actual Adjnsted Actual Adjusted Actual Program Adjusied Actual
I Perfortmance criteria
1. Floor on niet international reserves of the NBKR in cenvertible currencies 193 0.6 5.6 437 584 57.6 484 70.9
(eop atock, in millions of U S. doliars) 2/ )
2. Ceiling on net domestic assets of the NBKR (ap stock) 3/ 1,257 1,090 803 2,566 2,438 1987 2436 2,067
3. Ceiling on cumulative fiseal deficil of the siate governant 4/ 1,296 5/ n.a. 2276 na. 3,307 4948 na. 4,047
4. Cumulative ffeor on state Bovemment taX collectons in cash 6/ 2,929 na. 5008 n.a. 7,508 10,016 A, 10,359
3. Ceiling on the stock of central gavernrment budget arrears 7/ . [ na. 0 n.a. 30 0 na. 0
6. Ceiting on the stack of Social Fund pension armears 12 XY 0 na, 92 0 na. 0
7. Fioor on payroll collections in cash of the Sacial Fund §/
&. Ceifing on the stock of Social Fund arrears fo the Medical Tnauranee Fund 711
$. Ceiling on canmacting or guarantesing by the stale govermment or NBKR of new 0 . 1} mna. 1] 0 LER I+
external debl of less than one year (in millioas of U.S. dollars) 5/ 10/
10, Ceiling on contracting or guaranteeing by the state govermment or NBKR of new 0 na. 0 na, 0 0 na. i3
noncencessional external debt {cummulative, in-millions of U.8. dollarg) 11/
11, Ceiling on new extemal payment srrsars (in millions of L1.8. dollars) 10/ 0 na. 1] na. 1} 0 na. 15
Il Indicative targets

i. Ceiling on reserve money (NBKR liabilities) 5,359 4,853 5,626 5,602 6,164 5,700 3,760 6,786

Sources: Dala provided by the Kyrgyw authorities; and Fund staff estimates and projections.

1/ Until September 2002, foreign exchange components valued al the exchange rate US$1 = som 49, goid holdings valued at US$265 per otince, SDR valued ai SDR | = US81.259. Starting December 2002, foreign exchange
components valued at the exchange rate US$1 = som 47, gotd hioldings valued at US$322 4 per vunce, SDR valued at SDR | = US$13186. Targets exclude claims and liabilities to BRO counies. '

2! As defined in the Technical Memorandum of Undemstanding (TMU), excludes, ameng others, swaps and international reserves of the NBKR that are pledged or blacked.

3/ Ag defined in the TMU, excludes, among others, the counterpart of the loan by the Eximbank of Turkey and the EBRD/IDA enterprise loan which are channeled through the NBEK.

4/ Asdefined in the TMLU, state govemnment camprises central and tocal govemments. For March 2003, cumulative begins an Qctoker 1,2002. For December 2003, cumulative beging on October 1, 2003,

5/ The deficit for the fourth quarter of 2001 is adjusted far interest payments Tescheduled by the Paris Club {som: 172 miltion),

&/ As defined in the TMU, includes, among others, collection of tax arvears bl excludes, among others, tax offsets. For March 2003, curnulative begring on October 1, 2002, For Decemnber 2003, cumulative beging on Octeber 1
2003. .

7 As defined in the TMIJ, central Eovernment budge| arears comprise, among others, wages, payrell centributions and mandatory transfers to the Social Fund, categorical grants, payments to KyrgyzEnerpo, and allowances ta
poar families from September 2002 onwards. '

#/For March 2003, cumutative begins an Oclober ¥, 2002. For December 2003, sumulative beging on October 1, 2003.

% Extemal debt is defined in the TMU us in Executive Board's Decision no. 12274 {00/85) of Auguat 24, 2000. Includes loans, leases, suppliers' credits and other instauments giving rise lo external debt.
18/ On a continuous bagis.

11/ As defined in the TMU, s debt is classified as concessional if ils grant element i at teast 45 percent, caloufated using a disconst rate based on the 10-year average of OECD commercial interast raference rates (CIRR), far
debts of maturity greater than 15 years; for debts of maturity 15 yoars o less, the discount rate should be based on the six month average of the OECD CIRR. The ceilings include joans, Ieases, suppiier’s credits and other
instruments giving rise to exlemal debt on nonconcessional terma. TME lending is excluded from the ceiling on new nonconcessional bomowing.

Adjustors

l. 'i“he tloor on net interatiomal ressrves of the NBKR, will ba adjusted: i) upward/downward by 100 percent for excesses/shurtfalls of the use of net foreign financing of the state govemment budget and cash granis; (i}
upwardidownward by [00 percent far excess/shartfall of cash privatization veceipts, The adjustment for shortfalls in adjustors (i) and (i) is limited to US$ 14 miltian each, vahied at the program exchangs rate, In the case of a
Telease of the NBKR's pledged foreign reserves, the NIR floar will be adjusted upward by 100 percent of the net effect of the releases and related amoriization paymenis.

2. The ceiling on net domestic assets of the NBKR will be adjusted: (i) downward/opward by 100 percent for excessssichortfalls of the use of nei foreign financing of the sate government budget and cash grants; {ii}
dovwnward/upward by 100 percent for excesafghortfall f cosh privatization receipts. The adjustment for shartfalls in adjustors (i} and (ii) is limited o US$ 15 million each, valued at the program exchange rate, excluding the
amertization payments for the release of the NBKRS pledged foreign reserves.

-Sz-



Table 2. Kyrgyz Republic: Prior Action, Structural Performance Criteria, and Benchmarks
Through end-September 2002

Structural performance criteria

Preliminary assessment and implementation

Submission to parliament of legislative amendmenis necessary to ensure that the
courls accept, as the representation of a bank’s financial position, the bank’s
financial statement as confirmed by the NBKR.

Implemented

Issuance of government resolution to convert the current Large Taxpayer Unit
(LTU) into a fully functioning LTU as specified by the recent FAD tax policy
mission in Section IV.F of its report on “Further Reform of Tax Policy and
Administration.”

Implemented

Structural benchmarks

[n consultation with IMF staff and based on the forthcoming FSAP missions’
findings, the NBKR will draft a strategy for further banking sector reforms.

Implemented

Establishment of a Financial Planning Division within the Treasury and production
of the first cash forecast of revenue and expenditure for the remainder of 2002.

Impiemented

Approval of the MoF restructuring plan as described in paragraph 11 of the
Supplementary Memorandum of Economic Policies (SMEP) and specified in
consultation with IMF staff on the basis of the recent FAD Public Expenditure
mission.

Implemented

Submission to parliament of amendments to the Law on Licensing as described in
paragraph 14 of the SMEP.

Implemented

_93-
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Table 3. Kyrgyz Republic: Selected Economic Indicators, 1999-2006

1999 2000 2001 2002 2003 2004 o0 2006
Actual Actual Actual Original  Revised New New Proj. Proj. Praj.
Prog. Prog. Prog. Prop.
GDP
Nomigal GDP {in billions of sorms) 487 5.4 73.9 502 81.5 715 853 933 102.1 .8
MNeminal GDP {in miHions of U.S. dollars) 1,243 i.368 1,525 1,637 1,663 1,049 1,813 1,986 2,172 2379
Real GDP {growth in percent) 37 5.4 53 4.5 4.4 0.8 52 5.0 50 3.0
GDP per capita {in 1.5, dollars} 255 278 308 324 333 330 3359 3189 422 457
*
Prices and wages f
Consumer prices {percent change, eop) 9.9 9.6 37 6.0 49 36 4.4 4.0 4.0 4.0
Consumer prices (percent change, avg) 15.9 18.7 7.0 15 4.t 2.3 42 4.0 4.0 4.0
Nominal exchange rate (eop) 453 489 47.7
Exchange rate {soms per U.S. doliar, average) s 478 48.4
Averape real wage (1994=100¢) 1180 120.8 133.4 135.8 137.8 1403 1443 148.2 152.5 156.9
Average monthly wage {in U.8. dollars) 4.7 24.7 28.8 312 .5 319 342 365 390 41.7
(In percent of GDP}
State government finances
Total revenue and granis 177 5.1 17.0 17.3 18.3 18.4 18.5 193 200 20.6
Tax revenue 123 1.7 2.4 13.8 138 13.4 4.6 15.2 15.5 la.1
Tatal expenditure {including net lending) 0.4 24.9 22 22.2 230 23.7 232 235 7 236
Non-interest curremt expenditure 17.3 i49 158 14.6 15.5 i6.4 14.4 0.9 16.9 I7.3
Public lnvestment Program (PP} G4 &8 44 3.5 5.4 5.1 4.5 4.0 35 .0
COverall fiscal balance {cazl basis) =119 -8.2 5.0 -4,9 =50 =56 4.7 ~432 37 230
Primary balance 1/ -9.0 -6.9 -1 -2.9 =31 =37 -7 -2.0 -1t 0.7
Primary balance (excl, P1P) .4 -2 L1 2.6 2.3 1.4 1.9 2.0 4 23
(Percent change, unless stated otherwise)
Money and credit 2/
Reserve money (end-of-period) 234 12.3 113 a0 8.1 387 6.5
Broad money {end-of-period) 339 1z.1 183 124 i4.1 29.8 113
Velocity of broad maney 3/ 8.3 10.0 94 10.8 3.8 7.6 12
Money multiplier L& 1.6 1.5 L6 1.6 1.4 1.5
Exrernal sector
Export growih (gouds and services, in U.8. dellars, percent change) -11.8 8.6 221 29 51 5.8 12,8 2.5 6.5 7.1
Import growth (goods and services, in U8, dollars, percent changs) -24.7 -7.2 -13.1 4.5 9.8 15.5 116 6.5 33 6.4
Current account balance {in percent of GDP) -15.7 -7.5 =33 6.3 -3.8 -2.8 4z 4.7 -4.2 -4.1
Gross internationat reserves (months of imports, end-peried) 4/ 3.4 4.4 4.1 37 4.6 4.5 4.7 4.8 4.5 4.5
External debt uuwlﬂnding-in percent of GDP 5/ 1093 111} 997 149 107.1 %6.1 922 3.6 T 3.0
Diebt service-to-¢expor ratio 7 1.7 213 9.1 134 130 14.0 5.0 19.8

Sources: Kyrgyz authoritics; and Fund siaff estimatey and projections.

1/ Gverall balance less accrued interest payments,

2/ Projections use program exchange rate,

3/ For 1997-2000, annuaiized quattarly GDP/end-of-period broad moaey, for 2001-2003, 12-ronth GOP/average broad meney for last two quarters.

4 (3ross reserves exclude international reserves of NBKR that are pledged or blocked.

5/ Excluding Kumtor,
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Table 4, Kyrgyz Republic: Medium-Term Projections, 1993-2006

1949 2000 . 2001 202 2003 2004 2005 2606
Actual Actual Actaal Orig. New Proj, Praj. Proj. Proj.
Prog. Prog.
(Annual percemtage change, unless otherwise stated}
Income
Nomanal GDP {in billions of soms) 487 65.4 738 362 713 853 933 102.1 1118
Mominal GDP {in millions of .S, dollars) 1243 1368 1525 1637 1649 1815 1986 2172 2379
GDP per capita {in U.8. dollars} 255 278 308 324 336 359 kY 422 457
Real GDP 37 54 5.3 4.5 0.8 52 5.0 5.0 5.0
Prices
GDP deflator 3746 73 7.3 82 4.0 LX) 532 42 42
Consumer prices (average) 59 8.7 7.0 7.3 23 4.2 4.0 48 44
Terms of trade ) 7.1 2.5 0.l 0.0 0.0 -0.1 0.4
‘Wages and employment
Average monthly waee (in U.S. dellars) 24.7 4.7 28.8 38 34.2 6.5 39.6 40.7
Real wage growth -9.0 23 165 50 2.8 28 2.8 29
Employment 15 02 @2 0.0 02 0.2 62 .2
(In percent of GDP)
Savings and investment balance
Total Invesment 18.0 20.0 18.0 16,1 19.4 20,3 223 23.0 235
Gevernment 10.5 81 5.3 6.3 62 53 4.9 47 4.5
PiP {Public Investment Program} 9.4 6.8 4.4 35 5.1 4.5 4.0 3.5 30
Other investment. (budget) 1.1 14 8.9 0.8 1.1 0.8 99 12 15
Non-government 7.6 119 127 9.8 13.2 15.0 174 183 9.0
Total domestic savings 2. 125 i4.7 9.8 1635 16.1 176 187 194
Government -3.2 21 1.0 0.8 6.1 0.2 03 4.5 11
Non-gavemment 5.6 4.6 15.7 9.8 16.4 159 173 18.2 18.4
Foreign savings 157 7.5 33 6.3 23 4.2 4.7 12 4.1

Sources: Data provided by the Kyrgyz authorities; and Fund staff estimates and projections.
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Table 5. Kyrgyz Republic: General Government Finances

2008 2062 2003 2004 003 2006
Annual Annwal Annual [A%] 4 Annual Qi Q2 Q3 4 Annus] Annual Annual Anntal
Act Onp. Rev. AcL Prog. New Prog, Pruj. Prog Prj. New Pruj.  Mew Proj. Mow Proj.  New Prop.
Prog. Prog. Prag.

[In millions of soms}

Tatal revenue and grants 15,051 17029 17303 4,656 4,878 6,553 3518 4,313 5,167 5,712 18,720 21,150 23,787 16,675
Toral revenue, of which: 14429 16634 16919 4,383 4,551 16,068 3299 4313 4,549 722 18,283 20,713 22,847 25,693
Tolal ax revenue . 11,696 14247 14§79 3609 3,725 13,100 2,507 3574 4,186 4,700 15,368 17,282 19,164 21,580
State taxes 9,188 11104 11248 2851 3,025 10,413 2,278 2937 3378 3,876 12,470 14,171 15,504 £7.952
Sociul Security Revenus 14 1,508 EIRL] 2031 768 piH 2,685 630 837 807 824 2,898 L 3,360 3614
{mnts 422 195 284 304 37 386 218 Q 218 o 437 437 G40 982
Tatal expendinzre 19,655 21447 22221 3,371 6,538 11,658 4872 5,408 5,503 6,885 13,068 23486 ¢ 28041 10,357
Current cxpenditure, of which: 15,744 16305 1T 4,136 4,869 16,886 31545 4574 4,550 5500 18,540 20,913 23,254 25,489
Wapes 3,550 3635 1890 949 LaLy 3,819 868 1172 L0432 1228 4312 4,847 5,494 6,084
Social fund expenditure 3,928 4472 4348 1,094 L,in 4,484 1,203 1,083 1,226 1,366 4,877 5383 5,828 6,297
[nteres: duc 1,228 1538 1577 153 544 EA419 163 7738 155 H03 5,702 2,073 2,621 2,611
Capital expenditure (in¢luding FIF) 3815 5072 5121 1,254 1,669 4,773 957 234 1,351 1,385 4,528 4,573 4,807 5,068
Financial balance 4,608 -4438 -4419 -674 -1,660 4,708 -1,354 1095 =718 -1163 -4,348 -4.336 -4.254 -3,882
Net lending -509 -573 =573 -112 -156 -579 -113 -5 -L13 113 -441 467 -510 -559
Accrz! surplus {+) / deficit {-) -4.099 -3845 -1846 -562 -1,404 4,126 -1,239 -980 -821 -1,048 3,888 3,359 -3,744 -3,324
Toial arrears and rescheduling 2 304 S0 =201 -151 -85 e -30 -1 -2l -35
Budger expendinure 2rrears 155 1] -173 122 -34 232 ¢ 0 0 4 ] d [} 9
Rescheduling of #xternal interest 27 13 [\ 0 1] Q 0 o g & 0 1] 1] t] )
Expendinire arrears of the Sacial Fund 144 -30 -2 -29 =51 az -0 -2 -1 -iQ 50 -1 pris =35
Cash surpius (+} / deficit {-) <3785 -391% 4047 2113 -1,489 43 -1,249 -1,000 -G3i 1,058 -3.938 -3.880 23,764 -3,359
Tow] fisancing 2,795 3915 4047 713 1,489 4,336 1,249 [RI] 41l 1,053 3.938 3,880 3,764 3359
External finencing, of which: 4,208 4571 4657 1040 1,839 1734 1,193 1,004 1,207 LAID 4,726 £,326 265 30
Prisgipat rescheduling a5 o 309 169 1% 01 294 n"r 7 800 2,091 2404 q 0
Domestic financing Eriv3 -2761 Eri Iy -358 -417 -33 120 <28 -600 -376 -8B3 ~2,358 -1491 -1.4606
Privatization proseeds 9% 170 ¥ 29 of 133 24 24 24 24 94 490 LA16 240
Finanting gap 0 1935 a L] o 0 4 0 ki) 1] 1 2 3,580 3.580
Memarandum items:
Primazy surplus {+) / deficit {-) {wio forciga fin. PPy 672 2031 1540 422 449 LO4§ 266 486 675 724 1618 1,528 2451 2,605
Primary surplus {+) / defigit (- -2,567 -2379 =247 -554 -945 -2,%18 -1,08i§ -2 -475 453 -1236 -1,805 -1.543 148
Socisi Expendimre 3,424 8889 9354 2,007 10,144 11367 12,820 JENTEY
Augmented Fiscal Deficit 3/ -5417
Bonds ssued w the NEXR 4/ 1,166 1,081 1,081 - " -
Diomestic quasi-fiscal defict 5 4316 3330 - .
{tn percenc of GDF)
Totat revenne znd grants 04 111 28 61 63 a9 4.1 5.1 &l 67 19 227 ns3 2319
Tatal nevenue, of whick; 193 20.7 0.8 33 55 w7 kR 53 58 6.7 24 v 224 36
Tatal tax revenue 158 17.8 174 4.7 48 £5.9 14 4.2 4.9 55 18,0 13.5 18.8 9.3
State Xes i24 138 138 a7 3.9 134 27 14 4.0 4.5 14.6 52 15.8 6.t
Sociul Security Revenue I/ 34 3.9 34 18 0.9 35 a7 a7 a9 1.0 34 13 i3 k)
Girants i1:] 0.5 L1 04 -5 ¥ 01 0.0 (k] (] 0.5 03 03 0.9
Tatal expenditure 26.8 26.1 273 6.9 8.4 27.8 57 [} 6.8 it e 273 7.5 73
Current expenditure, of whick: 213 204 210 33 43 218 486 54 53 a4 213 24 228 228
Wages 48 43 4.8 32 13 4.5 1.0 i4 1.2 1.4 51 5.2 33 54
Social fund expenditure 53 56 56 1.4 15 5.8 L4 11 14 16 37 5.8 NS b X1
Interest due L7 20 1.3 2.2 0.7 t.g 0z 18] 0.2 .7 e 22 2.6 3
Cupal expenditure {including PIP) 53 63 [X] L6 22 6.2 11 LG 1.6 X3 53 4.9 4.7 4.5
Financial balance 4.2 5.4 -5.4 0.9 21 6.4 -1.6 -1.3 -3 -1.4 5.1 4.6 4.2 -5
Met lending 0.7 0.7 47 -0l 63 0.7 -4 0.t -0l EiN) 0.3 05 -0.5 0.5
Accrual surplus (+) / deficit (-} -3.3 -4.8 -7 -7 -t8 =53 -L.5 -l a7 -1 <i4 -1 -7 =34
Total arresrs und rescheduling 2/ 04 01 0.2 -BZ -0l -3 09 6.0 on 0.0 -1 i} 0.0 o]
Budget expenditure arrears 2.2 0.0 0.2 0.2 0. 03 049 154} 0.0 0o [} 0.0 04 0.0
Reseheduling al external mntersst 2 . 6.0 0.4 (] [EA1] 0.0 oo o0 0t 0.0 Q.0 0.0 D0 [ 0.0
Expenditure arrears of the Sccial Fund 0z al 04 00 0.t 0.6 oo 0.8 0.0 0.0 -0l 08 on 0.0
Cash surplus (+) / deficit (- 5.1 49 -5.0 -9 -1.8 -5.6 -3 .12 -0.? -2 46 -2 =37 30
Total financing 5l 49 3.0 2.2 1.9 5.4 15 e 0.7 1.2 46 4.2 3T 340
External Rnancing, of which: 5.3 57 5.1 L3 4 35 L3 1.2 1.4 L7 3.5 6.8 03 0.3
Primcipal rescheduling 1L L1} 10 0.1 02 1.0 03 a8 03 03 1.5 6 oo og
Domestic finuncing -1 34 -1.0 05 1.5 0.0 0.1 .0 -0.7 <04 -LO 2.7 -L.5 -15
Privetization provecds 04 a2 [hed o0 8] 0.2 0.0 9.0 0.0 08 0.l o L4 %]
Financing gap 0.0 2.4 [+RY 0.0 0.0 40 2.0 1.0 [EX] D 0.0 0.0 is 3.2
Memorandum items: 0.0 0.0
Primucy surplus {+) / deficit {-} {w/o foreign fin. P1P) 0.3 .5 24 0.3 44 13 0% 5] 0.8 0.8 12 2l 2.4 23
Primary surplus {+) / defieit {-) =33 -9 -3.0 -0.7 -bd 3.8 -1.3 0.3 0.6 -5 -2.6 .19 -1 07
Augmented Fiscal Defirit 3/ 7.6 -
Social Expanditre 114 108 1.5 LiG 1.5 2z 128 123
Bonds issued to the NBER 4/ L4 P4 K] . . - .
Domestic quasi-Ascal deficit 5 X R 4 EN . .

Souree; Ministry of Finance and Fund slaff projections.

1/ Excluling goverrment contributivms,

2/ it includes interest reseheduled for bifatoral leans in 2000, from 2001 onwards, debt rescheduling eperations are classified withio exyemal finenciag.
3/ includes the new bond issuance for the guarantee of the Zhibek Zholu loan in the amount of US$23 milkion dullars.

4/ Refers w the new bond issusncs for the guarantes on the Zhibek Zhoh loan.

