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Preface

Between September 1991 and March 1992 all the states of the former U.S.S.R. applied for
membership in the International Monetary Fund. During this period, staff members of the IMF
visited each of these countries to hold discussions with the various national authorities, review the
domestic procedural and legal steps required for membership, collect economic data to process
these applications, and provide policy advice. Following these visits, pre-membership reports were
prepared on the countries’ economies. Two companion reports were also prepared, the first review-
Ing the economy of the former U.S.S.R. in 1991 and the second providing an overview of common
policy issues and major interrepublican economic relauonships. The reports were prepared in the
European Il Department of the IMF, under the direction of John Odling-Smee. They also draw on
the expertise of other IMF departments, as well as the staff of the World Bank.

Because of the importance of and widespread interest in the subject matter, these economic
reviews are being published at this time, even though they are of an interim nature and it is still too
early to present a comprehensive assessment of most of the economies. The reports are based on
Information available in early 1992. Although the studies were prepared for the Executive Board of
the IMF, the descriptions of developments and policies they contain are those of the IMF staff and

should not be attributed to Executive Directors or to the authorities of any of the individual
countries.



I. Background

The first contact between the IMF and Kyrghyzstan took place in December 1991 as part of an
IMF staff visit to all the eastern republics of the former Soviet Union. Kyrghyzstan formally applied
for membership in the IMF and the World Bank Group on January 21, 1992, and an IMF staff team
v%siled Bishkek during February 5-14, 1992 1o review recent economic and financial developments,
discuss the Government’s macroeconomic policies for 1992, and undertake the preparatory work for

membership in the IMF. Kyrghyzstan became a member of the IMF on May 8, 1992, with an initial
quota of SDR 43 million (about US$59 million).

Geography and Populatibn

Kyrghyzstan is a landlocked, largely mountainous country located in the center of Asia. The
country is bounded by the People’s Republic of China on the east, Kazakhstan on the north,
Uzbekistan on the west, and Tajikistan on the west and south. It covers an area of 198.500 square
kilometers—slightly larger than Austria and Hungary combined—and comprises a little less than
1 percent of the former U.S.S.R.’s area. About 90 percent of its territory lies at least 1,000 meters

above sea level, and it has many small rivers and rapids that drain from the mountains into basins.
Only about 7 percent of the territory is arable, 72 percent of which is irrigated.

Kyrghyzstan’s population of 4'/2 million is somewhat larger than Norway’s, and represents
about 1'/2 percent of the population of the former U.S.S.R. The population is largely rural and, in
common with other former Soviet republics in Central Asia, has a high birth rate. About one half of
the population 1s Kyrghyz, a major nomadic group of Central Asia with a history dating back to 200
B.C.; in fact, the population was almost entirely nomadic until Kyrghyzstan became a part of the
former U.S.S.R. and the collectivization program was introduced. Another one fifth of the popula-
tion 1s Russian; the second largest minority is Uzbek (about 13 percent), followed by ethnic Ger-
mans and Ukrainians (about 2-3 percent each). Over the past two years, about 160,000 non-Kyrghyz
have emigrated, mostly to the Russian Federation.

Structure of the Economy

The economy of Kyrghyzstan is primarily agricultural, including pasture-based livestock, and
produces cotton, wool, leather, silk, hemp, fodder, vegetables, fruit, and grain. In 1990-91, agricul-
ture accounted for about 40 percent of net material product (NMP) and about one third of employ-
ment (Table 1). Unlike most other republics of the former U.S.S.R., the private sector accounts for a
sizable share of agricultural output, producing between one third and one half of the output of some
major Crops. '

The industrial sector accounts for about one third of NMP. Major industries are metallurgy,
agricultural and other machinery, food processing, electronics, and textiles; large sugar refineries are
also located in the country. The mountainous terrain and river resources enable Kyrghyzstan to
generate substantial hydroelectricity, which is also one of its main exports. Unlike some neighboring
republics of the former U.S.S.R., Kyrghyzstan has negligible deposits of gas and oil; however, there
are considerable mineral deposits, largely comprising coal, gold, mercury, and uranium. As in other



republics of the former U.S.S.R., Kyrghyzstan's public sector has dominated economic activity,
Almost all enterprises, land, and housing are owned by the state, and the public sector employs
about three fourths of the labor force.

Reflecting the considerable degree of sectoral specialization of output among the republics of
the former Soviet Union, and the relatively small size of the domestic economy, Kyrghyzstan has
high ratios of exports and Imports to gross domestic product (GDP).! Compared with other former
Soviet republics, Kyrghyzstan has been considerably more dependent upon interrepublican rather
than foreign trading links, especially for exports. In 1990, an estimated 98 percent of total exports
were sold within the former U.S.S.R.. a figure exceeded within the U.S.S.R. only by Armenia. Of
lotal imports, 73 percent were from other republics of the former Soviet Union, a figure broadly in
line with the other republics. but higher than in Russia and Ukraine, which have more extensive
foreign trading links.

Kyrghyzstan’s Interrepublican exports consist of nonf errous metals and minerals (notably gold
and mercury), woolen goods, agricultural and food products (mainly refined sugar and tobacco),
electric power, electronic goods (consumer products manufactured by a Korean joint venture), and
selected engineering products (including agricultural machinery). Kyrghyzstan is heavily dependent
on other republics of the former U.S.S.R. for oil and gas supplies, ferrous metals, chemicals and
pPharmaceuticals, a wide range of engineering products, wood and paper products, most construction
materials other than cement, and a variety of foodstuffs.