5/ In the electmiciy sector.
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Table 5.1, Kyrgyz Republic: State Government Finances

anm 2002 2003 2004 2005 2005
Annual Annusl  Acoual Qi 0 Annusl Qt o] fexd [s] MCF Annual Annual Anngat  Apnwal  Annual
[ milliens of soms Act. Orig, Rev. Act Prog, Prog. Prog. Proj. Prog. Pruj. Budget  dralt MEP New Praj.  New Froj. New Proj. New Proj.
Prog. Prog. wi authoritics
Total revenge and grants 12,544 12,887 14,872 3928 4,178 i4,268 1688 3,676 4,360 489% 16,051 16,055 15,822 18,038 20,827 23,081
Total feventae 1,922 13,492 13,938 3,64 3.851 13,383 Z.66Y 3,676 4,142 4,808 15585 15,618 15,385 17,602 15,487 22,079
Tax revenus 9,182 11,104 11,248 2,851 3025 1,415 2278 2,637 kA 387 B2 12470 12470 14,571 13,804 17,952
Income 1ax 2,008 1o 2,182 603 434 1,984 522 494 0T 552 2,242 275 2,273 2,457 2,800 3,030
VAT 4,221 4,501 5,082 1,338 1,444 4,850 1027 1,355 [ X3 1,796 §. T4 3,841 5,841 6,763 1428 LX.L1
Excises 1,103 L2l 1,238 brH] Ji4 1.0z 36 EFaS ) 465 1,242 V350 1,350 L5i6 1,589 1B}
Castoms. i 443 37 122 34 380 76 0% HELD 104 417 423 425 (25 m 787
Road and emergeney fund tax 900 11462 Ligs 75 22 1,063 204 and 0 47 1,254 1244 1,244 1202 1319 1440
Other ok 1Lan 1,302 236 426 1,066 3 335 255 512 1,397 1,533 1,333 548 1848 2133
Nontax revenue 1677 2387 1,382 51 43 %805 g2 738 763 1,022 3,208 3,143 505" 3337 3,380 4,015
Capital reverroc 57 1 158 12 B4 163 D ] i} a 1 3 1 93 102 11z
Gragis 622 3593 BB 204 327 BEG bl 0 Fii ) 4 455 437 437 437 240 ez
B
Tosal expenditure 16,380 18,375 15,347 4,663 5,948 15,920 4168 4,783 5,166 6,143 20,506 20,493 20,260 22,425 24715 26,573
Current expenditure 12,965 13,303 14226 1,429 4,279 4,197 3211 3,549 3,813 4,75¢ 13,126 15,963 15,732 17,852 14,308 21305
Wages and social Fund coninbutions 4,301 4,547 4,725 1,129 1,389 4,725 1.036 1,430 27 1,564 3438 331 5320 5,984 6,674 7.517
Transfees and subsidies 1/ 2,619 1,436 3,061 77 821 .06t 512 42 859 988 350 36N 3,631 3,840 3,380 4,248
Interest due 1,22 1,538 1,577 158 $44 1418 it i 155 &3 1,449 1722 5702 075 2672 1611
Purchascs of goods and scrvices 4,818 4,533 4,863 1,405 £,524 4,943 1,155 202 L.518 1,604 4,528 5,292 5,079 5.843 5423 221
Capital expenditere fincluding PIF) 3,915 5412 5,121 L34 §,669 4773 257 34 1,353 1,385 5,280 4,528 4,528 4,573 4,807 3,068
Dnmestically financed capital expenditure 674 662 il 258 274 E14 142 124 201 206 60 674 674 840 1,233 1,715
of which:domestically finznced FIP 733 413 672 114 4 594 05 o2 148 152 500 437 497 540 465 436
Forcigo financed PIP 3,238 4,31 4,410 977 §,394 3,959 B4 i 1152 L1738 4,320 3834 3854 3,73 3,573 3,253
Fimncial balance -4,337 -4,488 4,475 =735 -1,770 4,652 -1,280 1,107 -8 -1,24F 4455 -4.438 4,43 -4,386 -4,288 -3,912
et lending -509 -573 =513 -1z -256 -579 -5 ~115 -1t5 -113 -475 461 =461 467 =510 -359
Accrual surpius (+) / deficic (-} -3,838 -3.915 -3,90% -621 -1,514 -4.073 1,165 992 -691 -1L,130 -1,98%0 1,078 -1.978 -390 -3, 23,353
Towl amears and rescheduling 2/ 1558 Q -113 -122 =34 =12 0 3 o ] 1] 1) 9 [ a 0
Expenditure arrears 155 Q =173 -122 -3 112 i i ] o e ] o 0 9
Rescheduling of extzmal interesls 2 1) o 3 oo u 0 ] 0 1] 1} [/ Q [ a )
Cash surplus {+} / delficit {-) -3,673 -3,815 4,075 -5 -1.543 -4,3015 -L163 592 -641 -39 3,580 -3.978 L0718 -3,920 -3.177 -3,333
Toual finencing 1673 398 4,078 7435 1,548 4305 1.165 92 3] 113 1,580 2,978 3978 3,920 3,777 1,353
Exicmal financing 4,20 4,571 4,637 1,040 1,839 4,234 1105 1.004 1,207 1,419 4.147 4,713 4,126 0,336 263 M3
Public investmen! pregram (PP} 3238 4,410 4,410 a7 1,394 3,959 El4 T 1152 1LLTB 4,320 1,854 3,854 3,733 1571 3,153
Dishursements {BOP suppen) 2,007 1,593 158 a 5 353 235 L] L] 0 288 ]2 235 1,904 [:] 1]
‘Taual amortization -1,B33 -1.432 33 46 - -878 -318 -41% -124 -568 -1,596 =1,453 -1,453 -,714 3,308 -3.030
Dehbt rescheduling 3/ o5 [} 09 09 191 an 294 n7 9 ] 1,135 2,091 .08 P Q [
Damestic financing 4/ EM -3,761 -752 =323 -337 -64 36 =33 -4 =308 =267 -804 -343 -2,498 -1, 478 -1,692
NBKR -919 - -393 i o
Provision for Restructueed Treasuey Donds 5/ 500 . 260 700 piil
Redemption of NBKR Treasury Bonds 5/ - - - . N -500 200 -200 -200
Others: 13 .
Commercial banks 14 60
MWanhunk -9 10 -~ 94
Privaiization proceeds 9% 170 170 19 66 135 4 24 4 24 100 41 94 5] 1419 840
Privauzation receipts 27 140 4590 66 135 94 i 1,410
Wancash privatization receipls 1} i} 1 a o 4] 4 ¢ 0
Debt writc-off fram debt-lo cquity swaps [ 0 1] D] 0 0 o Q 1}
Waluation edjuitmenis on debt wrile-offs ] [+] 4] 1) 0 o o a [
Other 13 /] o ] /] a o a 1}
Financing gzp 3/ o 1,935 o o Q Q 0 o 9 +] L) 1 1 1 3580 3802
Memonndum iwms:
Primary surplus {+)/deficit {-) {w/o forzign fin. PIR) 793 2,083 1912 1,052 190 1,072 182 a9 816 851 1,13 1,598 1378 1,889 2ALE 2,611
Primury sarphus (+) f deficit (-} 2,346 =2.327 2,408 -1498 -1,004 2,836 897 =216 =536 527 s ~2.256 Lyl =L44a BRET =143
Primary surpbus [+) / deficit { -} {accrual basii) 2,600 -2,327 -2,326 -3,326 -870 -1.634 -897 -216 -536 [LrF R X -1.158 -2.I76 -1.344 1156 -T43
Sucial Expenditure 6/ Ba2d 8,833 9,304 9,354 9.017 1,148 10444 11367 12,821 14,315
Subsidies o Public Enterprises Er) 18t 380 180 -B2 470 128 163 jLH -66 JED 380 .
Bonds issued to the NBKR 7/ i,168 1,119 Lig B
Accumuiation of (imancial regulanzation escrow accounmd 1972 e bl [} i} L] - [ 46 -57 42
gf whick: MBKR. prafils 1,262 ) 578 [ 1] 378 33 98 291
interest eamings on deposils with NBKR 5,082 L] 36 L] 1] k1 L1 51 17
wnterest expense on Zhibek Zholu louns sod RSBL L] -265 0 o -265 -1I8 -108 -119
debt redemplion - 0 -149 L 0 -39 M -20d) pratl
Extermal debt service (acoruat basis} 8/ 2,797 2,072 1,861 . . - -~ 3868 1668 3,068 3256 4939
External debt sevvice (eazh basis) 3 1063 1,262 Lo6t - 578 578 64 5,236 4,319
PIP 1471 5,082 1,091 1,669 4,551 919 01 1.300 1.330 4,820 4351 4351 4173 4,008 3,759
Tax revenue collection in cash . 2,351 3,025 1341F 2,278 2,937 33M 3876 12386 12.470 12470 14,17 15,804 17,952

Sowrces: Kyrgyz authorities; and Fund stalf estimates and projections.

I/ The foilowing offsct transaclions were carmied out in 2000, bat were nat included in the budget: in kind grants warth Som 244 millian were reccived, of which Som 160
milion were pranted g5 allowances 1o the poor, 4nd new housing facilitics, Som 84 million weere granted 1o the militry, These tragsactions are whown in Q3, 2001, Includes

subsidies and transfers to lie Social Fund.

2 1 inctudes interest reschedwled for bilaterat loans in 2000, From 2001 onwards, debt reschoduling eperations are classified within external financing.

3/ The differcnce between the financiog gap in the BOP and the fiscal tables for 2005-06 rcllect potentis] IMF disbursements,

& Tneludes the sociat fund until end-Jyme 2002 {when the general govemment was inwoduced),

5¢ The amount in 2003 refers to the redemption of the Jibek Jolow bonds. The amounts after 2003 forms part of the NBKR'S imputed dividend pravision to the bikdiel in the context of the regulasization of the fnancial
retationship between the MOF and the WNBXR.

6f Inciudcs e Sosiad Fund.

7F Reficts to the new bond isswance for the guarantee on the Zhibek Zhoby loan,

& Exgluding Kuemtor, and debi service by the NBKR and by the statc-owned enicrpriscs.
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Table 5.2. Kyrgyz Republic: State Government Finances (concluded)

00| 2002 2003 2004 2005 2006,
Annusl Annval Anaual Q3 Q4 Annpal Qt Q2 [o2] Q4 MOF Annual Anoual Anauzl Annual Annal
1n percent of GOP Acl, Orig. Rev, Al Prog. Prog. Prog. Froj. Prog. Broj. Budget  dralt MEF New Proj.  Now Proj.  Mew Proi.  Now Proj,
Prag. Prog. wi autharities

Tatuk revenue ang granty 17.0 17.0 183 A 54 tad 34 43 5l 57 188 IB.8 185 183 200 20.8
Toead revenue 16.4 16,6 17.2 47 5.4 173 3 43 4.9 7 18.3 183 184 189 =1 12.8
Tax revenue 124 136 13.8 33 R 114 17 34 49 4.5 14.5 4.6 1486 15.2 153 161
Income tax 7 23 .7 2.8 0.6 24 0.6 9.6 [EX) 1X 3 2.6 237 X7 27 7 27
VAT 7 6.3 6.2 1.7 9 63 L2 1.6 1.9 2.1 aB 48 X1 7.2 73 7.7
Exciscs 1.5 1.5 (-3 0.4 04 L4 b3 0.4 0.4 .5 15 16 1.6 1.6 17 1.7
Customs 4 1.5 &5 0z .1 us ol a1 02 [ Qs 0.5 0.3 27 [+ 0.7
Road and emergeaey fund tzx 13 i4 (- .4 G4 L4 2 04 +3 .5 1.5 T3 i3 [ 35} L3 13
Other [Lx:3 1.6 L& 0.3 0.6 1.4 .2 0.4 2.3 0.6 1.6 L6 L& 1.7 1.8 19
Other revenuse 37 ptt} 34 1a . ER ] 9.3 09 [15:] L2 1E 2 34 a7 16 37
Grants, ('] as 1l 04 6.4 1.1 Q3 0.0 03 [HEi} [EA] 0.5 L&) os 0.2 0.9
Total expenditure 21K pra] n7 6.0 T 4.4 49 hE ] &1 72 4.0 24.9 213 48 4.2 24,1
Current expenditure i7.5 16.3 HEA ] 4.4 L& 183 1B 46 a5 3.6 175 187 18.4 181 ws 19.6
Wages and socizl fund contributions 58 5.6 5.8 13 1.8 6l 1.2 17 1.5 1.8 64 6.2 0.2 4 6.5 67
‘Transfers and supaidies 1/ 15 32 38 1.4 11 a9 0 LI 1.0 1.2 4.1 43 43 18 38 38
Iraerest duc 17 [R:] e 0.2 .7 1B o2 0.9 0.3 0.7 L7 .0 0 13 28 23
Purcheses of goads and services (53 5.6 )] 1.3 2.0 B4 L4 (13 18 1.9 37 632 (X3 63 6] 6.3
Capital expenditure {including PIP) 33 6.2 [ ] 1.6 2.2 €.2 [ 10 16 1.6 6.2 53 53 48 47 4.5
Domestically financed captel expenditurg .3 0.8 09 a3 D4 i1 62 0.1 0.2 1.2 1i (1] 0.8 o9 1.2 1.5
af which: damesrically fingreed PIP 03 0.5 183 0.1 04 [hd 0.1 13 13 02 (13 0.6 0.8 LR} a3 0.4
Faraign financed PIF 4.4 34 54 13 1.B al 1.9 T3 13 1.4 5.l 4.5 L4 40 35 o
Finaneiul balance =59 -5.5 -3.3 -9 =23 -6.0 1.3 =13 -8 -1.5 -5.2 -5 ELp 4,7 4.2 -3
Net Janding 07 0.7 -&4.7 Bl -0.3 0.7 0.1 <0l 0.1 B4 B 0.5 Q.5 0.3 RrR] 5
Acerial sarpius (+) / deficit (<) 52 -4.8 4.3 0.8 Eray -5.3 -4 -1.2 0.8 1.3 47 4.7 4.7 42 3.7 -3.0
Total arrean: and rescheduling 27 0.2 i) Nz -0.2 4.0 o0 0.6 0.0 2.0 0.0 6.0 0.0 a.0 X1} ag
Cash surplus (+} / deficit (-) =50 -8 =540 1.0 2.0 -5.6 -14 -1.2 -8 -1.3 47 4.7 47 -4.2 -7 <30
Toal Anancing 50 4.3 ia 1.0 20 X 13 12 &g L3 4.7 4.7 47 T4 37 30
Extcme fivancing a7 5.6 37 1.3 14 5.5 13 12 L4 L7 4.9 L] 55 6.8 [1%) 03
Public invortment program (FIF) 4.4 F4 34 1.3 bE 51 i GR 1.2 L4 5.1 4.5 4.5 44 35 3.0
Disbursernents (BOP support) 2.7 b} 03 a0 X 03 0.3 154} 0.0 L} Q.3 0.3 LX) 20 o 0.0
Total arnanization 25 -LE -1 -1 -0.1 ALl €3 -0.5 03 -7 .19 -7 -1 -i8 32 2.7
Drebt cescheduling 3/ 11 a0 10 5] 197 10 K] 11 0.3 0.3 il z3 25 26 0.0 0.0
Domestic financing -kl =34 -0.g -4 .5 £ 4.0 0.0 -6 -0 -t0 -1.0 27 -4 -15
NBKR -Ed . . . .-
Redemption of MBKR Treasury Bonds 4/ " ~ L6 -0.2 0.2 0.2

Others 0.2 -

02 0.5
Privaatzation procoeds 0.4 0.0 .o 0.0 0.1 02 20 an an 0.0 D1 0.1 1l 1 1.4 0.8
Financing gap 3 0.0 2.0 [EI] ap a.0 0.n ol 2.0 0.& [t g LiEi] 3.3 34
Memormndum items:

Primary surplys {+V/deficit (-} {wio fareign B, PIP) T4 16 213 L% (5} L4 02 0.6 nz ag 21 g 1.8 24 24 3
Pritnary surplus (+)/ deficii (-) 13 -2.9 =31 0.6 -1} -3.7 -1.2 -03 0.8 .6 =30 -2.6 17 -2.0 =L} -0.7
Socisl Expenditure 5/ i 10,5 iLs . 1.8 1.9 1.9 122 126 128
Subsidies to Fublic Enterprises 05 0.3 Q.5 2 0.1 [1%.1 o 4.2 02 0.1 -
PBrimary surpius (+) / deficit (-} {accrual basiz) k] -25 <13 -0.6 -13 3.4 -2 -03 -0e -0.6 -2.6 -7 -8 -1 -0.7
Bondgs issued to the NBKR &/ 1.4 1.4 . .
A dation of Baancal o escrow account " o8 6.0 0.1 [X+]
of which: NBKR profils “ o7 () 8.3 03
intorest camings on deposils with NBF i14] &1 1 0.0
interesd expense on Zhibek Zholu toan - 3 -0 -0.2 =0,1
debt redempiicn " -0 0.2 L) 0.3
Exigrnal debt service (uoenaal basis) 7/ 36 2.5 2.4 3.1 30 33 51 4.4
Extemnal debt service (cash basis) 7/ 7 1.5 - s 14 - 07 0.7 0.7 il 4.4
TP 4.7 62 14 22 5.9 i 0.9 1.5 1.6 3 51 46 4.0 3.4
YAT/private consumption 35 9.4 - 104 104 10.9 193 11.7

Sources: Kyrgyz autheriues; and Fund staif estimates zrd prajections.

1/ The follawing offset transactious were carried out in 2060, but were not included in the budget: in king grants warth Sam 744 mltion were reccived, of which Som 160
iikion were granted 23 aliowances {o the poor, and new housing favilities. Som B4 miilion wesre gramed (o the military. Thesc ransactions arc shown in 33, 2001,

Irncludes 2 transfers wnd subsidies (o the Soctal Fund.

2/ it includes inderest rescheduded for biteceral loans in 2000, From 2001 onwards, debi r ing
3/ The difference between the finencing gap in e BOP and the fiscal tables for 2005-06 ceflect potential IMF disbursements.

are

d within externai fnancing.

4 The amount in 2003 refers {o the redemption of the Jibek Jolou bonds. The amaunts afler 2003 forms part of the NBKR's imputed dividend provisien to e budget in the context of the regulatization of the financial

cclationship between the MOF end the NEKR.
5/ Includes the Sacial Fund.

& Refers to the new bond issuance for the guarantee on the Zhibek Zhaly Jeda.

7/ Excluding Komeoc, and debt service by the NBKR and by the state-owned enterprises.



Table 6. Kyrgyz Republic: Social Fund

2001 2002 2003 s 2004 2005 2006
Annual Annual  Annual Q3 Q4 Annual Ql Q2 Q3 Q4 Annual Annual Annuaj Annual
Act, Orig.  * Rev. Act.  New Proj. New Proj. New Proj. New Proj. New Proj. New Proj. New Proj.  New Proj.  New Proj.  New Proj.
Prog. Prog.
{In millions of soms)

Totat revenues 3704 4574 4669 1i68 1315 4483 1142 1109 1309 1464 5024 5499 5928 6399
Total contributions received 1218 3843 3765 953 1070 3600 816 894 1033 1160 3903 4247 4632 5052
Total transfers from state budget 398 667 840 207 229 840 311 200 261 289 1061 11580 1232 1280
Other revenue B8 64 64 13 17 43 15 15 15 15 60 62 64 67

Total expenditures 3974 4524 4613 1106 1205 4536 1216 1057 1240 1382 4934 5449 5894 6369
Pension Fund 31504 35996 4124 1068 1087 4111 1148 1037 1193 1214 4592 5054 5475 5933
Transfers to other funds it 528 517 &7 16% 403 78 20 57 178 392 405 420 436

Social Insurance Fund 143 168 232 40 39 148 t7 30 27 26 99 102 106 110
Employment Fund 97 158 156 21 41 9% 20 16 21 41 99 102 106 110
Medical Insurance Fund Bl 201 129 6 82 156 40 34 9 111 194 201 208 216

Accrual surplus(+) / deficit {-) <271 50 56 61 110 -53 -74 12 0 a2 a0 50 34 30

Net accumwlation (+) / repayment ¢-) of arrears 149 -50 28 -29 -51 22 -10 =20 -10 -10 -50 -1 =21 -35

Cash serplus(+) / deficit {-) -i21 0 28 33 59 -3t -84 -8 60 ! 40 39 13 -5

{In percent of GDP)

Total revenues 5.0 5.7 57 1.5 1.7 5.8 1.3 1.3 1.5 1.7 55 5.8 58 5.7
Total contributions received 4.4 48 4.6 1.2 1.4 4.6 1.0 1.0 1.2 1.4 4.6 4.6 43 4.5
Total transfers from State budget 0.5 0.8 1.0 03 0.3 Li 04 0.2 0.3 0.3 12 1.3 1.2 1.1
Other revenue 0.1 0.1 0.1 0.0 0.0 0.1 0.0 .0 0.0 0.0 a.1 0.1 0.1 0.1

Total expenditures 54 5.6 57 1.4 1.6 5.9 1.4 1.3 15 1.6 58 58 58 5.7
Pension Fund 4.7 49 5.1 1.4 1.4 53 1.3 1.2 1.4 1.4 54 5.4 5.4 5.3
Transfers to other funds D6 0.7 0.6 0.0 02 0.5 0.1 0.1 0.1 0.2 0.4 0.4 0.4 0.4
Net accumulation of arrears 0.2 0.0 0.0 0.0 -0.1 0.0 0.0 0.0 0.0 0.0 -0.1 0.0 0.0 0.0

Accrual surplus{+) / deficit (-) -0.4 0.t 0.1 0.1 0. -0.1 0.1 0.0 0.1 0.1 0.1 0.1 0.0 0.0

Net accumulation {+) / repayment {-) of arrears 0.2 Ot 0.0 0.0 0.1 .0 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.0

Cash surplus(+) / defici {-} -0.2 0.0 0.0 0.0 0.1 0.0 -1 0.0 0.} 0.1 0.0 00 0.0 0.0

Sources: Kyrgyz authorities; and Fund staff estimnates and projections.
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Table 7: Medium Term Expenditurc Framework for General Budget (exciuding PIP), by Functional Classification

{(In percent of GDT)
1994 2000 2001 2002 2002 2003 2004 2005 2006
As percent of GDP Actusl Actual prel. orig prog. rev.prog. fév. proj.  Tev.prej.  rev. pioj.  Tev. proj.

Total Expenditure of General Government 217 21.5 206 221 22.0 Z2.8 235 238

1 General public services 2.6 31 28 2.7 2.7 27 2.6 2.6 2.6
IL. Defense 1.7 18 13 15 1.5 1.5 1.5 13 1.5
IiL Public order and safety affairs 0.9 1.1 1.0 09 0.9 1.0 1.0 1.0 1.0
Social Spending R.6 10.8 11.4 131 11.6 i19 12.2 12.6 12.8

v Education 39 35 39 37 4.0 4.1 42 4.3 43
A% Health 23 2.0 1.9 21 2.3 23 2.4 2.6 2.7
Vi Social security and welfare affairs 25 1.7 19 1.8 20 2.2 2.3 2.4 26
VIL Social Fund 36 38 36 35 33 33 33 32
VIIL Heousing and community services 1.0 10 1.1 0.7 0.7 0.7 0.8 0.9 0.9
IX Recreational, culniral and religious activities 0.6 0.5 04 0.4 3.4 0.4 0.4 0.4 04
X Energy complex {electricity production) 0.z 00 03 0.0 0.0 .0 0.0 0.0 0.0
X1 Agriculture, water resources, [oresiry 0.7 07 0.8 0.5 0.5 0.5 0.5 0.6 0.6
XIL Mining and mineral resources 0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
XTI, Transportation and communication 1.1 07 0.6 0.6 0.0 0.6 0.6 0.7 0.7
X1V, Other economic affairs and services 0.1 0.1 01 0.1 0.1 0.1 0.1 0.1 0.1
XV. Other 0.9 1.4 0.6 il 2.4 29 3.1 iz
XVL Unidentified expenditure 0.3 1.0 0.0 0.0 0.0 0.0 0.0

Sources: Kyrgyz authorities; and Fund staff estimates and projections.
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Table 8. Kyrgyz Republic: NBKR Accounts, 2001-2003

({In millions of sams; end-periad stocks) 1/

2001 2002 2003

Drec Mar. Jun. Sep. Sep. Pex Dec. Dec Mar. Fan. Sep. Dec

Act Act. Act. Rev Act, Orip. Rev. New Prog. Prog, Preg. Prog.
Prog, Prog. Prog. Prog,

Met foreign assets 4,947 4,945 3939 1914 5,018 2,229 4236 5,718 6,079 6,083 6,497 6,766
Net internationa reserves {without foreign assets with high risk) 1,930 2,626 2,861 2,820 3915 vt 3,142 4,517 4,895 4917 5,347 5,633
Other foreigm assets 3,068 2,370 1,128 1,145 t,154 1,145 1,252 1,235 1,218 1,201 1,184
Bajance with CIS countries -51 -5l =51 -51 =30 -51 -51 -51 .. -5} -51 .51 -51

Long-term foreign liabilities 22,116 2,709 -2,721 -2,698 -2,742 -2,71R8 -1,674 2,607 -2,607 -2,583 -2,583 -2,560

Net domestic assets 3,128 3,350 4,945 4,484 4,511 5,954 4230 4,321 4,205 4,284 3,961 3,710
Domestic eredit {net) 3,424 3614 4,836 4,223 4,464 4,099 4,191 4,063 4,094 3,792 3,503

Claims on government (net), ofw: 291 3,133 4,426 3,584 4,036 1,593 3,251 3,570 3,650 - 3,662 3,062 2,687
Loan ta gov in forex (Turkish loan) 2,135 2,135 2,133 2.135 2,i35 2,135 2,135 2,048 2,048 2,048 2,048 2,048
Total government deposits -2,078 -1,861 -1,412 -2,295 -1,808 -3 478 -2,620 -2,187 -2.067 -2,095 -2,695 -3,070
Government restructurization bonds 2/ 1,563 1,563 1,286 1,283 1,286 1,283 1,286 G 0 1] ¥

Repos 25 -35 -109 150 -67 360 106 =125 -65 240 325

Claims on DMB 488 515 517 488 494 544 488 521 498 497 490 491

Other items net -296 -223 109 261 47 3817 132 130 142 190 168 207
including DEBRA liabilities under EBRD 97 97 147 97 97 97 93 93 9 9 93

Reserve money 5,359 5,626 6,164 5,700 6,786 5,465 5,793 7,432 7,677 1,784 1.874 7916
Moncy outside of the banks 5,022 5,214 5,615 6,235
Deposits of banks in foreign currency [} ] 0 0
Cash of commercial banks 153 £40 23 172
Rescrves of commercial banks 124 272 428 380

Memaorandum items:

Reserve money growth {12 month) i3 219 44.6 138 355 8.1 8.1 387 6.5 203 16.0 6.5
Gross reserves (in millions of 113, dollars) 221.8 2315 230.9 2434 262.8 2100 2573 270.8 289.1 279.6 296.2 306.7
in manths of impaorts 4.1 3R 38 4.3 4.3 36 4.6 4.5 4.5 43 4.6 4.7
Met international reserves {in millions af U.5. dotlars) 194 53.6 584 57.6 79.9 19.9 64.1 96.1 104.2 104.6 113.8 1199
change over previous perfod {in millions of U.5. dollars) -34.1 14.2 48 7.2 215 b8 15.4 B0 0.5 a1 6.1

Net domestic assets 3/ 631 893 2,438 1,987 2,007 1,733 1,920 1,804 1,883 1,560 1,308

Source: National Bank of the Kyrgyz Republic; and Fund staff estimates and projections.

1/ Until September 2002, actual and programmed foreign exchange assets and liabilitics are valued at the program exchange rate of 49 soms per US dollar, §.25% 115 dollar
per SDR und a gold price of U.S. dollar 265.5 per Troy ounce. Programmed fareign exchange assets and liabilities are otherwise valued at the exchange rate of 47 sams

per U5, dollar, 1.3186 11.5. dollar per SDR and a gold price of U.5. dollar 322.4 per Tray ounce.

2/ Asof January 1, 2003, the bonds are restructured as part of the regularization of financial relations between the NBKR and the MOF.

3/ Excludes counterpart of the loan by the Eximbank of Turkey and the EBRIVIDA enterprise laan which are channeled through the NBRR,
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Table 9. Kyrgyz Republic: Monetary Survey, 2001-2003

(In millions of soms; end-period stocks) 1/

200! 2002 2003

Dec. Mar. Jun. Sep. Sep. Dec. Dec. Mar. Jun. Sep. Dec.

Act. Act, Ace, Rev. Act Rev. Prog. Prog. Prog. Prog. Prog.
Prog. Prog.

Net foreign assets 6,534 6,468 5313 5,815 6,803 5,131 6,135 7,619 8,196 8,158 8,764 o102
NBKR 4,947 4,945 3,939 3,514 5,018 329 4,236 5,718 6,079 6,083 6,457 6,766
Commercial Banks 1,587 1,523 1,374 1,501 1787 1,902 1,999 1,901 117 2,075 2,267 2,343

Medium-term NBK obligations -2,716 -2,70% «2,721 -2,658 -2,742 -2,718 <2,674 -2,607 -2,607 «2,583 -2,583 -2,560

Net domnestic assets 4,443 4,980 6,365 5,940 5.960 7,347 5,863 5,596 5433 5,736 5.462 5,469

Credit to government, net 3,325 3,49] 4,829 3,742 4,496 1,948 3,128 4,029 4,149 4,121 3,521 3,146
Credit from the NBKE 2,911 3,133 4,429 3,584 4,036 1,593 3,251 3,570 3,890 3.662 3,062 2,687
Commercial banks 414 358 400 158 460 353 -123 458 458 458 458 458

Government bonds 132 130 126 130 126 130 126 126 126 i26 126
Treasury hills actuai vajue 3 400 404 400 428 400 428 428 428 428 428
Gther -41 -172 -130 -372 54 o 653 -95 -9s -95 -95 -85
Credit 10 rest of the economy 2,831 2,564 2,908 3,431 2,924 4271 4,101 2,857 2,602 28R4 3,232 3,578
af which: extended in foreign currency 1,965 2,004 2,079 2,106

Gther items, net 1,743 -1,374 1,372 -1213 1,461 1,128 -1,363 -1,32% -1317 -1,269 -1,290 -1,252

Broad maney 8,260 8,739 8,957 9,057 10,623 8,760 9,427 10,608 11,022 11311 11,643 12,017

Currency outside bunks 5,620 5,211 5,615 6,234 5,338

Deposits 3,240 3,528 3,342 .. 3,788 3.422 . . -

of which: loreign currency deposits 2071 2,244 2,041 3,273 2,493 2,150 2,296 2,561 2,612 2,612 2,691 2,772

Broad money: som compoenent £,189 6,495 5916 6,734 7,530 6,610 7,13 8,047 8410 8,648 8,952 9,246

Memorandum items:

Velocity {quarterly} 2/ 9.3 8.7 234 8.2 7.9 10.8 8.6 1.6 73 7.2 72 72

Som velocity {quarterly) 2/ 129 L7 il.l 112 ic4d 14.3 1.7 0.0 a5 9.4 9.4 9.4

Broad money growth (12 months) i2.0 227 281 185 3Lt 124 14.1 298 274 7.5 17.3 133

Som hroad money growth {12 months) 170 254 353 17.9 309 12.1 15.2 30.0 295 254 8.9 14.9

Muliiplier 1.5 i.6 1.5 1.6 1.5 1.6 1.6 1.4 1.4 i35 1.5 1.5

Financial Soundness indicators:

Equity capital to total sssets 322 434
Nom-performing loans (NPLg) to total loans 13.4 1318
Total provisioning to NPLs 033 69.2
Retumn on assels 1.5 1.0
Liquid assets to total assets 270 3386

Source: National Bank of the Kyrpyz Republic; and Fund staff estimates ard projections.

1/ Until September 2002, actual and programmed foreign exchange assets and Kabilities are valucd at the pragram exchange rate of 49 soms per US dollar, 1.23% U.S. doilar
per SDR and a gold price of U.5. doliar 265.5 per ‘Troy ounce. Programmed foreign exchange asscts and liabilitics are otherwise valued at the exchange rate of 47 soms

per U.S. dollar, 1.3186 LS, dollar per SDR and a gold price of U.5. doHar 322.4 per Tray ounce.

2/ 12 month GDP over average quarterly broad money,
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Table 10. Kyrgyz Republic: Quarterly Balance of Payments: 2000 - 2003

{i millions of USD)
2000 2001 2002 2003
Year  Year Q1 Qz Q3 Q4  Yemr Ve  Year Q1 Q2 Q@ 4 Year
Act, Act. Act, Act.  Prel.  Prog. Orig.  Rev, New Prng. Proj. Proj. Proj.  Prog,
Prog.  Prog. Prog.
Current account falance -90.8 -51.0 -16.3 -4.5 -162 0 87 -8l 627 -46.7 -26.7 -5.7 <330 -10.8 -T2
(excluding official tzansfers) -1524 8532 =302 <162 -34.8 248 216000 -169.5 (1058 -40.1 -20.2 -41.7 -26.4  -134.4
Trade balance 4.0 399 -14.8 33 -241 172 -113 33 -5L7 -18.6 -1.9 -15.9 6.5 -29.8
Exports, fob 5109 4803 117.0 1277 16 1214 4962 4900 476.6 1219 140.9 1351 1451 5429
CIS countries 213.7 1722 34.5 370 , 459 470 2039 1897 164.4 41.4 49.4 382 457 174.7
Energy 82.0 515 33 23« 108 5.2 48.1 47.6 254 2.0 &0 6,4 6.4 299
Other 131.7 120.7 311 347 . 353 378 1558 l42% 139.0 314 41.4 318 9z 1443
Non-CIS 2972 3080 825 0.7 64,7 743 2923 3003 3122 80.& 51.4 96.3 994 368.3
Gold 1953 2246 453 45.8 216 376 1959 2123 156.3 38.5 43.5 60.0 647 206.8
Emporis, fob 506.9 4403 131.7 1244 1346 13B.5 507.5 4847 529.3 140.5 1428 150.9 1385 5727
CIS countries 2797 2500 80.1 68.9 73.6 847 2727 1607 3074 841 78.8 83.9 771 323.9
Energy 1204 1167 480 257 31.6 43.5 104.1 983 1489 4.8 344 32.5 41.4 153.1
Other 159.3 1334 a2l 43.1 42.1 1.2 168.6 1624 158.5 393 444 514 357 170.7
Non-CIS 2272 150.3 51.6 55.5 61.0 53.8 2348 2239 222.0 56.4 63.9 67.1 61.4 248.8
Services (net) -170.9 -6 -13.7 -i7.5 -B32 -6.8 L1257 1015 46,2 -18.6 -17.9 -26.8 -285 018
Non-interest sexvice -§6.9 ~44.5 -4.5 -L5 -0.6 -0.7 ~71.0 384 -7.3 -10.0 -29 -88 -1.% -29.6
Interest payments {schedulzd) -51.3 =354 =37 -10.2 4.2 -10.1 =387 388 -28.1 -4.1 -12.6 -39 -13.0 336
ofw moralorium interest 4.0 0.6 0.0 ¢.0 -0.8 -(.5 0.0 -0.7 -1.7 -1.1 -1.1 1.1 -11 -4.4
Other net income -32.6 -26.2 -55 -58 -34 3.8 -16.0 243 -10.9 -4.5 -2.4 -14.1 -5 -28.6
Transfers (net) 76.0 19.1 iz2.1 9.7 16.0 14.4 Exh] 335 532 10.5 14.0 2.7 112 45.4
Official 61.7 34.2 13.8 11.7 184 15.1 56.9 468 59.1 124 14.5 14.7 15.6 58.2
Private 14.4 -15.1 -7 2.0 -24 -0.7 2340 133 -6.9 -39 -0.5 -5.0 -4.4 -12.9
Capital account balance 643 -9.5 379 -3.2 4.5 13.3 224 374 815 250 -8.1 363 13 543
Comunercial banks -1.9 -12.5 -3.8 -6.3 1.7 -4.0 -5.0 -84 -6.4 4.6 09 -4.1 -1.6 54
Medium-and fong-term loans, net 40.6 -23.5 124 2212 17.6 124 -7.5 4.1 153 1.7 <157 152 -6 125
Disbursesment 1313 Tia6 14.2 183 19.9 366 95.0 95.0 8Y9.0 17.3 151 245 251 82.0
CIS 0.0 0.0 0.0 0.0 0.0 0.0 0.0 8.0 0.0 [iX1] 0.0 0.0 0.0 0.0
Norn-CIS 131.3 73.6 14.2 183 19.9 36.6 95.0 95.4 89.0 173 15.1 24.5 251 82.0
Of which PTP 923 67.8 14.1 183 19.9 0.7 50.0 90.06 82.0 17.3 15.1 24.5 51 12.0
Amortization {schaduted) -90.7 -97.1 -1.8 -45.5 23 -241 0 1025 -90.9 -737 5.6 -30.8 -53 217 695
I3 -13.2 -22.5 -3 0.0 -0.3 -0.8 -1.4 0.0 -1.5 -03 -0.3 0.4 -0.4 -14
Non-CIS T7.4 746 -L5 -45.5 =20 <233 -101L1  -90.9 B -5.4 -30.5 4.9 2273 681
Of which Kumitor -49.3 -49.3 0.0 -18.0 0.0 -180 493 493 -36.0 0.0 -18.9 0.0 -12.0 300
Foreign direct investment . -6.9 -11 111 -122 111 4.3 338 2549 143 11.0 29 14.4 74 30.7
Other assets (including ace. pay. & receiv,) 32.5 7.6 18.3 36,5 4.1 0.5 11 16,7 59.4 6.9 7 6.7 31 20.5
Errors and omnissions & short term capital 103 19.0 -227 4.6 0.0 0.0 0.0 0.0 -18.1 0.0 0.0 0.0 0.0 0.0
Overalt balance -16.2 -41.6 -L.1 -3.1 18.3 3.6 -80.8 253 17.7 -1.7 -139 33 -9.5 -21.9
Financing 16.2 41.6 1.1 3.2 -18.3 -3.6 363 -8 -17.6 L7 13.9 33 9.5 LR
NIR -13.9 -18.4 «147 49 2220 154 LR -315 -56.9 -8.0 -0.5 -0.2 6.1 -23.8
Gross official reserves (- inerease)1/ -21.2 -16.3 3.8 @7 -31.9 -79 -19 6.7 -45%.0 -18.4 2.6 -16.7 -10.5  -36.0
IMF (net) 7.3 -2l -4.9 -5.6 9.9 -1.5 8.7 9.4 -8.0 104 -10.1 7.5 44 12.2
Purchases and disbursements 18.7 14.9 0.0 0.0 4.8 0.0 294 -227 14.8 15.5 6.0 127 12.7 40.8
Repurchases and repayments -11.4 -17.0 -4.9 -5.6 4.9 -1.5 S2.7 25.0 <228 -5.2 -10.1 5.2 -8.3 -28.7
Release of pledged teserves 2/ 0.0 0.0 132 0.0 0.0 0.0 0.0 17.6 13.2 0.0 8.0 0.0 0.0 0.0
Exceptional Financing (including arrcars) 301 19.1 2.6 8.1 37 43 3.5 <22 1.6 4.7 144 59 15.6 40.6
Accurmilation of arrears (nst) 0.8 -14.7 0.5 0z LB 0.2 0.0 9.8 30 -1.5 -0.9 -0.1 -1.4 -3.8
Debt rescheduling 293 33.3 1.7 7.9 19 4.1 0.0 0.0 15.6 6.3 153 59 17.0 4.5
ONL ArTSArs 0.0 0.0 0.0 00 0.0 0.4 0.0 6.1 0.0 0.0 0.0 0.0 0.0 0.0
on principal 0.0 16.2 03 22 0.3 15 0.0 izo 4.4 4.5 B.& 4.2 11 285
on interest 0.0 17.6 14 57 1.2 21 0.0 04 10.4 1.1 6.0 11 52 134
on meratorium interest 0.0 a0 0.0 0.9 04 0.4 0.0 1.5 0.8 0.7 6.7 6.7 o7 26
BOP support {ADB) 3/ 0.0 334 0.0 0.0 0o 75 17.5 0.0 7.5 0.0 Q2.0 0.0 0.0 4.0
BOP support (WE) 3/ 0.0 75 0.0 2.0 00 00 159 00 0.0 5.0 0.0 0.0 00 50
Financing gap (-) (after flscal measures) 0.0 00 a.0 0.0 0.0 0.0 -44.5 0.0 a.0 0.0 a.0 X+ 0.0 0.0
Memorandum Items
Gross reserves in months of imports 4.1 38 3.8 4.3 4.5 3.7 4.6 4.5 4.5 43 4.6 4,7 4.7

Sources: Kyrgyz authorities;, and Fund staff estimates and projections.
1/ Valued at end-year exchange rates. Gross reserves exclude NEXR pledges to seoure povérnment-guaranteed loans and biocked deposiles.

2/ Paris Club Savings
3/ BOF suppor! loans for 2000 are shown a5 part of disbursemenis under capital ascount.
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(In millions of U.S. dollazs)

2000 2001 2002 2002 2003 2004 2005 2006
Actual Est. Crig. Prog. Proj. Proj. Proj. Proj. Proj.

1. Gross Fiuancing regulrements 174.% 1303 288.1 248.2 M4 284.4 2849 178.0
External current account deficit (exsluding official transfers) 152.4 852 166.0 105.8 134.4 1521 1513 1429
Debl Amortizalion 50,7 97.1 102.5 73.7 69.5 804 108.0 87.1
Fepaymen! of Arrears -0.8 14.7 Q0 30 3.8 0.0 0.9 0.0
(ross Reserves 212 163 2.9 49.0 36,0 23.0 222 -23 2
IMF repurchases and repsyments 11.4 1740 2.7 22.8 28.7 289 27.8 248

1. Available financing 749 2303 243.6 24583 2724 284.4 191.5 1818
Foreign Direct Investment -6.9 -1.1 338 14.3 307 3n.7 48.9 580
Medium and long term loans 131.3 73.6 95.0 89.0 §2.0 i g2.0 753
Balance of payments Suppoet 1/ 0.0 40.9 3.5 7.5 5.0 40.5 0.0 040

World Bank 0.9 7.5 T 1548 4.0 50 155 [IXY] 0.0

AsDB . 0.6 334 17.5 7.5 0.0 259 0.6 0.4

IMF purchases 18.7 149 29.4 14.8 40.8 25.4 &0 0.0
Diebt Rescheduling 253 338 0.0 15.6 44.5 512 6.0 0.0
Other flows 2/ 102.5 68.1 509 107.1 69.3 7.1 £0.6 43.5

3. Financiag gap 0.0 0.0 -44.5 0.0 LX1] 0.0 -93.4 ~96.2

Source: Kyrgyz authorities and Fund staff sstimates and projeciions.

1/ BOP support loans for 2600 are shown as patt of official disbursements.

2/ Ineludes afficial transfers, enrors and omissions, cepital account transaclions of commercial banks and other assets,



Table 12. Kyrgyz Republic: Medium-Tetm Balance of Paymeats, 2000-2010
(In millions of 1.8, dollars)

2000 2001 2002 2003 3004 20065 2006 2007 2008 2009 2010
Actual Actual  Orig. Prog. Rev. Prog.  Prel. Proj. Proj. Proi. Proj. Proj. Proi. Yroj. Praj.
Carrent acconnt balance 1/ -50.8 -51.0 -1031 -62.6 467 =762 =933 918 975 -103.t -130.0 -147 .t -130.7
Trade halance 4.0 399 -11.3 53 -52.7 -29.8 -58.9 671 895 976 -1381  -1624 1722
Expons, fob 5109 4803 4262 490 0 4764 5428 548.% 576.6 a8i0.4 6532 6588 679.8 726 8
s countnes 2137 1722 2009 1803 164.4 1747 191.0 2264 2512 2827 KIERd 33574 4008
of which : Energy ~ 820 515 47.6 254 259 355 339 317 61.7 66.1 0.7 FERS)
Cher countries . 2572 308.0 2923 3003 3122 368.3 3575 3503 3591 3705 3407 3224 326.0
. Ui whick - Gold 1953 1246 1859 Z123 156.3 206 8 187.1 1639 1571 1489 93.6 55.7 319
Impoﬂ%, tob ) 5069 4403 5075 4847 529.3 5712.7 6074 G43.8 699.9 7508 796 8 8422 899.0
CIS countries 279.7 2560 1.9 2607 3074 3235 3456 3674 400.2 4338 466.% 5022 5404
Other countries 2273 190.3 2348 22319 222.0 248 8 2617 2753 2997 3170 3301 340.0 3586
Services {net) -170.9 -110.% -125.7 -101.4 462 -918 -81.4 -16.9 -49.5 -386 -275 -19.2 -9.0
Nonﬂnte:_'est service -86.9 -44.5 -71.0 -38.4 -13 <296 <308 -240.8 14 100 18.9 2.5 353
Receipts 618 805 681 97.4 116.5 1268 138.1 154.5 173.0 1919 211.4 2302 251.7
Payments -148.8 -125.1 -139.0 -133.9 -123.7 -1564 -168.% -175.3 -171.6 -181.9 -1582.4 -203.7 -216.5
Interest payments {scheduled) -51.3 -394 -38.7 =387 =281 =336 -379 -46.7 -43.3 -41.0 -40.1 -39.4 -389
ofw moraloriun interest a0 G0 -0.7 -1.7 4.4 B | -1 -1 7.1 7.1 71 |
Other net income -3%6 -263 -16.0 -243 -109 -28.6 -12.7 -9.4 -7.8 -1.6 6.3 -6.3 -5.4
Franslers (net} 760 15.1 139 335 522 454 46.9 523 416 331 35.6 LY 30.6
Ui:ﬁcmi 61.7 342 569 9.1 58.2 388 3946 455 32.6 326 306 236
Private 14.4 -5 -0 -6.9 -12% -1y =13 -39 0.5 16 4.0 50
Capital account balance 643 -85 224 374 825 54.3 28.0 239 482 208 1073 1258 1610
Commercial banks -1.9 -12.5 -5.0 -8.4 -6.4 0.4 -1L7 -10.0 -3.0 -8.0 -8.0 -8.0 -3.0
Mediom-and long-term toans, net 4046 -235 1.5 41 15.3 12.5 B -260 1R 218 292 131 515
Disbursement -Prajects 313 76 95.0 950 89.0 820 194 220 753 863 9L9 1052 1133
Amortization (scheduled) -90.7 -97.1 -102.5 -50.9 -737 -69.5 -B0.4 -108.0 -87.1 -62.5 627 -7k 618
Foreign direcl investment -6.9 =51 338 250 14.3 307 307 489 580 610 730 85.7 103.5
Other assets {incleding accounts payable and receivable) 325 216 11 167 594 205 160 1.0 e 120 13.0 4.0 14.0
Errors and omissions and short term capital 103 19.0 0. an -l8t 0.0 0.0 00 00 o0 0.0 0.0 2.0
Overall balance -16.2 -41.6 -B0.8 -253 17.7 -2i.9 -65.2 678 -482 -12.3 =227 -213 103
Finuncing 162 416 36.3 253 -17.6 218 652 254 -48.0 X 280 -3l 0 454
Net intermational reserves -13.% -18.4 38 248 ~36.9 -Z18 -26.5 =256 -48.0 -5340 280 -310 -49.4
{iross official reserves (- increase} -21.2 -163 2.9 -85 490 -36.0 -23.0 22 =232 -3l6 &5 -1240 284
IMF (net) 7.3 2.1 &7 a? -B.0 122 3.5 278 248 -21.4 -19.5 -1%.0 -21.0
Purchases and disbursemenis 18.7 149 294 294 148 40.8 254 0.4 0o 0.0 0.0 o0 Q.0
Repurchases and repayments -11.4 -17.0 =227 =223 228 -287 -89 2718 24 B =214 -85 -19.0 -21.0
Release of pledged reserves 2/ 0.0 00 250 i32 i3 0.0 0.0 0o 0.0 [ 0o 0.0
Exceptional Financing (including arrears) 30 19.1 azs 1.6 86 40.6 51.2 0.0 6.0 0.0 oo 0.0 0.0
Accumulation of Arrears (net) 08 -14.7 Q.0 -2.2 30 38 00 o0 0.0 0.0 a0 0o 00
Debt rescheduling 0.0 318 0.0 198 k5.6 44.5 51.2 ad 00 0.0 o0 a.0 0.0
On amears 4.0 0.a 0.0 0.0 0.0 0.0 0.4 ao 0.0 o0 0.0 2.0
on principal ad 16.2 . 6.1 4.4 28.5 EL R4 .0 0o 00 Q.0 0.0 00
on interest 0.0 17.6 129 114 134 144 a.0 0.0 0.0 [£11] 124 0.G
on macalorium interest 0.0 0.0 08 08 26 0 a0 06 0e 0.0 a0 00
BOP support loans (ADB} 3/ 0.0 334 17.5 75 7.5 00 250 oo 2.0 oG oo a0 0.0
BO¥F suppon loans (WB) 3/ 0.0 15 150 0.0 0.0 50 15.5 0.0 0.0 0.0 0.0 0.0 oe
Financing gap (-} 0.0 a0 -44.5 00 LR1} 0.0 0o -934 -96.2 -653 -50.7 =523 =151
069 1.7 16 23 235
Memorandum items:

GDP {ia mittions of U.S. dollars) 1368.0 15265 16365 1663.0 15578 17583 19236 2i04.4 2302.3 2518.7 27554 1406 3443.1
Cumrent account balance (in percent of GDP} 6.6 -3.3 41 <38 -29 43 -48 -4.4 4.2 -4.1 -4.7 4.7 ;4;
Growth ol exports of goods and services{velume} 1.7 -1.4 26 4.7 22 164 13 43 449 59 13 2.7 3
Cirowth of imports of goods and services {valume) -14.8 -13.6 335 94 1.7 2.1 4.9 31 4.5 50 40 17 4.?
External Public Debl {US§ millinn) 1773.8 1629.4 18758 1780.4 17232 1774.4 17157 17273 176%.2 FROR.R 1B45.4 18933 1545.2
a5 percent ot GDP 1300 1067 HSO 1071 104.5 978 86.2 79.5 744 493 644 50.3 56.5
Externat Public Debt (NPV Terms) 113192 1180.7 .. 11914 12144 11139 1112 1129.6 1491 11650 1137,; 1Z20B.9
as percen! of GOF 51.8 773 722 66.9 6.2 512 475 44.0 40.8 37. 35
Exiemnsl Public DebUExparts (NPY Terms) 197.7 2133 207.0 199.8 17.7 159.7 154.0 1461 140.4 135.7 131.5
Debt service-to-gxports ratio .7 213 18.4 130 ]4.5} 250 9.3 14.% 14.0 14.3 4;?:
Gross reserves 5/ 205.3 2218 2113 2573 2708 306.7 38 327.5 3508 38}2 393.‘,; 40&.2 4.3
In menths of subsequent year's inporis 4.4 4.1 37 4.6 4.5 4.7 48 4.5 :; 16 4 B 4

Financing gap as perceniage of GDP a0 0.0 27 00 0.0 oo 00 -4.4 -4, -2 -1. . .

Sources: Kyrgyz autharities and Fund staff estimates and projections.

1/ Inciuding, transters.

2/ Pans Club Savings -

3f BOP support koans for 1998- 200U are shown as part of disbursements under capital account. ] .
5¢ Walued at end-year exchange rates. Uross reserves exchude NHKR pledges to secure government-guaranteed loans and blocked deposits.

_85_
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Table 13. Kyrgyz Republic: Indicators of Fund Credit, 2000-2006

(In percent, unless otherwise indicated)

2000 2001 2002 2003 2004 2003 2006
Outstanding Fund credit (end-of-period}
In miilions of SDRs 144.3 1433 136.4 145.6 143.0 122.1 103.3
In mitlions of U.5. dollars 188.0 181.1 176.4 192.7 189.8 162.6 137.%
In percent of quota 162.5 1613 153.6 164.0 161.0 137.5 116.5
In percent of GDP 13.7 11.9 10.7 10.6 9.6 7.5 5.8
In percent of total exports 32.3 323 297 28.8 27.6 222 17.6
In percent of external public debt {(including Kumtor) «10.6 11.1 10.2 10.9 11.1 54 78
In percent of external public debt (excluding Kumitor) ‘124 12.6 11.0 113 113 93 78
In percent of gross reserves
at the beginning of the period 102.0 88.1 79.5 712 61.9 493 421
Debt service due to the Fund
Iz millions of SDRs 10.2 13. 19.1 224 22.3 21.3 18.9
In milltons of U.S. doflars 13.4 6 24.6 29.6 29.6 283 252
Of which:
Repurchases and repayments 11.3 16.1 24.0 28.7 289 273 24.3
Charges/interests 2.0 0.5 07 0.9 .7 0.5 0.4
{n percent of quota 1/ 11.5 14.9 213 252 251 240 21.3
In percent of GDP 1.0 11 1.5 1.6 1.5 3 1
In percent of total exports 23 3.0 42 4.4 4.3 3.9 3.2
In percent of total debt service (including Kurntor) 8.7 10.9 9.8 22.5 201 15.5 16.3
In percent of debt service (excluding Kumtor) 15.7 13.0 295 28.1 259 17.2 18.2
Ia percent of gross reserves
at the beginning of the period 72 8.1 111 10.9 9.6 8.6

7.7

Sources: IMF, Treasurer's Department; and Fund staff calculations.
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Table 14. Kyrgyz Republic: Prospective Use of Fund Resources, 2001-2006

Cutstanding 2002 2003 2004 2003 2006
End-Dec. 2001

SBA transactions 0.00
Purchases 0.00 0.00 (.00 0.00 0.00
Repurchases 0.00 0.00 0.00 0.00 0.00
STF transactions 941
Purchases 0.00 (.00 0.00 0.00 .00
Repurchases 5.38 4.03 0.00 0.00 0.00
PRGTF transactions 133.85
Drsbursements 11.72 30.84 19.10 0.00 0.00
Repayments 13.18 17.63 21.74 20.87 18.61
Total Fund credit outstanding 143.26 136.42 145.60 142,96 122.09 103.47
{In percent of quota)
Total Fund credit outstanding 1/ 153.63 163.97 160.99 137.49 116.52
Dishursements under PRGF 13.20 34,73 21.51 0.00 0.00

Sources: IMF, Treasurer's Department; and Fund staff calculations.

1/ Relative to the quota of SDR 88.8 million.
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Table 15. Kyrgyz Republic: Reviews and Disbursements

Under the Three-Year PRGF Arrangement

Date

Action

Disbursement

December 6, 2001

July 1, 2002

February, 2003

On or after May 15, 2003

June 2003

On or after November 15, 2003

On or after May 13, 2004

June 2004

On or after November 13, 2004

Approved three year Arrangement.

First review based on end-March 2002
performance criteria, completed.

Complete second review based on
end-September 2002 performance criteria
and establish conditions and disbursements
for the second year of the arrangement.

Complete third review based on end-March
2003 performance criteria.

Indicative targets.

Complete fourth review based on
end-September 2003 performance criteria

and adopt conditions and disbursements for
the third year of the arrangement.

Complete fifth review based on end-March
2004 performance criteria.
Indicative targets

Complete sixth review based on
end-September 2004 performance criteria.

SDR 11.72 mithion

SDR 11.72 million

SDR 11.72 million:

SDR 9.56 million

SDR 9.56 million -

SDR 9.55 million

SDR 9.55 million
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APPENDIX |

KVYRGYZ REPUBLIC—FUND RELATIONS
(As of December 31, 2002)

Membership Status: Joined: 05/08/1992; Article VIII

General Resources Account

Quota
Fund Holdings of Currency

Reserve position in Fund

SDR Million Percent of Quota
88.80 100.0

92.83 104.54

0.00 0.01

SDR Department SDR Million  Percent of Allocation
Holdings 0.47 N/A
QOutstanding Purchases and Loans SDR Million Percent of Quota
Systemic Transformation 4.03 4.54
ESAF/PRGF arrangements 132.22 148.50
Latest Financial Arrangements

Approval Expiration Amount Approved Amount Drawn
Type Date Date (SDR Million) (SDR Million)
PRGF 12/06/2001  12/05/2004 73.40 23.44
ESAF/PRGY 06/26/1998  07/25/2001 73.38 44.69
ESAF 07/20/1994  03/31/1998 88.15 88.15
Projected Payments to Fund
(SDR Million; based on existing use of resources and present holdings of SDRs)

Forthcoming
2003 2004 2005 2006 2007

Principal 21.70 21.70 20.90 18.60 16.10
Charges/Interest 0.70 0.50 0.40 0.30 0.20
Total 22.40 22.20 21.30 18.90 1630
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VII. Implementation of HIPC Initiative. Not applicable.
VIII. Safeguards Assessments

Under the Fund's safeguards assessment policy, National Bank of the Kyrgyz Republic
(NBKR) is subject to an assessment with respect to the PRGF arrangement, which was
approved on December 06, 2001 and is scheduled to expire on December 05, 2004. A
safeguards assessment of the NBKR was completed on January 18, 2002. The assessment
concluded that high risks may exist in the financial reporting framework and in the system of
internal controls. Staff findings, proposed recommendations under program conditionality
and other recommendations are reported in Appendix VII. Implementation of the measures
by the NBKR needs to be monitored by staff.

IX. Exchange Rate Arrangements

The currency of the Kyrgyz Republic has been the som (100 tyiyn =1 som) since May 15,
1993, The National Bank of Kyrgyz Republic publishes daily the exchange rate of the som in
terms of the U.S. dollar, which is determined in the interbank foreign exchange market.

X. Article IV Consultations

The Kyrgyz Republic is on the 24-month consultation cycle. The last Article IV consultation
discussions were held in September 2001 and the Article IV consultation was completed by
the Executive Board on November 30, 2001.

X1.  FSAP Participation and ROSC Assessment

The FSAP missions were held in May and September 2002, and the discussions were
concluded during the 2002 Article IV consultation. A ROSC Fiscal Transparency mission
was héld in March 2001 and the ROSC Fiscal Transparency Module has been submitted to
the Board concurrently with 2001 Article IV consultation report. A ROSC Data mission was
held in November 2002. '

XII. Resident Representative

The fifth resident representative of the Fund in the Kyrgyz Republic,
Mr. Bhaswar Mukhopadhyay, has held his post in Bishkek since March 17, 2001.
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Kyrgyz Republic——Relatious with the World Bank Group
{As of January 8, 2003) '

1. On December 6, 2001, the World Bank Boards of Directors endorsed a Country
Assistance Strategy (CAS) Progress Report for World Bank Group based on the
Government’s Interim National Poverty Reduction Strategy Paper and Comprehensive
Development Framework, which suggest that fiscal year 2002 will be a year of consolidation
and stocktaking. The next CAS, covering the fiscal years 2003-05, is expected to be
finalized during Spring 2003. It will be the fourth full CAS and the first to be based on the
full Poverty Reduction Strategy Paper, which the authorities finalized in December 9, 2002.

2. International Development Association (IDA). Between 1994 and 2002, IDA has
approved 24 projects totaling approximately $614 million (after cancellations), of which
about $442.5 million has been disbursed. Six structural adjustment credits have already been
completed, which provided quick disbursing support for the Government’s economic reform
programs in privatization, enterprise restructuring, agricultural pelicy, financial sector, public
sector resource management and pension reform. Four investment operations have also been
completed supporting reform and rehabilitation of the telecommunication sector, social
safety nets, health, and rural finance.

3. The active portfolio includes 14 operations:

¢ A balance of payments support operation {Consolidation Structural Adjustment Credit)
assisting with reforms in the power and gas sector, and improvements to the business
environment {reducing the cost on business from licensing and inspections). The first
tranche of the CSAC was disbursed at the end of 2000, and the second at the end of 2001.
One additional tranche remains to be disbursed before the closing date of June 2003.

¢ Two operations supporting energy sector rehabilitation and reform (Power and District
Heating and a Technical Assistance Credit supported the CSAC program)

e Seven operations supporting provision of key public goods and reform in agriculture
(irrigation rehabilitation, flood emergency, on-farm irrigation, rural finance, agricultural
support services, sheep and wool development, and land registration—-the latter also
provides the basis for the introduction of a tax of non-movable property in rural and

urban areas)

¢ An operation supporting capacity building in the financial sector and a line of credit for
private enterprises.

e A second health sector operation continuing support for sectoral restructuring and reform
program
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s A rural water supply and sanitation operation (approved together with the CAS Progress
Report)
e A urban transport operation

4, The World Bank Group’s operational objectives for the next 12 months are to support
completion of a full Poverty Reduction Strategy through focused analytical work and
technical assistance, the enhancement of portfolio performance, and the ongoing structural
reforms in energy, business environment, public expenditure management, health and water
and sanitation and agriculture. In this endeavor, the IDA is planning to support the
authorities efforts in strengthening the governance framework through a Governance
Structural Adjustment Credit (GSAC) and accompanying Govemance Technical Adjustment
Credit (GTAC)—Dboth are at an advanced stage of preparation. The Bank has also undertook
a Public Expenditure Review, a Pension Note Update, and a Poverty Assessment—the
former two studies are at the discussion stage with the authorities and the last one is near.
finalization. As noted earlier, a full CAS, covering the fiscal years 2003-2005, is expected to
be finalized in Spring 2003.

5. IFC has focused on institution building, technical assistance, and strategic
investments. Building upon IFC's initial investment in the financial sector, the Demir Kyrgyz
International Bank, IFC played an instrumental role in the establishment of the largest bank
in the country the Kyrgyz Investment and Credit Bank, with a $1.4 million equity
investment. IFC developed a strategic partnership with FINCA by investing $1.0 million in a
fund to support microenterprises. This investment was accompanied by technical assistance
to FINCA to facilitate its transformation and to the government in developing the appropriate
regulatory framework. IFC has also provided technical assistance to review and develop the
legal and regulatory framework for leasing. Under the Extending IFC's Reach Initiative, [FC
has undertaken promotional and business development activities with smail and medium-
sized enterprises and approved three investments of $470,000, $300,000 and $1.4 million for
agribusiness, packaging and pasta production projects respectively. IFC is playing a catalytic
role in the development of SEAF-CAESTF, a regional equity fund that will provide equity,
quasi-equity and debt financing as well as technical and managerial assistance to growth-
oriented SMEs.

6. The primary focus of IFC activities in the period leading up to the next CAS will be
to improve the business environment, provide support for SMEs and closely coordinating
with the World Bank to create a framework that will facilitate foreign investment in mining,
utilities and infrastructure. With financial support from the Swiss Governiment, IFC draws
upon the resources of the Private Enterprise Partnership to advise on improving the business
environment, provide training and support services for SMEs, continue past IFC efforts to
develop leasing activities, and support agri-business for local and export markets. Technical
assistance with a focus on project development is currently being undertaken in the tourism
sector, IFC will work with IDA on a possible agricultural marketing and processing project,
which could provide the basis and framework for collaboration in agricultural leasing. IFC
will investigate opportunities for development of the IT sector. IFC will cooperate with IDA
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and the government in developing a legal and regulatory framework that will facilitate new
foreign investment in mining in future years.

7. MIGA has supported the development of private sector in Kyrgyz Republic by
extending guarantees to foreign direct investments in four projects in the manufacturing,
services, and mining sectors. As of June 30, 2000, the total amount of foreign direct
investment facilitated, as a result of MIGA guarantees, is over $360 million. MIGA has also
provided.capacity building in foreign investment techniques to the State Committee on
Foreign Investments and Economic Development, in an initiative supported by the Swiss
government. MIGA plans to continue to assist the development of Kyrgyz Republic through
its guarantee program and capacity building. Data on the Kyrgyz Republic is also featured in
MIGA's Privatization Link service, which connects potential investors to information on
companies slated for divestiture via the Internet.

World Bank’s contact:
Anthony Cholst (acholst@worldbank.org), Senior country officer. Phone (202) 458 0324.
Sebnem Akkaya (sakkavai@worldbank.org), Economist. Phone (202) 473 2346.
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KYRGYZ REPUBLIC—RELATIONS WITH THE ASIAN DEVELOPMENT BANK (ASDB)
(As of October 31, 2002)

AsDB operations in the Kyrgyz Republic commenced in 1994. To date, AsDB has approved
21 loans, all on concessional terms, totaling $542.2 million, of which about $331 had been
disbursed by October 31, 2002. Lending for fast disbursing, policy based project has
accounted for about a third of tota! lending. Besides loan operations, AsDB has extended
technical assistance (TA) grants totaling about $29.2 million since 1994. The TA operations
follow the sharp sectoral focus of the Country Operational Strategy (COS) and complement
the AsDB’s loan operations. A high proportion of the TA assistance is for supporting the
government’s efforts for institution strengthening and capacity building, with a view to
supporting sustainable economic development.

The current COS was endorsed by the Board of the Asian Development Bank in November
1996. The strategy confirmed the principal objectives of the Interim Operational Strategy that
had guided AsDB’s operations in the Kyrgyz Republic since 1994. These objectives are: (i}
support for the government’s reform through encouraging institutional changes and
strengthening institutional capacity, and improving the provision of public services; (il)
encouraging private sector development; and (iii) improving long-term growth potential
through investment in both physical infrastructure and human development and preserving
the environment. In achieving these objectives, the COS has deliberately adopted a sharp
focus on a small number of strategic areas, including (i) improvement in the provision of
public services, particularly social services provided by local governments and the
management of reform by the central government; (ii) agriculture, including rural finance;
(iii) human development, especially education; and (iv) infrastructure rehabilitation. In 1959,
in response to the negative effects of the Russian crisis, the AsDB’s reach was broadened to -
include assistance to the financial sector. This selective approach has enabled the AsDB to
maintain a strong sector presence and a well-focused policy dialogue. The current COS
needs to be revised to reflect ASDB’s and the Government’s latest priorities. A new country
strategy and program (CSP) will be completed in 2003 in close consultation with the
Government and other stakeholders.

1. In 1997 the AsDB initiated support for enhanced subregional economic cooperation
among the Central Asian republics and the western-most province of the People’s Republic
of China. In 1998, the AsDB approved a Private Sector Strategy for Central Asia. The thrust
of the strategy is to complement the AsDB’s public sector operations with various
instruments including nonguaranteed equity participation and loans to privately sponsored
projects.

2. With the adoption in 1999 of poverty reduction as the AsDB’s overarching objective,
deliberate shifts are being made in the operational program to ensure more explicit support
for projects which include beneficiaries living below the poverty line and for projects which
will assist others to remain out of poverty.
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KYRGYZ REPUBLIC—RELATIONS WITH THE EUROPEAN BANK FOR
RECONSTRUCTION AND DEVELOPMENT (EBRD)
(As of July 31, 2002)

In 2002, the key strategic priorities of the EBRD in Kyrgyzstan include: the development of a
dynamic micro, small and medium enterprise sector; the strengthening of the financial sector;
the support to the privatization program and assistance with attracting foreign direct
investment. :

1. Between 1994 and 31 July 2002, the EBRD signed 17 investment projects in Kyrgyzstan
with a total commitment of €174 million. Disbursements account for 84 per cent of these
commitments. The private sector accounts for 52 percent of the commitments with 91 percent
provided as debt and 9 percent—as equity. The public sector accounts for 48 percent of the
commitments, all in the form of debt.

2. Thirteen projects are in the private sector, which include two credit lines for micro, small
and medium enterprises and a regional trade facilitation program. Five of the private sector
investments have been made under the Direct Investment Facility program, established in
1998. The objective of this program is to demonstrate the viability of equity investment with
local entrepreneurs in difficult markets by providing equity and limited debt financing to
private sector businesses.

3. Four projects are in the public sector, with one project aimed at the modernization of
thetelecommunications network, two projects focusing on upgrading components of the
electricity transmission network, and one project in the agribusiness sector. The total
commitment of these projects is €82.4 million (or 43 percent of the total).

4. Tn terms of sectoral allocation, 22 per cent of commitments are in natural resources, 36 per
cent in power and energy, 21 per cent in the financial sector and 20 per cent in general and
specialized industries.

5. These projects have been supported by the EBRD’s technical cooperation program,
which is targeted at the financial sector, natural resource management, agribusiness, and
critical infrastructure bottlenecks (such as the modernization of telecommunications, and
electricity transmission and distribution).

6. The EBRD objective is to avoid putting pressure on Kyrgyzstan’s foreign debt burden.
Therefore, the EBRD sets special requirements in terms of their expected impact on the
country’s systemic transition for any investments involving sovereign obligations.
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APPENDIX V

KYRGYZ REPUBLIC: TECHNICAL ASSISTANCE PROVIDED BY THE FUND, 1997-2002

(As of November 19, 2002)

management

1999

Dept. Subject/Identified Need Timing Counterpart
FAD Review status of revenue administration;  June 1997 Ministry of Finance
evaluate need for further technical
asgistance
Review status of revenue administration;  January 1998 Ministry of Finance
evaluation need for further technical
assistance
Tax policy and administration April 1998-May Ministry of Finance
1999 (long-term
peripatetic advisor)
Tax Policy and Administration March 1999 Ministry of Finance
Expenditure control and Fiscal May 1999 Ministry of Finance
Transparency
Customs Administration September 1999 Ministry of Finance
ROSC Fiscal Transparency Module March 2-13, 2001 Ministry of Finance
Tax Policy and Administration January 28-February Ministry of Finance
9,2002
Treasury Reform and Expenditure February 11-27, Ministry of Finance
Management 2002
MAE Foreign exchange operations, monetary ~ September 1997 National Bank of the
operations, government securities market Kyrgyz Republic
and central bank organization
Foreign Exchange Management June-July 1998 National Bank of the
Kyrgyz Republic
Central bank operations and liquidity October 1998 National Bank of the
management Kyrgyz Republic
Banking Supervision March—April 1999 National Bank of the
' Kyrgyz Republic
Central Bank operation and liquidity December 215, National Bank of the

Kyrgyz Republic
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KYRGYZ REPUBLIC: TECHNICAL ASSISTANCE PROVIDED BY THE FUND, 1997-2002
(As of November 19, 2002)

Dept, Subject/Identified Need _ Timing Counterpart
Banking System Stabilization and January 21-February National Bank of the
Research 3, 2000 Kyrgyz Republic
Banking and Payment Systems Reform  November 10-23, National Bank of the

2000 Kyrgyz Republic
Bank Restructuring (short-term expert)  April 9-May 186, National Bank of the
2001 Kyrgyz Republic
Financial Institutions (short-term expert) April 23-May 7, Nationat Bank of the
2001 Kyrgyz Republic
Banking Sector Reform, Central Bank July 23—August 4, National Bank of the
Law, Monetary Operations 2001 Kyrgyz Republic
Payment Systems September 21- National Bank of the
QOctober 3, 2001 Kyrgyz Republic
Payment Systems March 21-April 8, National Bank of the
2002 Kyrgyz Republic
Regularization of Financial Relations April 23-May 3, National Bank of the
between the NBKR and the Ministry of 2002 & October 31- .
Finance November 8, 2002 Kyrgyz Republic
Financial Sector Assessment Program (in May 15-18, 2002 &  National Bank of the
cooperation with the World Bank) August 26- Kyrgyz Republic
September 9, 2002 &
October 29-
November 6, 2002
STA  Balance of Payments Statistics July 1997 National Statistical
Committee
Review of monetary statistics and February 1998 National Bank of the
finalization of IFS page Kyrgyz Republic
Review of trade statistics procedures March 1998 National Statistical
Committee
Money and Banking Statistics March 1999 National Bank of the
Kyrgyz Republic
Balance of Payments Statistics October—November, National Bank of the

1999

Kyrgyz Republic
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KYRGYZ REPUBLIC: TECHNICAL ASSISTANCE PROVIDED BY THE FUND, 1997-2002

(As of November 19, 2002)

Dept. Subject/Identified Need _ Timing Counterpart
Price Statistics March 1-15, 2000 National Statistical
Committee
National Accounts Statistics March 2-15, 2000 National Statistical
Committee
GDDS Metadata Preparation Dec. 14-22, 2000 National Statistical
Committee
ROSC Data Assessment Nov. 5-21, 2002 National Statistical
Committee
List of Resident Advisors
FAD  Establishment of Treasury Mr. Chaturvedi Oct. 1994-Aug. 1996
FAD  Tax Administration Mr. Walker Oct. 1994-Dec. 1996
FAD  Tax Policy Advisor Mrs. Guevara Jun.-Dec. 1999
FAD  Customs Administration Advisor Mr. Sawyer Mar.—Jun. 2000 and
From Aug.—Nov. 2000
MAE General Policy Mr. Aurikko Sep. 1995-Aug. 1996
MAE  Accounting Mr. Listman Oct. 1995—Jun. 1996
MAE  Accounting Mr. Seng May 1996—Dec. 1997
MAE Banking Supervision Advisor Mr. Franson Sep.1999-Feb. 2001
MAE Banking Supervision/Restructuring  Mr. Svartsman Nov. 2001-Jan. 20604
Advisor
MAE  Public Debt Policy and Management Mr. Azarbayejani Dec. 2002-Dec. 2004
PDR  External Debt Advisor Mr. Azarbayejani Feb. 2000-May 2001
STA - Balance of Payments Mr. Hafiz Jun. 1996-May 1997
STA  Multitopic General Advisor Mr. Khawaja Apr. 1996—Apr. 1999
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KYRGYZ REPUBLIC—STATISTICAL ISSUES
General framework

1. The NSC maintains a comprehensive and regularly updated data web site largely
incorporating Fund dissemination standards metadata structure and format, with good
coverage and timeliness (http://stat-gve.bishkek.su). The Kyrgyz Republic is presently
participating in the Fund’s General Data Dissemination System (GDDS); its dissemination
practices more than fully meet the GDDS recommendations, and meet most of the SDDS
requirements.

2 A data ROSC mission, which took place in November 2002, carried out a review of
the Kyrgyz Republic’s data dissemination practices against the GDDS, as well as an in-depth
assessment of the quality of national accounts, CPI, PPI, government finance, monetary, and
balance of payments statistics.

National accounts

2. In general, data dissemination of national accounts statistics is prompt. Technical
assistance has been received from the IMF, EUROSTAT, OECD, World Bank, and bilateral
donors. While significant progress has been made in improving the national accounts
estimation process, problems persist with respect to the quality of the source data due mainly
to excessively tight collection deadlines and efforts are needed to improve the quality of the
source data for GDP quarterly estimates. Difficulties also remain in properly estimating the
degree of underreporting, especially in the private sector. To improve the coverage and
reliability of primary data, work has been undertaken to introduce scientific sampling
procedures. Improved sampling procedures have been adopted for household surveys and
new report forms are being introduced for the survey of enterprises. The NSC has established
a division of sample surveys, which would assist in improving the sampling technigues.
However, subannual national accounts statistics are still collected on a cumulative basis
rather than by discrete time periods.

Prices, wages, and employment

3. The scope of the new CPI, which has been published since January 1995, is broadly
consistent with international standards. The price index covers all urban resident households
of all sizes and income levels, although rural households, which comprise the majority of the
population, are not covered. A recent ROSC mission recommended that the authorities
expand the coverage of the CPI to include rural households.

4. The new PPI, which has been published since October 1996, is also compiled
broadly in accordance with international standards, although its coverage needs to be
improved. The coverage of the PPI was broadened in May 1997 and is expected to be
further expanded in the coming years.
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4. Progress has been made in computing unit value indices for imports and exports.
Work continues with regard to computation of these indices using a standard index
presentation and the development of an export price index. However, problems in the
customs administration have led to an incomplete coverage of trade and the lack of an
appropriate valuation system. Moreover, the quality of data processing by customs has
suffered due to the use of an outdated computer software system.

5. Problems exist in the compilation of the average wage, especially with respect to the
valuation of payments in kind and the coverage of the private sector. Also, the monthly
statistics are not comparable with the annual data due to different coverage and
classifications.

6. Employment data have similar inconsistencies between annual and monthly data. The
coverage of unemployment includes an estimate of unregistered unemployed.

Fiscal accounts

7. The scope of government statistics falls short of international standards in that they
exclude data for the Social Fund and the externally financed Public Investment Program,
although these data are published separately. Other limitations are that financial transactions
exclude transactions with domestic banks and there are discrepancies between the deficit and
the financing data. The authorities do not provide any details on the financing data. While
revenue and expenditure data are generally set up according to GFS standards, both
categories have some items misclassified. There are nontax revenues classified as taxes and
specific expenditure items are misclassified in the budget and treasury accounts. .

8. The provision of data on external debt service has improved. The External Debt
Division of the Ministry of Finance is now solely responsible for monitoring external debt.
The unit has benefited from the on-site training provided by a Swiss-financed long-term
consultant and has computenized its database. Data on actual debt service payments on public
and publicly guaranteed payments and outstanding loans as well as revised projections are
provided on a monthly basis. The quality and timeliness of external debt data is adequate.

Monetary sector

9. The authorities introduced new charts of accounts for the NBKR and the commercial
banks during 1997, with the assistance of a resident MAE advisor and the USAID. A money
and banking statistics mission in March 1999 reviewed the compilation of the monetary data
and found that the classification of accounts is generally in accordance with the Fund’s
methodology. However, the information provided by the NBKR’s chart of accounts is not
sufficiently detailed to support the sectoral breakdown of the monetary statistics compiled
and there is a need to improve not only the chart of accounts but also the accompanying
instructions. The main findings of the November 2002 ROSC mission were that: (1) the
residency criterion is not uniformly applied as the currency denomination is used to classify
some transactions with foreign and domestic units, (2) deposits with banks in liquidation are
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included in broad money, (3) source data do not provide sufficient information for a more
detailed sectoral breakdown (e.g., subsectorization of nonbanks institutions as recommended
in the Monetary and Financial Statistics Manual), and (4) there are discrepancies among
monetary, fiscal and BOP data, consistency checks are not conducted by the monetary
statistics and BOP compilers for commercial banks data on foreign assets and liabilities.
Monetary data for /FS publication have been reported on a regular monthly basis with a lag
of about one month. Since December 2002, monetary data are reported electronically to STA.

External sector

10.  The compilation of balance of payments statistics has improved with the assistance of
a technical assistance mission on balance of payments statistics that visited the NBKR during
1999. A data ROSC mission in November 2002 noted that the compilation of balance of
payments statistics in Kyrgyz Republic broadly follows the guidelines of the Balance of
Payments Manual, Fifth Edition (BPM5). The NBKR has good arrangements with other
agencies to ensure timely flow of data. However, individual records from several sources
(particularly the ITRS data and Customs declarations) are not available to the NBKR, which
limits its ability to cross-check the accuracy of data. Although the data collection program
has been expanded in the recent past, coverage deficiencies remain with respect to trade,
services, and foreign direct investment. The NBKR surveys of enterprises lack an up-to-date
register and have inadequate coverage of enterprises, particularly those in free economic
zones. There is also a need for improving compilation procedures for achieving temporal
consistency of data, and investigating and reconciling discrepancies.

11.  The NSC conducts a quarterly sample survey for the estimation of shuttle trade, and
uses customs records on the number of people crossing the border with CIS countries to
derive the sample. However, the high value limits applied for free import of goods by
individuals has resulted in the proliferation of a large industry engaging in shuttle trade,
making its estimation even more difficult.
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SAFEGUARDS ASSESSMENT—SUMMARY OF CONCLUSIONS

Safeguards Assessment

An on-site assessment of the NBKR was conducted during August 2001, The assessment
received full cooperation from the NBKR, and its management agreed to all the measures

proposed by the staff.

Vulnerabilities

The vulnerahilities identified included:

(1) a significant portion of the NBKR s assets was in the form of non-interest bearing
government securities with infinite maturity, the actual fair value of these assets being
significantly lower than their normal value, therefore, overstating the capital base of the

bank, and

(ii) the central bank law does not preclude distribution of net unrealized gains on foreign
exchange or securities.

Remedies Under Program Conditionality

The NBKR and the MoF have finalized an agreement to regularize their financial relations.
As part of the agreement, the noninterest-bearing securities with infinite maturity held by the
NBKR have been converted into short- and medium-term securities that bear a market rate of
interest, while the NBKR will pay interest on government deposits. The agreement becomes
effective by end-2002. '

The NBKR has considered, as recommended in the Safeguard Assessment, modifying the
national bank law to specifically state that net unrealized gains on market price fluctuations
for domestic and foreign securities, as well as on foreign exchange rate revaluations, will not
be distributed to the govemment. It is, however, not necessary to open parliamentary
discussions on amendments to the national bank law, as the arrangement can be confirmed
through a formal agreement between the NBKR and the MoF. According to an agreement to
signed in June 2002, the NBKR continues to make distributions from realized profits only.



6. ATTACHMENT I

Bishkek, Kyrgyz Republic
' * January 31, 2003

Mr. Horst Kéhler

Managing Director
International Monetary Fund
Washington, D.C. 20431

Dear Mr. Kéhler:

The Kyrgyz authorities held discussions with Fund staff in October/November 2002 for the
second review under the PRGF arrangement. Based on these discussions, the attached
Second-year Memorandum of Economic Policies (SMEP) reviews economic developments
and policy implementation through September 2002, updates the macroeconomic framework,
and discusses the financial policies and structural reform program for the second-year
program (October 1, 2002-September 30, 2003). It supplements the MEP dated _
November 16, 2002, as well as the supplementary MEP dated June 13, 2002, It also proposes
quantitative performance criteria, as well as structural performance criteria and benchmarks,
for end-March 2003.

All performance criteria for end-September 2002 were met, except for the continuous
performance criterion on the non-accumnulation of external payments arrears. The arrear was
cleared in early January 2003, and we request a waiver for the non-observance of this
performance criterion.

On the basis of the performance up to September 2002 and the policies set out in the attached
memorandum, the government also requests the completion of the second review. We expect
the third, fourth, fifth, and sixth reviews under the arrangement to be completed after the test
dates of end-March 2003, end-September 2003, end-March 2004, and end-September 2004,
respectively.

International experts have completed quarterly audits of the reserves of the National Bank of
the Kyrgyz Republic (NBKR) following the IMF Board meeting on February 9, 2000, when
Executive Directors discussed remedial actions in connection with an earlier misreporting of
reserves. The auditors have since confirmed the correctness of the data that has been
transmitted to the Fund. We therefore intend to move from a quarterly to annual audits of
reserves to reduce the operational costs of the NBKR.

We prepared a National Poverty Reduction Strategy (NPRS), which sets forth the main
elements of our approach to poverty reduction and macroeconomic policies and structural
reforms supporting it. The NPRS was submitted to the Fund on December 9, 2002.
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We believe that the policies and measures set forth in the memorandum are adequate to
achieve the objectives of our program. At the same time, we stand ready to take any
additional measures that may become necessary for this purpose in consultation with the
Fund staff. The government will provide the Fund with such information as the Fund
requests in connection with the Kyrgyz Republic’s policies and developments under the
program.

Yours sincerely,

s/ | /s/
Nikolai Tanaey Ulan Sarbanov
Prime Minister Chairman

Kyrgyz Republic National Bank of the Kyrgyz Republic
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KYRGYZ REPUBLIC

SECOND-YEAR MEMORANDUM OF ECONOMIC POLICIES
For the period October 1, 2002-September 30, 2003

I. INTRODUCTION

1. This Second-year Memorandum of Economic Policies (SMEP) supplements our
Memorandum of Economic Policies dated November 16, 2001, and the Supplementary
Memorandum of Economic Policies dated June 13, 2002. These documents describe the
economic policies supported by the International Monetary Fund (IMF) under a three-year
Poverty Reduction and Growth Facility arrangement (PRGF). The SMEP reviews our policy
performance during the first-year program (October 1, 2001-September 30, 2002) and
describes the policies for the period October 1, 2002-September 30, 2003. These policies are
consistent with the National Poverty Reduction Strategy (NPRS) we submitted on
December 9, 2002 for the IMF and World Bank endorsement.

II. PERFORMANCE UNDER THE PROGRAM

2. Because of a landslide in the Kumtor gold mine, lower energy exports, and a delayed
harvest, real GDP declined by 2.6 percent in the first nine months of 2002. Excluding gold
production, however, growth was positive (1.1 percent). Stabilization continued with the 12-
month inflation falling from 5.3 percent at the beginning of the first-year program to

3.5 percent in September 2002. The nominal exchange rate appreciated by 3.6 percent during
this period and nominal and real interest rates declined. Confidence in economic policies
improved as indicated by narrower interest rate differentials between domestic and foreign
government securities.

3. We also made progress in poverty reduction. A study conducted with the World Bank
staff confirms that, since 1998, poverty has decreased by almost 20 percent. Income
differentials narrowed and poverty declined in all regions—more in rural than in urban areas.
Unfortunately, the poorest region—the mountainous area of Naryn—benefited only a little.
Nevertheless, poverty reduction remains our first priority as 47 percent of the population
were still poor at end-2001.

4. Despite the drop of fiscal revenue from Kumtor, we have achieved all end-September
2002 quantitative targets under the program (Table 1). The net international reserves (NIR)
target was met with a wide margin as confidence in domestic currency improved and
currency substitution decreased. Net domestic assets (NDA) of the central bank (N BKR)
remained below the program ceiling by 6.3 percent of reserve money. The targets for fiscal
deficit and tax collection were also met and there were no budgetary arrears under the
program as the earlier small pension arrears were cleared in September. The two structural
performance criteria for end-September 2002 were observed as well. Legislative amendments
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to ensure that courts use only the NBKR-confirmed financial accounts as a basis for bank
liquidation cases were submitted to parliament on September 30 and a government resolution
was issued to reform the Large Taxpayer Unit (LTU) to make it fully responsible for tax
collection from large enterprises in 2003, ’

5. Regarding the banking sector, amendments to the Law on Licensing were sent to
parliament. With these amendments, the licensing of financial institution has been made the
responsibility of the NBKR alone (a structural benchmark for end-September). We have also
drafted a banking sector reform program (a structural benchmark for end-September) based
on the IMF/World Bank Financial Sector Assessment Program (FSAP) recommendations. In
the fiscal area, a government resolution was issued on the restructuring of the Ministry of
Finance (a structural benchmark for end-September). This includes introducing permanent
secretary posts for the highest level of civil service in the ministry to ensure quality and
continuity in administration. A Financial Planning Division within the Treasury was
established and it has produced the first cash revenue and expenditure forecast for the
remainder of 2002.

6. Because of a commercial dispute related to the failed Kyrgyz Telekom privatization,
we temporarily incurred in a small amount of external arrears. An international arbitration
tribunal in Stockholm awarded Raiffeisen, our privatization consultant, fees for $1.5 million
on July 12, 2002. We have now cleared these arrears and request a waiver for non-
observance of the relevant continuous performance criteria. We also intend to change the
schedule of the audits of the NBKR’s net international reserves from quarterly to annual
audits.

7. We are grateful to our creditors who in March 2002, at the Paris Club, granted a flow
rescheduling of our debt for 2002-2004. Since then, we have met with our creditors to
finalize the bilateral agreements. We have obtained reschedulings from France, Germany,
Denmark, Japan, Turkey, and Russia. Unfortunately, a rescheduling agreement could not be
reached with Union Bank of Switzerland (UBS) on a goaranteed debt which we thus repaid
i May 2002. Negotiations are being concluded with South Korea and India, while they are
still proceeding with the Kuwait Fund and China. By end-2002, Pakistan and Uzbekistan had
not responded to our requests for discussions.

ITT. PROGRAM FOR THE PERIOD OCTOBER 2002-SEPTEMBER 2003

8. The second-year program sets forward policies to achieve our medium term goals
under three constraints: the projected decline in gold production, the high external debt, and
the need to reduce poverty. To offset the negative impact of the declining gold production on
growth and the balance of payments, other industries should fill the gap. This will call for
strong cost competitiveness and structural reforms to improve productivity. At the same time,
the poverty reduction objectives should not lead to higher fiscal deficits. Excessive deficits
could trigger macroeconomic imbalances through rekindling inflation, depreciating nominal
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exchange rate, and increasing external debt. It is essential that we devise and preserve a right
balance of policies to avoid slow growth, unsustainable external debt, and persisting high
poverty levels. The high dependency on a few export commeodities calls for diversification of
the economy and we need to direct our policies toward this goal already now.

9. We will focus on strengthening structural policies, especially in governance and
banking, to increase economic efficiency. Containing the growth of unit labor costs relative
to trade partners will be critical for maintaining the competitive edge of Kyrgyz exports. At
the same time, financial policies will need to contain consumer price inflation.

10.  Inview of our currently weak fiscal position, we will mainly rely on economic
growth to reduce poverty and avoid higher fiscal deficits to finance social spending. For
targeted poverty reduction programs, we will seek grants instead of loans including under the
CIS7 Initiative. To generate resources for social spending, we will follow a three-pronged
approach. We will expand the tax base, improve tax administration, and reallocate public
resources from nonproductive uses to social spending.

11.  Private investment should be the driving force of capital accurnulation. The externally
financed Public Investment Program (PIP) will be streamlined from 5.1 percent of GDP in
2002 to 3.5 percent by 2005 and reduced to 3 percent thereafter. In 2003-2006 the increase in
national savings by 3 percentage points of GDP would reflect further fiscal adjustment and
improving enterprise profitability through productivity gains. The use of foreign savings to
finance investment would increase by 1.3 percentage points in the same period.

12.  For the period October 1, 2002-September 30, 2003, we have revised the
macroeconomic framework, introduced new quantitative and structural program targets, and
. specified further our intentions in fiscal, monetary, external, and structural policies. In the
latter area, in particular, we will strengthen governance and move to the next stage of the
banking sector reform.

13.  The landslide at the Kumtor mine and the reduction in energy production has led to a
downward revision of real GDP growth from 4.3 percent to 0.8 percent in 2002. Growth will
rebound next year as gold production returns to a higher level in the second half of 2003.
Year on year, we project real GDP to grow by 5.2 percent in 2003. Building on the recent
gains in price stabilization, we expect the 12-month inflation to remain low-—at

3.6 percent—in 2002, For 2003, our inflation target is 4.4 percent, somewhat higher than in
2002 reflecting higher administered prices and indirect taxes. With the sustained stability in
the foreign exchange market, these developments would lead to an increase in GDP per
capita (in U.S. dollar terms) by 17 percent during 2002-2003. The current account deficit for
2002 is now projected at only 2.8 percent of GDP—smaller than projected earlier

(3.8 percent). The reduction in gold exports are more than compensated thanks to higher goid
prices, lower PIP related imports, and a sharp increase of service revenues including from the
international military base. For 2003, the program target is to contain the external current
account deficit to 4.2 percent and increase official gross reserves to $271 million by end-
2002 and further to $307 million, or 4.7 months of imports by end-2003.



-61 -

Fiscal policies

14.  In 2002, the fiscal (cash) deficit is now projected to increase to 5.6 percent of GDP
from 5.0 percent in 2001. This weakening of the fiscal balance reflects the lower-than-
expected growth and the related revenue shortfall from the Kumtor gold mine. However, for
2003, when output recovers, the program aims at strong fiscal adjustment. The deficit will be
reduced to 4.7 percent of GDP. This will be achieved mainly through an increase in state
budget revenue from the projected 13.4 percent of GDP in 2002 to 14.6 percent in 2003. We
expect that the recovery of revenue from Kumtor and the extension of VAT to large
agricultural producers will account for most of it, while the rest will come from the full-year
effect of recent eliminations of various VAT exemptions. We intend to reach the NPRS’s
target of 15 percent central government tax ratio in 2005. This goal can be achieved only by
broadening the tax base significantly in the coming years. Since agriculture accounts for

40 percent of GDP but only 5 percent of tax revenue, it is necessary to extend VAT within
agriculture to cover large producers’ direct sales to the domestic market in the 2003 budget
as of April 1, 2003. With respect to other tax measures, we have already submitted to
Parliament for approval a new tax on real property. It will improve the financial position of
local governments and promote fiscal decentralization. In addition, we will increase the
excise tax on liquor from som 15 to som 18 per liter. Mineral resource taxation will be
amended by end-June 2003 (as recommended by the World Bank) to make it comparable
with international standards. We will introduce a unified environmental tax by end-2003 in
lieu of the existing system of fees. Finally, to reduce smuggling, we have exempied
medicines from the VAT as of January 1, 2003.

15.  On tax rates, no further adjustments will be introduced during the second-year
program. Indeed, following the profit tax rate reduction in the beginning of 2002, profit tax
collections excluding KyrgyzEnergo remained constant in January-September compared to
the same period in the previous year, only thanks to significant efforts in collection. This
suggests extreme caution in tax rate reductions. However, by end-March 2003 we will study
the possibility of reducing the high payroll tax rate in the medium term provided that we can
compensate the potential revenue loss by other means. By end-March, 2003, we will prepare
proposals on the taxation of capital gains for discussion with the Fund staff during the third
review of the PRGF supported program. We are finalizing our plan to move to a funded
pension scheme in close cooperation with the World Bank staff and discuss the short- and
medium term fiscal implications with the IMF staff before proposing any adjustments in
payrol! tax rates. On trade taxes, we raised the custom tariffs on flour and grain from 0 to

20 percent temporarily until end-December 2002 in part for fiscal reasons and in part in
response to Kazakhstan’s similar measures earlier in 2002. We will not repeat such protective
tax measures next year but instead try to involve our neighbors in a mutually beneficial trade
liberalization policy consistent with the WTO best practices. An interministerial task force is
studying the possibility of reducing the excise tax on gasoline. The results of the analysis will
be discussed at the time of the Fund mission next February.

16.  Tax administration also needs to be improved. Implementation of the government
resolution on reforming the Large Taxpayer Unit (LTU) is our number one priority in this
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area. A detailed action plan has been approved (Annex I) and tax collection by the central
LTU from the first 60 large enterprises will start in early 2003. We have requested technical
assistance from the IMF to ensure effective implementation of this reform. Regarding Free
Economic Zones, no new FEZs or similar tax exemption arrangements will be introduced. Of
the total stock of som 106 million of claims on VAT refunding accumulated before 2002, we
will clear the som 53 million stock of VAT refunding claims to large enterprises by end-
March 2003.

17.  'We will introduce new performance criteria on payroli tax collection in cash and the
Social Fund’s transfer to the Medical Insurance Fund (MIF). Compliance with the floor on
payroll tax collections will require that republican and local government spending agencies
are current with their payroll contributions to the Social Fund and that monthly transfers are
effected on the 25™ day of each month. Meanwhile, post-January 1, 2002 arrears of the
Social Fund to the MIF, excluding arrears on medical insurance of the unemployed and
pensioners will be reduced from som 77 million at end-September 2002 to som 50 million by
year-end, and som 40 million at end-March 2003. All arrears will be cleared by end-2003. No
new arrears to the Medical Insurance Fund will be accumulated beginning October 2002 and
all current transfers to the MIF and transfers to clear post-January 1, 2002 arrears will be in
cash (no ofisets or in-kind payments).

18.  On the expenditure side, in line with our poverty reduction strategy, we will increase
social spending by 0.3 percentage point of GDP, to 11.9 percent in 2003. In compensation for
the extension of VAT on large producers’ direct sales to domestic market, the 2003 budget
incorporates an 8.0 percent average increase in government wages and old-age pensions from
April 1, 2003. The specific amount of the increase in old-age pensions will be determined
during the February mission depending on the financial position of the Social Fund. At the
same time, the Unified Monthly Benefit will be increased on average by 20 percent to
compensate poor households for the expansion of the VAT coverage. On public investment,
we will contimue our work to establish clear guidelines for prioritizing the PIP on the basis of
its likely impact on growth, export potential, and poverty reduction. Draft guidelines were
submitted for the IMF, World Bank, and ADB staff comments at end-December, 2002. In
2003, we expect that $82 million donor financing will be disbursed to finance the PIP. We
have been able to reduce counterpart financing arrears from som 189 million to

som 135 million at end-October 2002 and plan to clear the rest by end-January 2003. Fiscal
performance criteria under the program will be cash tax collection, cash deficit, avoidance of
arrears in wages, pensions, categorical grants, mandatory transfers to the Social Fund, energy
bills to KyrgyzEnergo, allowances to poor families, and the performance criteria on payroil
tax collection and the Social Fund’s transfers to the Medical Insurance Fund as described
above.

19.  To improve efficiency in administering public finances, we will complete the
Ministry of Finance restructuring according to the time schedule indicated in Annex IL To
improve the budgetary process, we will issue a time schedule for the preparation of the 2004
budget by end-January 2003. The Treasury has started quarterly cash forecasting and these
forecasts will be shared with the Fund staff on a regular basis. Pending the computerization
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of the Treasury, we will develop a temporary commitment control and arrears tracking
system on a manual basis. The first such report will be shared with the Fund staff by end-
March 2003. Finally, to provide an accurate presentation of overall public finances, we will
present to parliament consolidated general government accounts in the context of the 2003
State Budget. A Medium-Term Fiscal Framework for 2004-2006 to be designed to achieve
real GDP growth of 5 percent and inflation of not more than 4 percent will be approved and
published by the Economic Policy Council by end-March 2003.

Monetary and exchange rate policy "

20.  Our economic strategy is based on cautious monetary policy to keep inflation low to
minimize pressure on the exchange rate and to ensure cost competitiveness of Kyrgyz
exports. Broad money has increased substantially since the beginning of the program to
accommodate a strong demand for money as evidenced by a stable and slightly appreciating
nominal exchange rate. However, the NBKR stands ready to use open market operations to
reduce liquidity in case we perceive any sign of rekindling inflation. We expect the demand
for real balances to increase by 6 percent during 2003 which implies continuing
remonetization of the economy and a further decline in currency substitution. The structural
measures on the banking sector reforms detailed below are expected to improve financial
intermediation and raise the money multiplier, albeit only slightly in the short term.
Consistent with these trends, and with our growth and inflation targets, reserve money is
programmed to grow by 6.5 percent during 2003 down from a projected 39 percent increase
during 2002. This implies for 2003 a 15 percent growth of som broad money, down from a
currently projected 30 percent during 2002. Our new performance criteria on NIR and NDA
of the NBKR have been set against the backdrop of the better-than-expected balance of
payments outcome and reversed currency substitution. Although the current account deficit is
expected to widen somewhat in 2003, the continuing strengthening of confidence in the som
and continued BOP support should make an increase of NIR by $23.4 million feasible during
October 1, 2002-March 31, 2003. As we expect a surplus in the primary fiscal balance
(excluding the foreign financed component of the PIP), NDA should decline further by som
199 million between Octoberl, 2002 and March 30, 2003. In daily monetary operations, the
NBKR will increasingly rely on using treasury bills as the market gains depth. T-bills issued
in December, 2002, as part of the normalization of financial relations between the Ministry of
Finance and the NBKR will provide the necessary instruments.

21.  The NBKR will continue its exchange rate policy of managed floating. It will
intervene on the foreign exchange market to smooth temporary variations of the nominal
exchange rate and to strengthen the official foreign reserve position. In our medium term
strategy, we believe that the tradable goods sector’s competitiveness is better served by
containing the growth of unit labor costs rather than by a nominal exchange rate depreciation.
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External sector policies

22.  We are actively pursuing our debt reduction strategy primarily through further fiscal
adjustment. By 2005, we intend to reduce the general government primary fiscal deficit to
1.4 percent of GDP from the projected 3.8 percent in 2002. The streamlining of the PIP is
underway and these expenditures will decline to 3.5 percent of GDP by 2005. We have also
issued a tender for KyrgyzTelekom and, if successful, 75 percent of those receipts will be
deposited in a special account at the NBKR to be used later for external debt reduction. We
have limited the contracting of new public or publicly guaranteed debt to loans with grant
element of at least 45 percent. Consistent with the Paris Club agreement, we continue
pursuing with interested foreign investors debt-for-equity and debt-for-nature swaps.

23.  Intrade policy, our main problem is regional trade restrictions. As a member of the
WTO and in the context of the CIS7 initiative, we plan to approach our neighboring countries
with specific proposals to alleviate these restrictions starting with fees imposed on road
transportation, On our part, we will maintain a free trade and exchange regime and refrain
from introducing new seasonal tariffs or non-tariff barriers on agricultural or other imports.
By end-January 2003, we will develop an action plan to help farmers to improve their access
to the world market. We will also investigate the feasibility of moving from barter to cash in
our energy trade with the neighboring countries in the medium term. A feasibility report will
be submitted to the Economic Policy Council by end-March 2003.

24,  More generally, we will honor the program’s continuous performance criterion on not
imposing or intensifying restrictions on payments and transfers for current international
transactions, introducing multiple currency practices, concluding bilateral payments
agreements that are inconsistent with the IMF’s Article VI, or imposing or intensifying
imports restrictions for balance of payments reasons.

Structural policies

25.  Inthe second-year program, the emphasis of our structural policies will be in two
areas: governance reform and further restructuring of the banking sector. Reforms in these
areas are necessary to improve the business and investment climate, mobilize domestic
resources to finance investment, and improve access to credit. On banking reform, we will
follow the advice of the recent FSAP mission to reduce commercial banks’ vulnerabilities.
The reform effort will concentrate on further enhancing bank supervision, improving the
regulatory framework, divesting state-owned banks, strengthening DEBRA, and accelerating
the computerization of the payment system. The specific measures and implementation
schedule are presented in Box 1.

26.  The general perception of corruption in public institutions limits the efficiency of the
government. We will pursue vigorously our new action plan to tackle the governance
problem. This plan combines the main features of the work done under the PRGF-supported
program, the ADB’s Corporate Governance and Enterprise Reforms Program, the ADB’s
Custom Modernization Project, and the World Bank’s Governance Structural Adjustment
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Credit. We will concentrate on five areas: (i) institution building for good govemnance;

(ii) promoting public awareness; (iii) improving efficiency in public administration;

(iv) strengthening of corporate governance; and (v) reforming the judiciary. The specific
steps toward good governance are presented in Box 2. This box also indicates which
measures will be specifically monitored under the IMF, World Bank, and AsDB-supported
programs.

IV. PRIOR ACTIONS AND PROGRAM MONITORING

27.  Werecognize that the adoption by parliament of the 2003 State and Social Fund
Budgets as discussed with the Fund staff is a precondition for the IMF Executive Board
approval of the second-year program and completion of the second review under the three-
year PRGF arrangement.

28.  To meonitor policy implementation under the second-year program through end-
March 2003, we set out several quantitative and structural performance criteria and
benchmarks shown in Table 1 and Box 3 of this Memorandum. In particular, we have added
two performance criteria for program performance: a floor on payrol] tax collections and a
ceiling on the stock of Social Fund arrears to the Medical Insurance Fund (MIF). Detailed
definitions of the quantitative targets appear in the revised Technical Memorandum of
Understanding (TMU, Annex III).

29.  The government of the Kyrgyz Republic and the NBKR believe that the policies and
measures set forth in this SMEP are adequate to achieve the objectives of the program.
However, in consultation with the Fund staff, we will take any further measures that may be
needed to ensure the success of the program. These consultations can be initiated by the
government or whenever the Managing Director requests them.
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Box 1. Banking Sector Reform Program for 2003-2005

Bank Regulatory State-owned banks | DEBRA Payments
supervision framework system
1. ANBKR task force 1. Submit to Parliament | 1, KATRAT: 1. Make it 1. Streamline and
will analyze the draft AML/CTF 1. Issue a privatization independent legal modernize regulatory
financial legislation legislation — by end- tender by end-March 2003; | entity as of Febmary | and legal framework
and develop proposals | January 2003. 1, 2003; on electronic
to eliminate gaps and 2. Actively seck IFI equity payments to reduce
any inconsistencies 2. Develop and design | participation; 2. Only liquidation the risk in the
with respect to the a deposit insurance and debt recovery payments system;
Basel Principles by scheme (DIS). 3. Select a short list of fit tasks as of February
end-March 2003, Implementation is and proper sirategic 1,2003; 2. Finalize and
envisaged for 2005, investors and start publish Strategic Plan
2. Submit to Parliament | provided the DIS is negotiations by end- 3. Aim at financing for 20032005 by
amendments to funded and December 2003. through fees starting | end-Tanuary 2003.
Banking Law to ensure | participating banks July 1, 2003,
the independence of the | meet all eligibility L. 88C
internal audits function | criteria; 1. Adopt by end-January 4, Seek TA from IDA
by end-September 2003 a joint Government- by end-November
2003; 1. Raise minimum own | NBKR resolution to 2002;
capital requirement to transfer ownership to the
3. Submit to Parliament | som 30 mullion by end- { government and complete 5. No write-offs of
amendments to the law | June, 2003 and to som | transfer by end-March debts unless
on Audit to empower 60 million by end- 2003; specifically
NBER to reject, 2005; 1/ authorized by
require replacement, 2. By end-September 2003, | DEBRA’s
and if necessary 4. Eliminate the streamline and increase Supervisory Board.
appoint external specialized bank status | efficiency of branch
auditors and require by end-January 2003; network in performing

auditors to disclose and
discuss their findings,
ang working papers, at
NBKR request - by
end-September 2003;

4. Submit to Parliament
amendments to the Law
on Audit by end-
September 2003 to
define the quaiification
requirements of
external bank anditors.

5. Establish a unit to
supervise microfinance
institutions - by end-
January 2003.

5. Submit to Parliament
amendments to
legislation to eliminate
the 15 percent
maximum ownership
threshold by end-
September 2003;

payments services possibly
including postal offices
{cost benefit study of the
appropriate range of
activities through the
World Bank by end-June
2003);

3. Prepare by end-
September 2003 a proposal
of a development strategy
of the S8C, including the
potential for
microfinancing and equity
participation by the IFis;.

IIL KAFC

1. Prepare a concept paper
for sustainable financial
development in
coordination with WB and
IMF by end-January 2003,

1/ Own capital is defined as tier 1 capital less cross-shareholdings in any financial institution.
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Box 2. Governance Reform Measures for 2003-2005

Institution Publie Efficiency of public Corporate Judiciary
building awareness administration governance

I. Establish a 1. Conduct and 1. Based on the fuactional review | 1. Introduce IAS 1. Reform the

National Integrity publish annuat of these institutions, consolidate 2001 for all development agenda of
Working Group and perception surveys of | the Ministry of Foreign Trade and | enterprises listed on the Minisiry of Justice
related organizations | public and corporate | Industry, the State Antimonopoly | the KES by January following the recent
within and outside governance, starting | Comumittes, the State Committee | 2004 (ADB); funcrional review by

government (IMF);

2. Organizea
Narional Integrity
Workshop (IMF);

3. Submit to
parliament a conflict
of interest law by
end-March 2003
(WB);

4 Prepare a
restructuring plan of
the State Commission
for Procurement and
amend the public
procurement law in
line with European
Union directives by
end-September 2003
(WB);

2003 (WB);

2. Publish annually a
list of the 50 largest
delinquent tax payers
and energy users
(IMF);

3. Publish a quarterly
fiscal bulletin on
budget execution
(IMF);

4. Approve and
publish the 2004-
2006 medium-term
fiscal framework by
end-March 2003
(IMF);

5. Publish annually
the Chamber of
Accounts audits of
state finances (WB).

for Standards and Measures, the
State Commission for
Entrepreneurship, and the Center
for Foreign Investment to
eliminate functional duplications
and inefficiencies (IMF).

2. Revise the protocols for tax and
customs inspections as
recommended by the ADB by
end-2003 (ADB);

3. Eliminate the backlog in VAT
refunds by end-March 2003 and
streamline VAT refund regulation
(IMF) by end-Sept. 2003;

4, Strengthen the role of financial
officers in line ministries (WB),

5. Adopt a strategy for
implementing structural changes
in the Ministries of Health,
Education, and Agricultire based
on the recent functional review
(by end-June 2003) (WB);

6. Complete functional reviews of
the Ministries of Labor, Social
Protection, Justice, and Transport
and Communications and of the
State Property Fund by end-June
2003 (WB),

7. Limit the maximum number of
annual enterprise inspections
(WB).

8. Review the charter of the
Economic Development Fund in
view to consolidate its loan
recovery operations with DEBRA
{WB).

2. Introduce IAS
2001 for all
commercial banks by
January 2004 (ADB);

3. Train inspectors on
1AS 2001 and only
accept 2002 financial
statements from KES
listed enterprises
based on IAS 2001
(ADB);

4. Approve new law
on national standards
for asset valuation
(ADB);

5. Complete a re-
evaluation by SPF of
physical and financial
assets of three large
SOEs (ADB);

6. Amend relevant
regulations on
pledges as
recommended by the
ADB;

end-March 2003 {(WB).

2.Issue implementation
regulations for extira-
judicial arbitration of
commercial disputes by
end-March 2003
(ADB);

3. Require that al}
decisions be justified in
writing and published
(IMF);

4. Establish an
mdependent anti-
corruption unit
appointed by the
President and approved
by Parliament by end-
June 2003 (IMF};

5. Sireamline
significantly court
proceedings on banking
issues starting March 1,
2003 (ADB):

6, Improve legal tools
10 ensure value of
collateral by end-March
2003 (ADB);

7. Review the court fee
system with a view to
reduce fees to 3 percent
of par value of
collateral by end-
January 2003 (IMF);

8. Streamline
significantly appeal
system by end-June
2003 (ADB);
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Box 3. Prior Action, Structural Performance Criteria, and Benchmarks

Prior Action

Adoption by Parliament of the 2003 State and Social Fund Budgets as discussed with
the Fund staff;

Structural performance criteria
By end-March 2003

] Approval by the Economic Policy Council and publishing of the 2004-2006
Medium-Term Fiscal Framework designed to achieve real GDP growth of 5 percent and
inflation of not more than 4 percent a year;

By end-June 2003

. Raise minimum own capital requirement for commercial banks to som 30
million.

Structural benchmarks

By end-January 2003

| Submit to Parliament draft AML/CFT' legislation.

. Publish the list of the 50 largest delinquent tax payers;
. Eliminate the specialized bank status.

By end-March 2003

. Reduce arrears on VAT refunds as specified in paragraph 16 of the SMEP.

® Issue implementation regulations for extra-judicial arbitration of commercial
disputes.
. Develop a commitment control and arrears tracking system on a manual basis.

. Issue a privatization tender for KAIRAT bank.

! Anti-Money Laundering and Combating Financing Terrorism,




Table 1. Kyrgyz Republic: Quantitative Program Targets 1/
(In millions of soms, unless otherwise indicated; eop}

2001 2002 2003 .
Decemnbay March March Tane June Septemb peemb I it March Juie Sepiciibor Doucinber
Perfonuance Benchmarks Perfarmance Benchmarks Perfomance  Tndicalive Indicalive  Henchmarks
Crileris Criteria Criteria 1arpets fargets
Acmal Adjusted Actaal Adjusted Actual Program Adjusted Acfual
1. Perfarmance eritetin
1. Floor oa aict intemational reszrves of the NBKR in convortible comrencies 393 38.6 53.6 417 58.4 576 454 79.9 96.1 f04.2 104.6 138 1199
{eop nfock, in millions af U5, dollars} 2/
2. Ceiling on net domestic assets of the NBKR. {eop stock) 3/ 1.257 1050 893 2,566 2,438 1,987 2436 2,007 1,520 1,504 1,883 1,560 1,308
. Criling on comulative fiseal deficit of the state government 4/ 1,296 5/ ta 2,276 na 3,301 4,948 . 4047 1,548 2,713 3,70% 4,306 1,130
4. Cumulsiive floar on slals goveammenl lax collections in cash 6/ 2,929 na 5,008 na. 7,508 10,316 na 10,359 3,625 5,303 8,240 11,619 ;8
5. Ceiling on the steck of central gavernment budget asreary 3/ 1] na a n.a El] ] na a 1} 1} a 7] 0
6, Ceiling on the steck of Social Fund pmsion arrears 12 na ] na 92 1] na a i} 1} Q [H 1]
7. Flaor on peyroli cotlections in cash of tha Social Fund 8/ 975 1715 2,5t5 3,389 1,102
8. Ceiling on the stock of Social Fund arreare to the Medical Tneurance Faad 771 50 44 20 10 0
5. Ceiling on o ing or ing by the slate gov nt or NBKR of new [} na o n.a. i) 1} na. 0 0 0 0 0 0
exlemal debl of less than ane year {in millions of ULS. dollars) 9 10/
L0. Ceiling on contrackng or guaranteeing by the state governmenl or NBKR. of new a9 na o n.a. ] a na 0 o 0 a [H i}
nonconcessional exiemal debt {curnutative, in willions of .S, doltars} F1/
11. Ceiling on new external payment arrears (in millivns of U5, dofiare) 107 [} na a na /] ] na 15 15 ] 0 1] [1}
1I. Indicative 1argeis
1. Ceiling on reserve moncy (NBXR iabilifies) 5,359 4,853 5,616 5,602 6,64 5,700 5,700 8,766 7432 1617 1,784 1874 7.916
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Sowrces: Dala pravided by the Kyrgyz authnrities; and Fund staff estimates and projectiong.

1/ Until September 2002, foreign exchange components valued at the exchemge rate US$1 = som 49, gold holdings valued at US5265 per ounce, SDR valued at SDR 1 = US§1.259. Starting December 2002, forcign exchange components valued at the exchange rate
USES = som 47, gold holdings valued at 1JS5322.4 per aunce, SDR valued at SDR | = US$1.3186. Tarpets exclude claims and lisbilities to BRO countries.

Y As defined in the Technmical Memorandum of Undersianding (TMU), excludes, among others, swaps and international regserves of the NBKR that are pledged or blacked.

3/ As defined in the TMU, excludes, among uthers, counterpart of the lean by the Bximbank of Turkey znd the EBRIVIDA enterpriss foan which are chanmeled through the NBER.

4/ As defined in the TMTJ, gtate govermment cotnprises central government and bocal governments. For March 2003, cumnulative begins on Octaber 1, 2002, For December 20463, cumulative begins an Octeber 1, 2003,

5/ The deficit for the fourth quarter of 2001 is adjusted for interest payments rescheduled by the Pacis Club (som 172 million).

6/ As defined in the TMU, includes, amang others, collection of tax srreurs but excludes, among others, tax offsets. For March 2003, cumulative begins on October 1, 2002, For December 2003, cumulative beging on Qctober 1, 2003,

¥ As defined in the TMLU, central government budget arrears comprise, among athers, wages, payrall contribttions and mandatory transfers to the Sacial Fund, categorical grants, payments to KyrgyzBnergo, and allowances to poor families from September 2002
onwards.

8/ For March 2003, cumulative begins on October 1, 2602, For Tiecember 2003, cumulative begins on October 1, 2003,

9/ Extctnal debt is defined in theTWU as in Excoutive Board's Decision na, 12274 (D0/RS) of August 24, 2006, Includes Inans, leases, supplicts’ credits and olher inmstrurnents giving Tise to external debt.

10/ On a continuous basis,

11/ As defined in the TMU, a debt is classificd as concessional if its grant element is at least 45 peceent, calculated using a discount vate hased on the 10-year average of OECD commercial interest reference rates {CTRR), for debts of maturity greater than §5 years; for
debts of maturity 15 years or fess, the discount rate should be bassd on the six month average of the OBCD CIRR. The ceilings inciude loans, leases, supplier's credits and other instruments giving rise to externzl debt on nonconcessional terms, IMF lending is excluded
frum the ceiling on new nonconcessional borrowing.

Adjusters

I, The floar or net international reserves of the NBRKR will be adjusted: (i) upwardidownward by 100 percent for cxcesses/shortfafls of (he usc of net foreign financing of the state government budger and cash grants; (i) upward/dawnward by 100 pereent for
excess/shortfall of cash privatization receipis. The adjustment for shortfallz in adjustors (B and {ii) e limited to US$ 15 million each, valued at the progyam exchange tate. In the cass of a relcase of the NBER's pledged foreign reserves, the NIR floor will be adjusted
upward by 180 percent of the net effect of the releases and related amortization payments.

2. The ceiling on net dornestic asszts of the NBKR. wilt be adjusied: (i) downward/upward by 180 percent for excesses/shorifalls of the use of act foreign financing of the state government budget and cash grants; (i) downward/upward by 108 pereent for excess/shortfall
of cash privatization receipts. The adjustment for shortfalis in adjusters {i} and (ii) is limited to US$ 15 million cach, valued at the program exchange cate, cxcluding the wmortization paynients for the release of the NBXR's pledged foreign reserves.
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Schedule of Basic Actions on Stepwise Establishment of the
Large Taxpayer Unit

Activity Begin | End

Establishment of the headquarters of the LTU, selection and appointment of full-time | 01/11/02 | 30/12/02
department head and staff

Selection of taxpayers to be controlled 01/01/03 | 30/01/03
Decision on organizational structure 01/02/03 | 28/02/03
Preparation and implementation of regulations to support LTU operations 01/02/03 | 36/03/03
Design of a manual ledger card system for revenue accounting purposes 15/03/03 | 30/04/03
Notification to the large taxpayers of the new arrangements for filing and paying 01/04/03 | 30/04/03

their taxes with effect from 01/08/03 '

Decision on the computerized information systers requirements for the LTU 01/05/03 | 30/06/03

Preparation of procedural manuals for the LTU based on new procedures and use ofa | 01/05/03 | 30/06/03
new, ranual, revenue accounting system

Creation of a special bank account for the deposit of tax payments by large taxpayers | 01/06/03 | 30/07/03

Training of LTU staff on new procedures 01/07/03 | 30/10/03
Seminars to explain the new system to large taxpayers 01/07/03 | 30/07/03
Review/update information on name, address, economic activity, tax obligations, 01/08/03 | 30/09/03

settlernent accounts, etc., from large taxpayers

Collection by LTU from large taxpayers becomes operational 1/ 01/08/03

Design and implementation of the computerized LTU information system 01/08/03 | 306/G7/04

1/ This timetable envisages that effective control of the large taxpayers will be transferred to the LTU starting
August 1, 2003, although the implementation of the self-assessment system may only be possible after the
preparation of the manuals, the training of LTU staff, and the seminars for taxpayers have been completed.

2/ This timetable also assumes that by August 1, 2003 only the large taxpayers in the Bishkek area will have
been transferred to the LTU. Large taxpayers in the Chui region will be transferred in the 3" quarter of 2003,
and the rest in the 1% quarter of 2004.

3/ This is a tentative timetable that will be revised upon the completion of a comprehensive assessment by an
IMF fiscal expert in the first quarter of 2004,

#1567203 vl - KGZ Annex I MEP February 4, 2003 (6:23 PM)
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ANNEX IT

Schedule of the Restructuring of the Ministry of Finance

Actions

Date

Approval of the framework for the
reorganization of the office and management
of the Ministry of Finance: reduction of its
employment by 10 percent, development and
approval of the required statutory acts that
regulate the activity of the Ministry
according to the Concept and the new Staff
Organizational Framework Chart

August 1, 2002

Functional reorganization of jurisdictional
units of the Ministry of Finance. Elaboration
and implementation of basic measures under
the Fiscal Reform Strategy observing the
dates as set up in the Decree of the President

of the Kyrgyz Republic of July 16, 2002, No.

191

October 1, 2002

Improving its analytical and forecasting
work, a regulatory legal framework that
regulates a budget process, administration
and revenue collection.

January 1, 2003




0y ANNEX 1II

TECHNICAL MEMORANDUM OF UNDERSTANDING

1. The Kyrgyz Republic’s performance under the second-year PRGF-supported program
will be assessed by the IMF on the basis of the observance of quantitative and structural
performance criteria and benchmarks. This annex and the tables attached to the SMEP define
the quantitative performance criteria and indicative targets, the structural benchmarks and
performance criteria (Box 3 attached to the SMEP), as well as the monitoring requirements.

I. QUANTITATIVE TARGETS

2. Quantitative targets are summarized in Table 1 of the SMEP and defined below. This
annex sets out the quantitative benchmarks for end-December 2002, quantitative
performance criteria for end-March 2003, and indicative targets for end-June and end-
September 2003, At the time of the third review, quantitative performance criteria will be set
for end-September 2003.

Floor on net international reserves of the NBKR in convertible currency

3. The program contains a floor on the mimmum amount of the stock of net
international reserves of the NBKR in convertible currencies. This floor will be calculated as
the difference between total gross international reserves in convertible currencies at the
NBKR and total international reserve liabilities of the NBKR in convertible currencies.

4. Total gross international reserves of the NBKR shall be defined as the NBKR
holdings of monetary gold, holdings of SDRs, any reserve position in the IMF, and any
holdings of convertible currencies in cash, debt instruments (including accrued interest) or
with foreign banks. Amounts pledged as collateral or in swaps or otherwise blocked, capital
subscriptions in foreign financial institutions, and non-liquid assets of the NBKR are
excluded. Excluded are also net forward positions, defined as the difference between the face
value of foreign currency denominated NBKR off-balance sheet claims on non-residents and
foreign currency obligations to both residents and non-residents. However, net claims on
other BRO countries are excluded from the ceiling. For program monitoring purposes, gross
international reserves shall be valued at a fixed program exchange rate of som 47 per U.S.
dollar and $1.3186 per SDR. Official gold holdings shall be valued at $322.4 per troy ounce.
Program cross exchange rates are listed in Table 10.

5. Total international reserve liabilities of the NBKR in convertible currencies shall be
defined as outstanding liabilities to the IMF and other convertible currency liabilities of the
NBKR to non-residents with an original maturity of up to and including one year. For
program monitoring purposes, total international reserve liabilities shall be valued at the

! Central government and Republican government are synonymous in this memorandum.
State government comprises central and local governments. General government comprises
state government and Social Fund finances.
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program exchange rates. Thus calculated, the stock of net international reserves in
convertible currencies amounted to $80.7 million as of September 30, 2002.

6. The floors on the NIR of the NBKR in convertible currencies during the program
period are reported in Table 1 below.

Table 1. Floors on NIR of the NBKR in Convertible Currencies 1/

(In millions of U.S. dollais)

December 31, 2002 (benchmark) 96.1
March 31, 2003 (performance criterion) 104.2
June 30, 2003 (indicative target) 104.6
September 30, 2003 (indicative target) 1138
December 31, 2003 (benchmark) 119.9
1/ End-of-period stocks.

7. The floor on net international reserves of the NBKR will be adjusted: (1)

upward/downward by 100 percent for any excess/shortfall in net foreign financing and cash
grants; and (ii) upward/downward by 100 percent for any excess/shortfall in cash
privatization receipts. The adjustment for shortfalls in adjustors (i) and (ii) is to be limited to
$15 million each. In the case of a release of the NBKR’s pledged foreign reserves, the NIR
floor will be adjusted upward by 100 percent of the net effect of the releases and related
anmiortization payments.

8. Net foreign financing is defined as balance of payment support loans plus cash grants
to the state government budget minus amortization payments by the Ministry of Finance and
NBKR (excluding repayments to the Fund). This definition applies to the adjustors to NIR
and NDA. The cumulative net foreign financing for the program period is as follows:

Table 2. Projected Net Foreign Financing and Cash Grants
Cumulative from October 1, 2002

(In millions of U.S. dollars)

December 31, 2002 13.1
March 31, 2003 223
June 30, 2003 214
September 30, 2003 25.5

December 31, 2003 24.1
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Ceiling on the net domestic assets of the NBKR

9. Net domestic assets of the NBKR are defined as reserve money of the NBKR
(defined below) minus the NBKR’s net foreign assets” minus the medium- and long-term
NBKR obligations (MLT) minus the counterpart of the loan by the Eximbank of Turkey
minus the counterpart of the EBRD and IDA enterprise loans (see equation 1 below).

(1)  NDA=RM-NFA-MLT-Turkish Lo an—-EBRD-IDA Entérprise Loan

10.  Thus defined, the NBKR’s net domestic assets consist of: (a) gross credit to the
general government from the NBKR minus deposits of the general government with the
NBKR minus the counterpart of the loan by the Eximbank of Turkey; (b) gross credit to
domestic banks by the NBKR minus the counterpart of the EBRD and IDA enterprise loans;
and (c) all other net assets of the NBKR (other items net). Thus defined, the stock of the
NBKR's net domestic assets amounted to som 2,003 million on September 30, 2002.

11.  The ceilings on the net domestic assets of the NBKR during the program period are
reported in Table 3 betow.

Table 3. Ceilings on the Net Domestic Assets of the NBKR l/

(In millions of soms)

December 31, 2002 (benchmark) 1,920
March 31, 2003 (performance criterion) 1,804
June 30, 2003 (indicative target) 1,883
September 30, 2003 (indicative target) 1,560
December 31, 2003 (benchmark) 1,308
1/ End-of-period stocks.

12.  The ceiling on net domestic assets of the NBKR will be adjusted:

(i) downward/upward by 100 percent of the excess/shortfall in net foreign financing and cash
grants; and (i) downward/upward by 100 percent of the excess/ shortfall of cash privatization
receipts. The adjustment for shortfalls in adjustors (i) and (ii) is to be limited to $15 million
each valued at the program exchange rate excluding the amortization payments for the
release of the NBKR’s pledged foreign reserves.

2The NBKR’s net foreign assets consist of net international reserves, as defined in this
Annex, plus other foreign assets plus the net claims on other BRO countries.
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Ceiling on the cumulative fiscal deficit of the state government

13.  The ceiling on the state government fiscal deficit is defined as the negative sum of:
(i) the change in the stock of net claims of the domestic banking system and nonfinancial
institutions—including state-owned enterprises and public companies—and households on
the state government; (ii) the change in the stock of net claims of the foreign banking system
and nonfinancial institutions and households on the state government; (iii) net privatization
receipts; (iv) net foreign loans disbursed to the state government for budgetary support;

(v) net foreign loans disbursed to the state government for project financing; and (vi)
rescheduling of bilateral debt (principal and interest payments), following the Paris Club
agreement. The fiscal balance will be measured at the program exchange rate, excluding
valuation gains and losses on all foreign currency denominated assets and liabilities arising
from exchange rate fluctuations.

14.  The change in the stock of net claims of the domestic and foreign banking systems on
the state government is defined as the change in the stock of claims of these banking systems
on the state government less the change in the stock of all deposits of the state government
with these banking systems. The claims of these banking systems on the state government
include: (i) bank leans to state government; (i) securities or bills issued by the state
government held by banks with the exception of those issued in relation with bank rescue
operations; and (iii) overdrafts on the current accounts of the state government with banks.

15.  The ceilings on the cumulative fiscal deficit of the state government during the
program period are reported in Table 4 below.

Table 4. Ceilings on the Cumulative Fiscal Deficit of the State Government ]/

(In millions of soms)

December 31, 2002 (benchmark) 1,548
March 31, 2003 (performance criterion) 2,713
June 30, 2003 (indicative target) 3,705
September 30, 2003 (indicative target) 4,396
December 31, 2003 (benchmark) 2/ 1,130

1/ Cumuiative beginning from October 1, 2002,
2/ Cumulative beginning from October 1, 2003

Floor on cumulative tax collections in cash by the state government

16.  Cumulative tax collections in cash correspond to the line “TV. Tax Receipts” in the
Treasury Report and comprise the following categories: 1.0 taxes on income and profits;
4.0 taxes on property; 5.1 VAT on domestic and imported products; 5.1.1.0 retail sales tax;
5.2 excises on domestic and imported products; 5.4 specific taxes on services; 5.5 taxes on
use of goods and services; 5.6 taxes on use of natural resources; 6.0 taxes on international
trade; 7.0 other taxes. Thus defined, cumuiative tax collections in cash since October
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amounted to som 10,359 million as of September 30, 2002. Comulative tax collections in
cash include collections of tax arrears but exclude tax offsets.

17.  The floors for the cumulative tax collection in cash during the program period are
reported in Table 5 below.

Table 5. Cumulative Floors on Tax Collections in Cash 1/

(In mitlions of soms )

December 31, 2002 (benchmark) 3,025
March 31, 2003 (performance criterion) 5,303
June 30, 2003 (benchmark) 8,240
September 30, 2003 (indicative target) 11,619
December 31, 2003 (benchmark) 2/ 3,876

1/ Cumulative from October 1, 2002.
2/ Cumulative fromQOctober 1, 2003.

Ceiling on the stock of central government budget arrears

18.  For the purposes of the program, central government budget arrears are defined as an
overdue payment obligation of the Republican budget related to: (i) wages; (ii) Social Fund
payroll contributions; (iii) mandatory transfers to the Social Fund; (iv) categorical grants; (v)
payments to Kyrgyz Energo; and (vi) allowances for poor families. A payment is defined to
be overdue if it remains unpaid after its due date for (iii) and (iv); for 30 days after its due
date for (i) and (ii); 60 days after its due date for (v); and 40 days after its due date for (vi).
As of September 30, 2002, the stock of thus defined central government budgetary arrears
was zero.

19.  The ceilings on the stock of central government budget arrears during the program
period are reported in Table 6 below.

Table 6. Stock of Central Government Budget Arrears

(In millions of soms)
December 31, 2002 (benchmark) 0
March 31, 2003 (performance criterion)
June 30, 2003 (indicative target)
September 30, 2003 (indicative target)
December 31, 2003 (benchmark)

[ B e B e Y

Ceiling on the outstanding stock of Social Fund pension arrears

20. A pension payment by the Social Fund is defined as overdue if it remains unpaid for
30 days after its due date. As of September 30, 2002, the stock of pension arrears was zero.
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Floor on the payroll tax collections of the Social Fund

21.  Cumulative payroll tax collections in cash correspond to the total contributions
collected by the Social Fund from both employers and employees for a given period.

22.  The floor for the cumulative tax collection in cash during the program period are
reported in Table 7 below.

Table 7. Cumulative Floor on Payroll Tax Collections in Cash 1/

(In millions of soms)

December 31, 2002 (benchmark) 975

March 31, 2003 (performance criterion) 1,715
June 30, 2003 (indicative target) 2,515
September 30, 2003 (indicative target) 3,389
December 31, 2003 (benchmark) 2/ 1,102

1/ Cumulative from October 1, 2002.
2/ Cumulative from October 1, 2003,

Ceiling on the stock of Social Fund arrears to the Medical Insurance Fund

23. Social Fund arrears to the Medical Insurance Fund are defined as overdue transfer
obligations of the former to the latter as defined by law and refer only to arrears incurred
starting January I, 2002. A transfer is defined to be overdue if it remains unpaid after its due
date.

24.  The ceiling on the cumulative stock of Social Fund arrears to the Medical Insurance
Fund during the program period are reported in Table 8 below. As of end-September 2002,
total arrears of the Social Fund to the Medical Insurance Fund amounted to soms 77.1
million. Na new arrears will be accumulated to the Medical Insurance Fund starting
October 1, 2002,

Table 8. Cumulative Ceiling on the Stock of Social Fund Arrears to the Medical Insrarance

Fund
(In millions of soms)
December 31, 2002 (benchmark) 50
March 31, 2003 (performance criteria) 40
June 30, 2003 (indicative target) 20
September 30, 2003 (indicative target) 10

December 31, 2003 (benchmark) 0
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Ceilings on contracting or guaranteeing of new external debt by the state government of
the Kyrgyz Republic or the NBKR or any other agency acting on behalf of the state
goverument '

25.  In connection with the contracting or guaranteeing of external debt by the state
government of the Kyrgyz Republic, the NBKR, or any other agency acting on behalf of the
state government of the Kyrgyz Republic, ‘debt’ is understood to have the meaning set out in
point 9 of the Guidelines on Performance Criteria with respect to External Debt in Fund
arrangements (Decision No. 12274-00/85, dated August 24, 2000).°

26.  External debt ceilings apply to (i) the contracting or guaranteeing of short term
external debt (i.e. external debt with an original maturity of less than one year, except
normal import-related credits and NBKR reserve liabilities); and to (ii) contracting or
guaranteeing of nonconcessional medium- and long-term external debt (i.c., external
debt with an original maturity of one year or more). Disbursements by the Fund from the
PRGF Trust are excluded from the ceilings on external debt. Also excluded from these
external debt ceilings is the contracting or guaranteeing of new external debt that constitutes
a rescheduling or refinancing of existing external debt at terms more favorable to the debtor.
The limit on the contracting or guaranteeing of short-term external debt is zero on a
continuous basis throughout the period of the arrangement. The limit on the contracting or
guaranteeing of medium- and long-term external debt is zero as specified in Table 1 of the
SMEP.

? External debt is understood to mean a current, i.e., not contingent, liability, created under a
contractual arrangement through the provision of value in the form of assets (including
currency) or services, and which requires the obligor to make one or more payments in the
form of assets (including currency) or services, at some future point(s) in time; these
payments will discharge the principal and/or interest liabilities incurred under the contract.
Debts can take a number of forms, the primary ones being as follows: (i) loans, i.e., advances
of money to the obligor by the lender made on the basis of an undertaking that the obligor
will repay the funds in the future (including deposits, bonds, debentures, commercial loans
and buyers’ credits) and temporary exchanges of assets that are equivalent to fully
collateralized loans under which the obligor is required to repay the funds, and usually pay
interest, by repurchasing the collateral from the buyer in the future (such as repurchase
agreements and official swap arrangements); (ii) suppliers’ credits, i.e., contracts where the
supplier permits the obligor to defer payments until some time after the date on which the
goods are delivered or services are provided; and (iii) leases, i.e., arrangements under which
property is provided which the lessee has the right to use for one or more specified period(s)
of time that are usually shorter than the total expected service life of the property, while the
lessor retains the title to the property. For the purpose of the guideline, the debt is the present
value (at the inception of the lease) of all lease payments expected to be made during the

period of the agreement excluding those payments that cover the operation, repair or
maintenance of the property.
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27.  For program purposes, a debt is considered concessional if the grant element is at
least 45 percent, calculated by using currency specific discount rates based on the
Commercial Interest Reference Rates (CIRRs) published by the OECD. A lower grant
element will be considered only for new debt committed to replace old debt originally
contracted at less favorable terms. The average of the CIRRs over the last 10 years will be
used for debts with a maturity of at least 15 years and the average CIRR of the preceding six
months will be used for shorter maturities.

Ceiling on new external payments arrears

28,  For the purposes of the program, external payments arrears will consist of all debt-
service obligations (i.e., payments of principal and interest) arising in respect of any debt
contracted or guaranteed or assumed by the state government of the Kyrgyz Republic, or the
NBKR, or any agency acting on behalf of the state government of the Kyrgyz Republic since
the Kyrgyz Republic’s independence, including, without limitations, unpaid penalties or
interest charges associated with these arrears owed by the state government of the Kyrgyz
Republic, or the NBKR, or any agency acting on behalf of the state government of the
Kyrgyz Republic, on imports received subsequent to independence. The ceiling on new
external payments arrears shall apply on a continuous basis throughout the period of the
arrangement. It shall not apply to external payments arrears arising from external debt being
renegotiated with external creditors, including Panis Club creditors; more specifically, to
external payments arrears in respect of which a creditor has agreed that no payment needs to
be made pending negotiations.

Ceiling on reserve money

29.  For the purposes of the program, reserve money consists of currency issued by the
NBKR and balances on commercial banks’ correspondent accounts with the NBKR. The
stock of reserve money amounted to som 6,786 million as of end-September, 2002. The
indicative limits for the program periods are reported in Table 9 below.

Table 9. Ceilings on Reserve Money 1/

(In millions of soms)

December 31, 2002 (benchmark) 7,432
March 30, 2003 (indicative target) 7,677
June 30, 2003 (indicative target) 7,784
September 30, 2003 (indicative target) 7,874
December 31, 2003 (benchmark) 7,916

1/ End-of-period stocks.
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IT. REPORTING REQUIREMENTS UNDER THE PROGRAM

30.  The government and the NBKR will provide the Fund with the necessary economic
and financial statistical data to monitor economic developments and the quantitative targets.
In particular, the government and the NBKR will provide the following specific
information:

The balance sheet of the NBKR

31.  The NBKR will provide to the Fund its balance sheet every Monday. The information
provided will clearly identify the following items in the definitions specified above: the net
foreign assets of the NBKR; the net international reserves of the NBKR; medium- and long-
term liabilities; the net domestic assets of the NBKR; net credit from the NBKR to the
general government; net credit from the NBKR to commercial banks, other items net; and
reserve money. The balance sheet will be provided valued at the actual exchange rate as well
as according to the valuation applied under the program, as specified in Section I. The above
information should be provided to the IMF Resident Representative and/or transmitted by e-
mail to the Fund.

Monetary survey

32.  Monthly banking system data, in the form of a monetary survey, will be reported to
the Fund by the NBKR within 14 days of the end of the month. The information provided
should clearly identify the following items: net foreign assets and net domestic assets of the
banking system, medium- and long-term liabilities, net credit from the banking system to the
general government, financing provided to the rest of the economy, other items net, and
broad money. The monetary survey will be provided valued at the actual exchange rate as
well as according to the valuation applied under the program, as specified in Section L.

33.  The NBKR will provide monthly data to the Fund within seven days after the end of
the month on the amount of holdings of treasury bills, GKOs, state obligations, state bonds,
and other securities issued by the state government, differentiated by the following categories
of holders: the NBKR, resident banks, resident nonbanks, and nonresidents. The information
will be provided in both the book (nominal) value and the actual value, where applicable.

International reserves and key financial indicators

34.  The NBKR will provide detailed monthly data within 14 days from the end of the
month on the composition of both its gross and net international reserves in convertible
currencies and holdings of monetary gold. These data will be provided at two alternative sets

* Any correction or revisions to the data previously reported should be clearly indicated and
documented as to the reasons for revision.
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of the exchange rates and the gold price: first, at those used to derive the NFA position in the
NBKR accounts; second, at those specified in the program {Section I}. In addition, weekly
reports should be sent to the Fund every Monday on: {a) exchange rates (including the
official and interbank exchange rates), foreign exchange interbank market turnover, and the
volume of NBKR foreign exchange sales and purchases in the interbank market and with
other parties; and (b) treasury bill yields and the amount of treasury bill sales and
redemptions. On the 25th day of the month following the reference month, the NBKR will
provide data on bank deposit and lending rates by maturity.

Banking system data

35.  The NBKR will provide detailed bank-by-bank data within 14 days of the end of the
month on commercial banks’ compliance with: (a) prudential requirements; and (b) reserve
requirements, as well as any penalties, sanctions and other administrative actions imposed on
banks.

External debt

36.  The Ministry of Finance, together with the NBKR, will provide monthly information
on the disbursements, principal and interest payment—both actual and falling due; on
contracting and guaranteeing of medium- and long-term external loans by the state
government and the NBKR; and any stock of outstanding arrears on external debt service
payments within 21 days of the end of each month. In addition, the Ministry of Finance will
also report the total amount of outstanding government guarantees and external arrears on a
monthly basis. While the NBKR will provide the debt service payment data on private debt,
the Ministry of Finance will provide data on debt service on public and publicly guaranteed
loans.

Budgetary and extrabudgetary data

37.  Inaddition to the monthly treasury report, the Ministry of Finance and the Social
Fund will report monthly on all their recorded expenditure arrears, in particular on those
defined above in this Annex. This information will be provided to the Fund staff within
26 days from the end of each reference month. The Ministry of Finance will also provide
monthly reports on the disbursements and use under the public investment program and
budgetary grants with a one-month time lag.

Balance of payments data

38.  The NBKR will provide current account and capital account data, including data on
foreign trade, services, official and private transfers, foreign investient, and disbursements
of public and private loans, on a quarterly basis, with at most a two-month lag. The NBKR
will also provide monthly foreign trade data with a two-month lag.
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Other general economic information

39.  The National Statistics Committee will notify the Fund of the monthly Consumer
Price Index by category by the 5th business day of the following month, and convey
quarterly GDP estimates within two months of the end of each quarter.
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Currency Names National Currency/USS  US$/National Currency
GBP UK pound sterling 0.6429 1.555399518
DKK Danish krone 7.5922 0.131714072
EUR Euro 1.6222 0.978300189
INR Indian rupee 48.3655 0.020675907
CAD Canadian dollar 1.5760 0.634518395
CNY Chinese yuan 82772 0.120814167
KRW South Korean won 1,226.6773 0.000815210
NOK Norwegian krone 7.4841 0.133616229
TRL Turkish lira 1,660,664.2559 0.000000602
SEK Swedish krona 9.3470 0.106986026
CHF Swiss franc 1.4999 0.666733333
JPY Japanese yen 1224359 0.008167538
AZM Azerbaijani manat 4,897.9844 0.000204166
AMD Armenian dram 557.9864 0.001792158
BYR Belarusian rubel 1,864.0246 0.000536474
KZT Kazakh tenge 154.4674 0.006473857
LVL Latvian lats 0.6070 1.647446544
LTL Lithuanian litas 4.0000 0.250000000
MDL Moldavian lei 13.5746 0.073666751
RUR Russian ruble 31.6350 0.031610595
TIS Tajik somoni 2.8730 0.348068712
UZS Uzbek sum 808.4429 0.001236946
UAH Ukrainian hryvnia 5.3295 0.187635325
EEK Estonian kroon 15.9935 0.062525543




INTERNATIONAL MONETARY FUND
KYRGYZ REPUBLIC

Staff Report for the 2002 Article IV Consultation, Second Review Under the
Poverty Reduction and Growth Facility, and Request for Waiver of Performance
Criterion
Supplementary Information

Prepared by European II and Policy Development and Review Departments
(In consultation with other departments)

Approved by Oleh Havrylyshyn and Michael Hadjimichael
February 14, 2003

1. This supplement reports on developments since the staff report was issued and on
implementing the prior action for completing the second program review. It also reviews
compliance with end-December 2002 and end-January 2003 program benchmarks.

Recent Developments

2. The referendum on the new constitution was held on February 2, 2003. Voter
turnout reached 86 percent and the approval rate was 77 percent. The referendum included a
vote of confidence in President Akayev which confirms his stay in office until the end of the
term in 2005.

3. Preliminary data indicate that real GDP declined by 0.5 percent in 2002 while
the program was based on a 0.8 percent increase.! The difference reflects a larger-than-
expected contraction in energy production and lower growth in agriculture. Excluding gold
and energy production, real GDP increased by 3.5 percent. The 12-month rate of inflation
was 2.3 percent at end-December 2002, compared with the targeted 3.6 percent under the
program.? As a result of the lower starting level, the tax base in 2003 could be 3 percent

! Preliminary data for end-January 2003 suggest 4.6 percent real GDP growth over January
2002, while the program is based on an unchanged real output in the first quarter of 2003.

2 The 12-month rate of inflation was 2.5 percent in January 2003.



smaller than projected earlier. Because of the recent improvement in tax collection, however,
the program’s fiscal targets for end-March 2003 remain feasible.’

Prior Action

4, The general government budget for 2003—excluding the three related tax laws--
has been approved by Parliament. In late December 2002, both houses approved the
spending limits, the tax collection targets, and the fiscal deficit as programmed. The approval
of the related tax legislation was delayed, however. While the increase in the excise tax on
liquors has been imposed, extending VAT on large agricultural producers’ direct sales to the
domestic market has been approved only by the lower house of the parliament. In addition,
the new property tax has yet to be passed by both the lower and upper house.

5. The government has requested that the measures still to be completed under the
prior action be identified as performance criteria under the program for end-March
2003 (Attachment I). Accordingly, the upper house would approve the VAT extension in its
next session beginning on March 17 and both houses would approve the property tax. In
addition, the President would enact these laws by end-March. Reasons for the delays include
the politically difficult referendum process, extra time needed to seek support from
parliamentarians for the sensitive VAT legislation, and the winter recess of the upper house.
These delays have not significantly affected the fiscal program because the VAT extension
was to become effective only on April 1, 2003 and the impact of the delay in imposing the
real property tax is 0.03 percent of GDP in 2003. _

Performance under the Program

6. The program is on track although the Social Fund did net quite meet the
benchmark on payroll tax collection at end-December 2002 (Table 1). The target was
missed by 5.7 percent of total cash collections in the fourth quarter of 2002. The authorities
report.that this reflected a weaker-than-expected collection from local governments, but a
correction is expected in the first quarter of 2003. The end-December 2002 benchmark for
the state fiscal deficit has reportedly been met, mainly because of better revenue

performance.

7. The benchmarks of the monetary program for end-December 2002 were
observed. Reflecting strong demand for local currency, the NBKR bought $12 million from
the market in October-December. As a result, its net intemational reserves (NIR) exceeded
the program floor by 5.6 percent of reserve money. Net domestic assets (NDA) remained
below the ceiling by 1.8 percent of reserve money as part of the foreign exchange inflow was
sterilized by increasing government deposits i the central bank.

* The gross tax ratio improved by 1.4 percentage point of GDP in 2002, significantly more
than projected (1 percentage point), suggesting that the strengthening of collection efforts in
the second half of 2002 contributed 0.4 percent of GDP to tax performance.



8. The three end-January 2003 structural benchmarks have been implemented.
First, the government submitted to parliament a draft AMC/CFT* law drafted in line with the

recommendation of the Financial Sector Assessment Program (FSAP). Second, the list of the
50 largest delinquent taxpayers was published. Third, the NBKR eliminated the specialized

bank status.’
Staff Appraisal

9. As the program is on track and the delay in enacting the tax laws does not undermine
the fiscal program, the staff supports the authorities” request to modify the end-March 2003
performance criteria and to complete the second review under the PRGF arrangement.

* Anti-Money Laundering and Combating Financing Terrorism.

5 Three banks had been assigned the specialized status allowing them to operate under
restrictions imposed by the central bank despite not meeting the minimum capital

requirement.
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Bishkek, Kyrgyz Republic
February 14, 2003

Mr. Horst Kohler

Managing Director
International Monetary Fund
Washington, D.C. 20431

Dear Mr. Kéhler:

This Supplementary Letier of Intent secks the IMF Executive Board approval for a
modification of our Second-Year Memorandum of Economic Policies (SYMEP) presented to
you on January 31, 2003. In the SYMEP, we recognized that the adoption by parliament of
the 2003 State and Social Fund Budgets was a precondition for the IMF Executive Board
completion of the second review under the three-year PRGF arrangement.

So far, however, we have not been able to carry out fully this prior action. While the 2003
budget expenditures and revenue estimates were approved by both the lower and upper
houses of the parliament in late December 2002, the work is not yet completed on the
supporting tax legislation. Specifically, two tax laws remain to be enacted. First, on February
8, the Lower House of the parliament approved to extend the VAT on large agricuitural
producers but the upper house has not yet confirmed it because of the winter recess. Second,
while we have presented the new property tax law to parliament, it is expected to be
discussed in the lower house only on February 19 and requires the upper house confirmation

after that.

There are three reasons for the delay. First, the referendum of our new constitution took more
time than initially expected as the process was subject to high political tensions. Therefore,
the parliament was able to consider the tax legistation only after the February 2 referendum.
Second, our constitution requires a sequential approval of tax legislation by both chambers of
parliament. Since the next session of the upper house starts only in mid-March 2003, we
were not able to pass these two tax laws as committed in the SYMEP. Third, it took more
time than envisaged to convince the parliamentarians about the necessity of the politically
sensitive extension of the VAT within agriculture.

Because of these difficulties, we request the IMF Executive Board to approve a modification
of our SYMEP regarding these two tax laws. We propose that the Executive Board approve
our second-year program with the following performance criteria to be applied for end-

March 2003:

. approval by the upper house of the parliament, and enactment, of the VAT extension
on the direct sales of large agricultural producers referred to in paragraph 14 of the

SYMEP; and
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. approval by the lower and upper houses of parliament, and enactment, of a new tax
on real property with a combination of tax rates and coverage providing at least the
same estimated revenue impact as the draft submitted to parliament on February 12,
2003, and referred to in paragraph 14 of the SYMEP,

With these measures, our 2003 budget will be completed, including the tax legislation as
envisaged in the SYMEP. This delay in decision making does not have any significant
impact on our fiscal program. The VAT extension was initially expected to become effective
on April 1, 2003, and we estimated the revenue impact of the real property tax conservatively
for 2003. Overall, however, we recognize that these delays in the budgetary process should
not be repeated. Therefore, we intend to review our budgetary mechanisms to ensure that
parliament can approve our future budgets before the beginning of each fiscal year.

Yours sincerely,

s/ /s/
Nikolai Tanaev UJlan Sarbanov
Prime Minister Chairman

Kyrgyz Republic National Bank of the Kyrgyz Republic



Table 1. Kyrgyz Repubtic: Quantitative Program Targets 1/
{In millions of soms, uniess otherwise indicated; eop)

2001

2002
Decembet March March June June Seplemt Septemt D L December
Performance Benchinarks Performance Benchmarks
) Criteria Criteria
% Actuat Adjusied Actaat Adjusted Actuat Program Adjusted Actusl Program Adjusted  Preliminary
1. Performance criteria
1. Floor on net internationat reserves of the NBKR. in convertible currencies 393 0.6 536 43.7 58.4 514 484 799 96.1 954 1052
{eap stack, in millions of U.S. doltars) 2/
2. Ceiling on net domestic assets of the NBKR (eop stock) 3/ 1,257 1,090 893 2,566 2438 1,987 2436 2,007 1,920 1,955 1,780
3. Ceiling on cumulative fiscal deficit of the state governrent 4/ 1,290 5/ n.a. 2276 na. 3 4,948 na. 4,047 1,548 ne 1,469
4. Cumlative fioor on state government tax coliections in ash &/ 2,929 n.a. 5,008 na 7,508 10,316 na. 10,359 3,023 nE. 3,062
5. Ceiling on the stack of central government budget arrears 7/ ] na 1} na ELig 4] .8 L] i} na, 0
6. Criling an the stock of Social Fund pension arrears 12 na, ne 92 L] na 0 0 na L]
7. Floor oo payrol! collections in cash of the Social Fund &/ " 975 na. 920
8. Ceiling on the gtock of Social Fund arrears o the Medical Insurance Fund . 1 50 A 43
9. Ceiling on «c i g by the stale g of NBKR of new na. ¢ na. Q 0 & o ] na [}
external debt of Imtlmn one year (in millions of U.S. dnllm) 9w
1D. Ceiling an contracting or guaraniecing by the tate povernment or NBKR of rew na [13 ne, Q 0 ne, 0 1] na 0
nonconcessional external debt (umulative, in miltions of U.S. dollers) 11/
1L Ceiling on new external payment arreers (in millions of U.S. dollars) 16/ n.a. 1] na. ¢ 0 na, 15 15 na i.5
B. Indicative targets

1. Ceiling on reserve money (WBKR linbilities) 5,359 4,853 5,626 5,602 6164 5,700 5700 6,786 7432 7,432 7,659

Sources: Data provided by the Kyrgyz sutharities; and Fund stafF estimates and projections.

U Until Scptember 2002, foreign exchange components vatued at the cxchange rate US51 = som 45, pold holdings valued at 1US5265 per ounce, SDR valued at SDR 1 = US$1.259. Starting December 2002, foreign exchange components valeed at
the exchange rte US$1 = som 47, gold holdings velued at US$322.4 per ounce, SDR valued at SDR 1 =US$1.3186. Targets exclude claims and liabitities to BRO countries.

2/ As defined in the Technical Mermotandum of Understanding (TMU), excludes, smong othcrs, swaps and intemational reserves of the NBXR that are pledged or blocked,

3/ As defined in the TMU, excludes, among others, counterpart of the loan by the Eximbank of Turkey and the EBRDADA enicrprisc loan which are channeled through the NBKR.

4/ As defined in the TMU, state government comprises central government and local gavemments. For March 2003, cumulative begins on Oclober §, 2002, For December 2003, cumulative begins on October 1, 2003,

5/ The deficit for the fourth quarter of 2001 is adj 1 for i paymants rescheduied by the Paris Club (som 172 million).

6/ As defined in the TMU, includes, among others, collection of tax amrears but excludes, among others, tax offsete, For March 2003, cumulative begins on October 1, 2002, For December 2003, cumulative begins on October 1, 2003,

¥ As defined in the TV, central government budget arrears comprise, among others, wages, payrolt contribulions and mandatory transfers to the Social Fund, categorical prants, payments lo KyrgyzEnergo, and atlowances 1o poor families from
September 2002 orwards,

8/ For March 2003, cumulative begins on October 1, 2002. For December 2003, cumulative begins on Octaber 1, 2003,

9 Extcrnal debt is defined in theTMU as in Executive Board's Decision na, 12274 (00/85) of Angust 24, 2000. Inchudes loans, leases, suppliers' credits and other instruments giving rise to external debt.

10/ On a continuous basis,

11/ As defined in the TMRJ, a debt is clessified as concessionat if its grant elmnt is at leasi 45 percent, calculated using a discount rate based on the H-year average of QECD commercial interest refecence rates (CIRR), for debts of matarity
greater than 15 years; for debis of maturity 15 years or less, the discount rate shonld be based on the six month average of the OECD CIRR. The ceilings include loans, leases, supplier’s credits and other instruments piving rise to extetnal debt on
n jonal terms. IMF lending is excluded from the ceiling on new nonconcessional borrowing,

Adjustors
1. The floor on net international reserves of the NBKR. will be adjusted: (i) upward/downward by 100 percent for excesses/shartfalls of the use of net foreign financing of the state government budget and cash grants; (i) upward/downward by 100
for fshortfall of cash privati receipts. The adjustment for shortfalls in adjustors (i) and (if} is limited to 1IS$ 15 million each, valned at the program exchange rate. In the case of & release of the NBKR's pledged foreign reserves, the

NLR floor will be adjusted upward by 100 percent of the net effect of the releases and refated amortization payments. i » by 100
2. The ceiling on net domestic assets of the NBKR will be adjusted: (i) downward/upward by 10€ percent for excesses/shortfalls of the use of net foreign financing of the state government budget and cash grants; (if} downwardArpward by

percent for excess/shortfall of cash privatization receipts. The adjustment for shortfalls in adjustors (i) and (i) is limited to USS 15 million each, valued at the program exchange rute, excluding the amortization payments for the release of the NBKR's
pledged foreign reserves.
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IMF Concludes 2002 Article IV Consultation with the Kyrgyz Republic

On February 19, 2003, the Executive Board of the Internatlonal Monetary Fund (IMF)
concluded the Article IV consultation with the Kyrgyz Republlc

Background
Program summary

After two years of real GDP growth above 5 percent, output stagnated in 2002. It was
adversely affected by a large landslide at the Kumtor gold mine—the country’s major
exporter—and weather-related contraction in hydro-electric energy production. On the other
hand, real GDP excluding gold and energy recorded a 3.5 percent growth rate. Price
stabilization has continued: the 12-month inflation fell to a lowest level during independence to
2.3 percent.

The proposed program is consistent with the country’s National Poverty Reduction Strategy
(NPRS) presented to the IMF and the World Bank on December 9, 2002. It projects a real
GDP growth of 5 percent a year in 2003-2006 supported by productivity gains through
structural reforms and more efficient use of capital and labor. The key policies include a
continuous fiscal adjustment and a modest growth of som broad money of 15 percent in 2003

' Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with
members, usually every year. A staff team visits the country, collects economic and financial
information, and discusses with officials the country's economic developments and policies. On
return to headquarters, the staff prepares a report, which forms the basis for discussion by the
Executive Board. At the conclusion of the discussion, the Managing Director, as Chairman of
the Board, summarizes the views of Executive Directors, and this summary is transmitted to
the country's authorities.

Washington, D.C. 20431 « Telephone 202-623-7100 » Fox 202-623-6772 « www.imf.org
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after rapid remonetization of the economy observed recently. The National Bank will continue
its exchange rate policy of a managed float, which has served the country well. It will intervene
in the foreign exchange market to smooth temporary market fluctuations and to accumulate
reserves as appropriate. The program aims at a 4 percent inflation in 2003 and the medium
term.

Total factor productivity is expected to be the main source of growth resulting from structural
reforms, including in the areas of governance and the banking sector. As gold production is
expected to start declining in the medium term, other industries will need to offset its negative
growth impact which calls for strong cost competitiveness of exports. Export volumes are
projected to grow 4.5 percent per year.

The continuation of fiscal adjustment is necessary for the success of the foreign debt reduction
strategy launched in 2001. To strengthen the tax base, the government has introduced

the 2003 budget with several new tax measures including an extension of VAT to cover large
agricultural producers’ sales in the domestic market. Overall, the general government tax-to-
GDP ratio is expected to increase to 18 percent in 2003 from 17 percent in 2002. The
authorities intend to streamline the Public Investment Program fo 4.5 percent of GDP in 2003
so that the overall cash deficit will decline to 4.6 percent of GDP down from 5.6 percent of
GDP in 2002. In the medium term, the fiscal deficit is targeted to fall to 3 percent of GDP. The
proposed second-year program is fully financed through a combination of debt reschedulings
from the Paris Club and balance of payment support from multilateral institutions.

The need to reduce trade restrictions in Central Asia is crucial to reap the benefits of foreign
trade. The Kyrgyz authorities already maintain a liberal and low tariff trade regime. Recently, in
line with World Trade Organization recommendations, the top import tariff has been further
reduced and the number of tariff bands cut from six to four. The authorities also agreed to
refrain from introducing new tariffs or nontariff barriers on agricultural or other imports.

Progress in improving governance to reduce corruption and state capture and reforms in the
banking sector are critical for the success of the program. The new govemnance initiative aims
at increasing the efficiency of public administration, the effectiveness of corporate governance,
and the transparency of the judiciary. The banking reform, drawing on the recommendations of
the recent Financial Sector Assessment Program (FSAP), aims at strengthening bank
supervision, divesting state-owned banks, and computerize the payments system.

The Kyrgyz Republic joined the IMF on August 5, 1992. Its quota® is SDR 88.8 million (about
US$120 million). The Kyrgyz Republic's outstanding use of IMF credits at end-November 2002
totaled SDR 137.9 (about US$186.4 million).

2 A member's quota in the IMF determines, in particular, the amount of its subscription, its
voting weight, its access to IMF financing, and its allocation of SDRs.



Executive Board Assessment

Directors commended the Kyrgyz authorities for their prudent monetary and fiscal policies.
While real GDP contracted somewhat in 2002, partly owing to one-time factors, it was set to
grow again in 2003 at about the strong pace of the preceding five years. Inflation has fallen
significantly over the same period and remains well contained, and international reserves are
growing, supported by broad exchange rate stability for the som. Importantly, economic growth
has reduced poverty, especially in the rural areas, and income distribution has improved.

Directors emphasized that, despite the encouraging progress seen in those areas, many
challenges remain. The level of external debt remains high, more needs to be done to reduce
poverty and improve social conditions, and in light of the decline in gold resources, greater
diversification of the economy is needed, built on stronger small- and medium-scale
enterprises. More progress in reducing corruption and state capture and improving governance
is also essential to encourage private sector investment and economic diversification, and to
instill greater public faith in state institutions. Directors welcomed the authorities’
determination not to repeat the uneven policy implementation of previous Fund-supported
programs, and to move ahead with a realistic and pragmatic policy and reform agenda.

Directors commended the authorities for meeting the current Poverty Reduction Growth
Facility-supported program’s fiscal targets despite the shortfall of revenue from the Kumtor
gold mine. At the same time, they stressed that achieving a sustainable fiscal position over the
medium term will depend crucially on further reforms in tax administration and broadening the
tax base. In this context, Directors welcomed the submission to parliament of legislation to
extend the VAT to large agricultural producers, while also having included in the budget
measures to protect the poor from potentially higher food prices. On the expenditure side,
Directors supported the authorities’ infention 1o use the scope created by a further streamlining
of the Public Investment Program and cuts in spending on less essential items to increase
spending on social and poverty reduction programs.

Directors noted that the central bank’'s monetary policy has contained inflation while atlowing
for a remonetization of the economy. In view of the strong growth of the monetary aggregates,
they urged the authorities to react quickly to any sign of rekindling inflation by tightening
monetary conditions through open market operations. The recent issuance of marketable
government securities by the Ministry of Finance to the central bank provides room for
maneuver in this respect.

Directors considered that the exchange rate policy of managed floating has been successful in
preventing excessive appreciation of the nominal exchange rate and thereby supporting
competitiveness. They commended the authorities for their liberal trade and foreign exchange
regimes.
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Directors emphasized that, in light of steadily declining gold resources, diversifying the export
base will be essential if the authorities’ medium-term growth and poverty reduction objectives
are to be attained. Improved cost competitiveness in the non-gold sector through increases in
productivity, along with continued low inflation, would be important in that regard. At the same
time, Directors noted that the trade restrictions and other non-tariff barriers constrain Kyrgyz
export prospects in the region, and hamper the realization of the country’s comparative
advantage and export potential. They emphasized the importance of addressing these
restrictions in the context of intensified regional cooperation.

Directors agreed that the implementation of the external debt strategy was on track, and they
encouraged the government to adhere strictly to its objectives, in particular by further fiscal
consolidation and by avoiding fiscal slippages in the run-up to the 2005 parliamentary and
presidential elections. Directors welcomed the completion of all bilateral debt reschedulings
with Paris Club creditors, and encouraged the authorities to pursue agreements with all
remaining non-Paris Club creditors on comparable terms. Strong implementation of the PRGF-
supported program would be the best way to encourage Paris Club creditors to exercise their
goodwill clause for a debt stock relief in 2004.

Directors believed that more should be done fo push forward the structural reform agenda.
They stressed that strengthening governance, the legal system, and the banking sector is
crucial to improving the business climate, attracting foreign direct investment, and boosting
productivity. The authorities should take a firm stance against corruption and state capture,
which undermine private investment and the opportunities of small and medium-size
enterprises. Directors underscored the need to continue developing the still small banking
sector, and address bank vulnerabilities. They urged the authorities to apply strictly the
prudential regulations in order to improve public trust in banks. They welcomed the submission
to parliament of a draft law on anti-money laundering and combating the financing of terrorism,
in line with the recommendations of the Financial Sector Assessment Program. Directors
stressed the importance of restructuring and privatizing public enterprises.

Directors commended the authorities for the broad participatory process employed in
preparing the National Poverty Reduction Strategy (NPRS), which provides a comprehensive
approach to poverty reduction and medium-term macroeconomic strategy. However, Directors
underscored the need to strengthen costing, prioritization, and sequencing of policy measures
in the NPRS, and to finalize implementation plans and monitoring and evaluation mechanisms

in the NPRS Secretariat.

Public Information Notices (PINs) are issued, (i) at the request of a member country, following the
conclusion of the Article IV consultation for countries seeking to make known the views of the IMF to the
public. This action is intended to strengthen IMF surveillance over the economic policies of member
countries by increasing the transparency of the IMF's assessment of these policies; and (ii) following
policy discussions in the Executive Board at the decision of the Board.
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Kyrgyz Republic: Selected Economic Indicators, 1999-2003

1999 2000 2001 2002
Prel.
GDP
Nominal GDP (in billions of soms) 48.7 65.4 73.9 75.2
Nominal GDP (in milliens of U.S. doliars) 1,243 1,368 1,525 1,600
Real GDP (growth in percent) 3.7 54 53 -0.5
GDP per capita (in U.S. dollars) 255 278 308 320
Prices and wages
Consumer prices (percent change, eop) 399 9.6 3.7 23
Consumer prices (percent change, avg) 359 18.7 7.0 2.1
Nominal exchange rate {eop) 453 48.9 477
Exchange rate (soms per U.S. dollar, average) 39.1 47.8 48.4
Average real wage {1994=100) 118.0 120.8 133.6
Average monthly wage (in U.S. dollars) 24.7 247 28.8
{In percent of GDP)
State govermment finances
Total revenue and grants 17.7 15.1 17.0 19.0
Tax revenue 123 11.7 12.4 13.8
Total expenditure {including net lending) 304 24.9 22.2 24.4
Non-interest current expenditure 17.3 14.9 15.9 16.9
Public Investment Program (PIP) 9.4 6.8 44 53
Overall fiscal balance (cash basis}) -11.9 5.2 -5.0 -5.7
Primary balance 1/ 9.0 -6.9 -33 -3.8
Primary balance (excl. PIP) 0.4 -02 1.1 1.4

(Percent change, unless stated otherwise)

Money and credit 2/
Reserve money (end-of-period) 234 12.3 11.3 429
Broad money (end-of-period) 339 12.1 11.3 35.1
Velocity of broad money 3/ 8.5 10.0 94 7.2
Velocity of som broad money 3/ 143 129 9.5
Money multiplier 1.6 1.6 1.5 1.4
External sector
Export growth (goods and services, in U.S. dollars, percent change) -11.8 3.6 -2.1
Import growth (goods and services, in U.S. dollars, percent change) -24.7 -71.2 -13.8
Current account balance (in percent of GDP) -15.7 -1.5 -3.3
Gross international reserves (months of imports, end-period) 4/ 34 4.4 4.1
External debt outstanding in percent of GDF 5/ 109.3 1111 94.4
Debt service-to-export ratio 21.7 217 213

Sources: Kyrgyz authorities; and Fund staff estimates and projections.

1/ Overall balance less accrued interest payments.
2/ Projections use program exchange rate.

3/ For 1997-2000, annualized quarterty GDP/end-of-period broad money, for 2001-2003, 12-month GDP/average broad

money for last two quarters.
4/ Gross reserves exclude international reserves of NBKR that are pledged or blocked.
5/ Excluding Kumtor.



Press Release No. 03/18 International Monetary Fund

FOR IMMEDIATE RELEASE Washington, D.C. 20431 USA
February 21, 2003

IMF Completes in Principle Second Review Under the Three-Year Poverty Reduction and
Growth Facility Arrangement and Approves Request for Waiver of Performance Criterion
for the Kyrgyz Republic

The Executive Board of the International Monetary Fund (IMF) today completed the second
review of the Kyrgyz Republic's economic performance under the three-year Poverty Reduction
and Growth Facility Arrangement (PRGF) and approved a request for a waiver for the
nonobservance of the continuous performance criterion on external payments arrears. A final
decision by the Executive Board is pending discussion of the Kyrgyz Republic’s Poverty
Reduction Strategy Paper, entitled National Poverty Reduction Strategy, by the World Bank’s
Executive Board. The final decision will enable the IMF to disburse an amount equivalent to
SDR 11.72 million (about US$16 million) under the arrangement.

The IMF's Executive Board approved the three-year arrangement effective on December 6, 2001
(see Press Release No, 01/49) for a total of SDR 73.4 million (about US$100 million).

The PRGF is the IMF's concessional facility for low-income countries. It is intended that PRGEF-
supported programs will in time be based on country-owned poverty reduction strategies adopted
in a participatory process involving civil society and development partners, and articulated in a
Poverty Reduction Strategy Paper (PRSP). This is intended to ensure that each PRGF-supported
program is consistent with a comprehensive framework for macroeconomic, structural, and
social policies to foster growth and reduce poverty.

Following the discussion of the Executive Board, Eduardo Aninat, Deputy Managing Director,
and Acting Chairman, said:

"The Kyrgyz Republic has made good progress in macroeconomic stabilization, which provides
a promising base for the government’s ambitious medium-term economic strategy. Prudent fiscal
and monetary policies have brought down inflation and helped to stabilize the foreign exchange
markets. Real GDP, which declined in 2002, is projected to return to growth in 2003. Important
structural reforms to sustain growth and reduce poverty are underway.

“The medium-term challenges are demanding, however. These include the need to further reduce
poverty and the external debt level, and to diversify the economy in light of the prospect of
declining gold production and exports. Strong structural policies to support productivity growth
and improve cost competitiveness are crucial in order to strengthen non-gold exports. The




authorities will need to devote special attention to further reforms in the areas of governance and
banking, which will be particularly important to support private investment and economic
diversification.

“Fiscal consolidation, together with the support of international creditors and donors, will be
important to bring the external debt to more sustainable levels. Raising revenues through better
tax administration and a broadening of the tax base is needed, as the room for spending cuts is
limited. On the expenditure side, the streamlining of the Public Investment Program will free
resources that can be devoted to social spending and poverty reduction efforts.

“Monetary policy has been successful in containing inflation while allowing remonetization of
the economy, and the exchange rate policy of managed floating has prevented excessive
nominal appreciation. The central bank stands ready to react promptly to any signs of
accelerating inflation.

“The authorities are to be commended for completing the rescheduling agreements with all Paris
Club creditors. It is to be hoped that the remaining negotiations with non-Paris Club creditors
will be finalized soon and on comparable terms.

“The comprehensive approach to poverty reduction contained in the Kyrgyz Republic’s National
Poverty Reduction Strategy (NPRS) document supports well the ambitious medium- term
macroeconomic strategy. The NPRS will be updated, with a focus on refining costing and
prioritization policies and improving the monitoring and evaluation mechanisms,” Mr, Aninat
said.



Statement by Fritz Zurbriigg, Executive Director for Kyrgyz Republic and
Narynbek Davletov, Assistant to Executive Director
February 20, 2003

Our authorities are very grateful to the staff and management for their continuous
support of the Kyrgyz Republic’s economic reform effort. This contributed to achieving the
status of one of the most advanced CIS countries in terms of the progress in implementing
market reforms. The recent macroeconomic results, with average GDP growth close to five
percent since 1997 and with end-2002 inflation declining to only 2.3 percent, also point to
the benefits of pursuing sound economic policies. However, despite all the recent progress,
the economic and social conditions in the Kyrgyz Republic remain very difficult. Poverty is
still afflicting almost half of the population, the GDP per capita is still much below the pre-
trangition level and the external public debt has reached an unsustainable level. As noted by
the staff, our authorities have frankly admitted that slippages and uneven speed of
implementing the reform agenda, in particular in the structural area, contributed to such less
than favorable results. However, given that the IMF, the World Bank and other development
partners played a very active part in shaping the Kyrgyz Republic’s reform program, it is
important to also assess their respective roles in contributing to the final outcomes.

Implementation of the PRGF program

The staff report and the other interesting documents prepared for today’s discussion
provide a wealth of information on recent economic developments, progress in structural
reforms and future plans for the Kyrgyz economy. Our authorities highly appreciate this
comprehensive documentation, including in particular the very helpful FSSA report, and
broadly share the staff assessment. They welcome the constructive attitude of the staff, which
seems to be more focused on finding solutions to existing problems than on simply exposing
all weaknesses and risks.

The implementation of the PRGF program approved in December 2001 has been
broadly satisfactory and fully justifies the completion of the second review. All but one end-
September 2002 quantitative performance criteria have been observed, in some cases with a
significant margin. All structural performance criteria and benchmarks have also been fully
implemented. This includes the three end-January 2003 structural benchmarks providing for
the submission of the draft AML/CFT legislation, the publication of the list of 50 largest
delinquent tax payers and the elimination of the specialized bank status. According to
preliminary data, also most of the end-December 2002 program targets (benchmarks) have
been met. Our authorities regret the temporary failure to observe the continuous performance
criterion on the external debt arrears and request a waiver for the nonobservance of this
program condition. The temporary and minor breach of this criterion resulted from a long-
standing dispute with a European bank that provided advice of doubtful quality on one of the
failed privatization deals, but was ultimately awarded compensation by an international
arbitration tribunal.



As explained in the supplemental letter of intent of February 14, 2003 our authorities
have also requested a slight modification of program conditionality for end-March 2003
because of an unexpected delay in fully implementing the prior action envisaged for the
completion of the second review. While the 2003 budget has been approved in accordance
with the program last December and includes all the agreed fiscal targets, the parliamentary
approval of some of the accompanying tax legislation has been delayed. This concerns in
particular the extension of VAT to large agricultural producers, which still awaits the formal
decision of the upper chamber, and the legislation introducing a new property tax, which has
yet to be approved by the parliament. Our authorities are fully committed to ensuring the
passage of the relevant legislation by end-March 2003 and propose to make it a formal
condition for the completion of the next program review. As explained by the staff, the
revenue losses resulting from the delays in approving the new tax legislation are expected to
be minimal and do not present any significant threat to the fiscal program. Qur authorities
warmly welcome staff’s recommendation to complete the review despite the delay in
formally adopting the new tax legislation given that the implementation of the whole
program remains on track and should not be undermined by this slippage.

Fiscal Policy

The observance of the fiscal performance criteria despite the unexpected contraction
in GDP is both a testimony to the authorities’ commitment to the program and a clear
indication that the Kyrgyz tax system has become more robust. The good revenue
performance observed in 2002 despite the reductions in corporate and personal income tax
rates was mainly the result of improved tax collection efforts. Improved administration also
contributed to raising the customs revenue by almost 40 percent in the first three quarters of
last year. With the additional tax policy measures proposed for the 2003 budget, our
authorities believe that they are well on frack to reaching both this year’s target of 14.6
percent as well as the 15.2 percent tax revenue to GDP ratio projected for 2004. The assumed
increase in tax revenue should result, among others, from the planned extension of VAT to
large agricultural producers (to be implemented from April 1, 2003) and from the full
recovery of production in the Kumtor gold mine. The implementation of the recently adopted
resolution on reforming the Large Taxpayers Unit should also help in further improving tax
collection.

Efforts to raise revenue have been accompanied by a disciplined expenditure policy.
In view of the unsustainable increase in the external public debt, the state budget expenditure
has been reduced from 30.4 percent of GDP in 1999 to 22.8 percent in 2001. As such a
depressed level of spending could not be maintained without negatively affecting growth
prospects and poverty reduction efforts, the program for 2002 envisaged a moderate increase
in public spending, including on social programs. The official medium term projections
assume a virtual stabilization of the expenditure to GDP ratio and a very modest and gradual
increase in social spending to be made possible by a further streamlining of the public
investment program (PIP) and by cuts in spending on other less essential items. In
accordance with the agreed program, our authorities intend to work out and publish by end-
March 2003 a Medium-Term Fiscal Framework for 2004-2006 that will aim at achieving an



average real GDP growth of 5 percent and an inflation rate of no more than 4 percent. In
order to improve fiscal transparency, starting from this year the parliament is to be provided
with a consolidated presentation of general government accounts.

Monetary and Exchange Rate Policies

The reduction in inflation from almost 40 percent in 1999 to 2.3 percent at the end of
2002, the relative stability of the exchange rate and the gradually growing confidence in the
national currency (som} provide a clear proof that the monetary policy implemented by the
National Bank of the Kyrgyz Republic (NBKR) has been successful in supporting the
government’s objective of establishing stable macroeconomic environment as a basis for
future growth. The larger than programmed decline in inflation in 2002 occurred despite a
significant acceleration in broad money growth that reflected an increased demand for
money. The net international reserves (NIR) level has been maintained well above the
program floor, as the NBKR continued purchasing significant amounts of foreign exchange
on the market. The net domestic assets target was also reached without difficulty, in part
thanks to increased government deposits in the central bank. The projections for 2003
envisage a substantial deceleration in broad and reserve money growth and a slight increase
in inflation, mainly on account of the envisaged broadening of the VAT base. The NBKR
intends to closely monitor the price developments and stands ready to tighten its policies in
case of any risk of a more significant acceleration of inflation. The recently concluded
agreement regularizing the financial relations between the Ministry of Finance and the
NBKR should improve the effectiveness of the central bank’s open market operations as it
envisages a gradual conversion of government’s obligations into marketable securities. The
first phase of this operation has already been completed in December last year with the
issuance of a significant amount of new treasury bills. The NBKR also intends to carefully
consider the FSAP mission’s recommendation to introduce a lombard facility,

In the area of the exchange rate, the NBKR intends to maintain its policy of managed
floating, with interventions limited to smoothing temporary fluctuations and ensuring an
adequate level of official foreign exchange reserves. Qur authorities firmly believe that their
overarching objective of preserving external competitiveness is better served by containing
the unit labor costs increases than by allowing the exchange rate to depreciate.

Structural Reforms

The uneven implementation of structural reforms has been identified by the staff as
one of the key factors explaining the Kyrgyz Republic’s slower than expected transition to a
fully-fledged market economy. Our authorities are fully committed to strengthening and
consolidating their structural reform agenda as they recognize that further progress in this
area holds the key to achieving their medium-term growth and poverty reduction targets. The
crucial importance of increasing the total factor productivity has been clearly shown by the
results of the staff’s interesting study on the sources of growth. The full observance of all
structural performance criteria and benchmarks during the first year of the PRGF program
should be seen as a manifestation of our authorities’ renewed commitment to advancing



structural reform. This should serve the long-term objective of increasing the efficiency and
competitiveness of the Kyrgyz economy.

During the second year of implementing the PRGF program our authorities intend to
focus their structural reform efforts on strengthening governance and advancing the
restructuring of the banking sector. The measures envisaged in the latter area aim at reducing
the vulnerabilities identified in the FSSA report by further increasing banks’ capital base,
improving the efficiency of banking supervision and strengthening the Debt Restructuring
Agency (DEBRA). Our authorities will also develop specific plans to restructure and/or
privatize the two remaining state-owned banks (Kairat and SSC).

The efforts in the area of governance will mainly aim at improving the business and
investment climate and will focus on such areas as building institutions for good governance,
improving efficiency of public administration, strengthening corporate governance and
reforming judiciary system. Special attention will be given to addressing the problem of
corruption and eliminating all barriers to private domestic and foreign investment.

Our authorities intend to continue their privatization program and expand it to include
some strategic sectors. The first significant step has been made in September with the
announcement of the tender for KyrgyzTelecom. Qur authorities are cooperating with the
World Bank in elaborating various options for the privatization of the energy sector. Given
the complexity of this undertaking and the currently uncertain market conditions, our
authorities welcome the staff’s pragmatic approach to setting the program conditionality in
this area.

External Sector Policies

Last year’s improvement in the external current account position, despite large
declines in exports of gold and energy, can be seen as an important achievement and as proof
of the potential to develop non-traditional sources of foreign exchange earnings. However,
the declining trend in exports revenue and the continuing large dependence on a small
number of potentially unstable export items remain a source of concern. Qur authorities
intend to address this problem by actively promoting the diversification of production and
exports structures and by maintaining an adequate level of external competitiveness. They
also intend to preserve the Kyrgyz Republic’s liberal trade regime, make fuller use of the
WTO membership and promote regional cooperation. As documented by the staff’s helpful
background studies, the recent unsatisfactory export performance cannot be explained by
developments in competitiveness but can, to some extent, be attributed to various restrictions
on transit and bilateral trade imposed by the neighboring countries. Our authorities plan to
seek a solution to this problem by intensifying bilateral dialog and by trying to make broader
use of the already existing regional free trade arrangements but they also count on the
support of the international community, including through the CIS-7 process.

The rescheduling agreement with the Paris Club has significantly alleviated the
current debt servicing burden and facilitated the financing of the PRGF program. Our
authorities have already concluded all bilateral agreements with Paris Club members and are



actively seeking similar understandings with remaining bilateral creditors. However, the
unsustainable external debt can still be seen as a Damocles sword threatening the
achievement of the Kyrgyz Republic’s long-term development goals. Our authorities multi-
pronged strategy to address this problem envisages, among others, the continuation of fiscal
adjustment and significant restrictions on new external borrowing, including a ban on
contracting new loans on commercial terms and a requirement to secure at least 45 percent of
grant element in concessional loans. Also, 75 percent of receipts from future large
privatizations should be set aside and used for debt reduction. However, all these internal
efforts will not be sufficient to achieve a sustainable debt position and further international
support through the contemplated Paris Club debt stock reduction will be necessary to
complement these domestic efforts and provide a comprehensive and lasting solution of the
Kyrgyz debt problem.

National Poverty Reduction Strategy

The recently achieved tangible progress in reducing poverty (from 55.3 percent in
1999 to 47.6 percent in 2001) and the further improvement in income distribution belong to
the most encouraging developments during the latest phase of the Kyrgyz Republic’s
economic and social transformation. The comprehensive National Poverty Reduction
Strategy (NPRS) developed by our authorities through an open and participatory process
intends to build on this progress and achieve a further improvement in several social
indicators, including reduction in the incidence of poverty to 39 percent in 2005. A special
feature of the Kyrgyz NPRS is its strong link with the all-encompassing long-term
development vision provided by the Comprehensive Development Framework. An attempt
has also been made to link the NPRS objectives to the achievement of the Multilateral
Development Goals. The Consultative Group Meeting held in Bishkek in October 2002
helped to shape the final version of the NPRS and proved that the adopted targets enjoy the
support of the international community. The three main pillars of the NPRS encompass
fostering economic growth and creating employment opportunities, improving efficiency
and equity of social protection and human development, and improving governance and
efficiency of the public sector.

Our authorities agree that the targets set out in the NPRS are ambitious but they can
also be considered indispensable and realistic. The attainment of the envisaged reduction in
poverty by about 3 percentage points annually presupposes the maintenance of an average
GDP growth rate of about 5 percent. With the planned intensification of the structural reform
effort, the achievement of such growth rates could be considered feasible. However, our
authorities are fully aware that in view of the Kyrgyz Republic’s large vulnerability to
external shocks and natural disasters there is a need to strengthen the economy’s resilience
and to avoid any slippages in the implementation of the economic reform agenda. Our
authorities also hope that the international community will continue offering its strong
support to the implementation of the NPRS, including through an increased provision of
grant resources. The requested completion of the second PRGF review would also contribute
to promoting macroeconomic stability and thereby facilitating the achievement of our
authorities’ poverty reduction targets.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