Exports to countries outside the former U.S.S.R. (foreign exports) have been limited in the
past, comprising primarily nonferrous metals and ores (35 percent of the total), food and agri-
cultural products (31 percent), and woolen and silk goods (18 percent). Foreign imports have been
primarily consumer goods—mainly clothing and food—and engineering and chemical products.
Cuban sugar cane, which is refined for re-export to other former Soviet republics, has been an
important import in the past, amounling to about 3 percent of GDP.

Institutional Framework for Policymaking

Following the declaration of independence in August 1991, the Government of Kyrghyzstan
has acted rapidly to adapt its institutional and policymaking structure to a more liberal political
system and to the needs of a market economy. The Government favors a market-oriented economy
open to the rest of the world and regards foreign investment as essential to the future development
of the economy. In this connection, in 1991 Parliament passed wide-ranging statutes on privatiza-
Lion, the creation of joint ventures, the liberalization of foreign trade, and the establishment of free
economic zones. Other laws and decrees more recently passed or under consideration include laws
on concessions for the exploitation of natural resources, customs regulauons, the legal basis for the
banking system, private business insurance, mortgage facilities, and rural land reform.

With a view 10 strengthening the reform effort, institutional measures were taken to rationalize
the various ministries and agencies. A major reform of the structure of the Government was
implemented in February 1992, transforming the existing forty-one ministries into thirteen minis-
tries and seven commissions. The changes included merging of the Ministry of Finance with the
State Committee for Planning (Gosplan), to create the Ministry of Economy and Finance, and
establishing an independent Tax Inspectorate. At the same time, the number of deputy prime
ministers was reduced from six to three, to deal with social affairs. foreign relations, and economic

policy 1ssues. These structural changes were accompanied by important personnel changes in key
agencies and departments.



omy and the implementation of Stabilization
the National Bank, the Ministry of Econom
their abilities to adequately perform their
Statisucs (Goskomstat) must be redirecte
policymaking in a market economy.
areas, the Government has stressed
tacts with other governments and

policies need considerable strengthening. In particular,
Y and Finance, and the Tax Inspectorate must reinforce
new functions. The activities of the State Committee on
d to underpin the monitoring of developments needed for
In recognition of the scarcity of trained personnel in these

the imporiance of training and technical assistance in its con-
International organizations.



II. Recent Economic Developments

Recent economic developments were similar in many ways 10 developments in the rest of the

former U.S:S.R. through most of 1991. In general, policies were in line with those pursued in other
former Soviet republics and evolved largely in response to measures introduced in Russia, although

in several areas Kyrghyzstan has gone beyond many other republics of the former U.S.S.R. in its
reform efforts.

Output, Employment, and Prices

Output and Employment

The growth in real output (NMP) in Kyrghyzstan during the second half of the 1980s was fairly
strong but uneven, averaging 3.6 percent a year. In 1991, however, real output is estimated to have
declined by 2 percent, largely because agricultural production fell by 8 percent as a result of supply
network disruptions. However, industrial output, including mining, rose sharply. Toward the end of
the year, overall economic activity began to be increasingly affected by shortages of inputs. In Jan-
uary 1992, industrial output was almost 19 percent lower than a year earlier, and some agricultural
production declined even more sharply; the production of certain goods, such as meat, milk, and
eggs, declined by 15-27 percent relative to January 1991. However, local private markets for agri-
cultural goods functioned well, and there were no large-scale shortages.

Official statistics show very little open unemployment; however, there are indications that
unemployment reached as high as 36,000 in 1991, about 1.5 percent of the labor force, from virtually
zero 1n 1990. The sectoral distribution of employment appears to have been fairly stable. Following
a long period of moderate growth, nominal wages started nsing sharply in the second quarter of
1991, coinciding with the first phase of the price liberalization in April; by the third quarter of 1991,
monthly wages averaged 275 rubles (rub), about 63 percent higher than a year earlier in nominal
terms, but lower in real terms. At the end of 1991, wages and salaries in budget-financed organiza-
tions were doubled, and the existing restrictions on salary increases in industrial enterprises were
rescinded.

Prices

In April 1991, in line with the liberalization measures implemented in the rest of the former
Soviet Union, price increases were permitted for products estimated to comprise 23 percent of the
lotal sales of state enterprises; prices in private markets, comprising about one half of retail sales in
1990-91, had not been subject to government control. The maximum allowable price increases were
determined on the basis of profit margins relative to production costs, with maximum increases
ranging from 25 percent to 40 percent; concurrently, the permissible retail margin was raised to
25 percent from 7 percent. Wholesale prices rose by 29 percent in April 1991 and 44 percent in May
before the increases subsided to 3 percent in June, whereas retail prices rose by 50 percent in April
before subsiding to a rate of increase of 3 percent in the following month. In December 1991, the
wholesale price index increased by 288 percent compared with a year earlier, while retail prices rose

by 181 percent.



The second stage of price liberalization w
the liberalization measures

list, whose controlled price

‘ as implemented on January 4, 1992, in tandem with
In Russia. Price controls were removed on all goods, except for a limited

s were raised by factors ranging between 3 and 11 relative to the prices in
effect on January 3, and for residential rent and heating whose prices were not changed; at the same

time, all limits on profit margins were abolished. Subsidies were retained on milk, bread, children’s
ff)od, residential rent and heating, and some social services. As in the {irst round of price liberaliza-
tion, v.fholesale price increases were substantially larger than the rise in retail prices; wholesale
prices increased by 378 percent in January (relative 1o December 1991), while retail prices rose by
110 percent. The smaller increase in retail prices can be attributed to two factors: a large proportion
?f retail prices was already freely determined in private markets, and the food prices in state-run
Institutions were not adjusted in line with wholesale prices, implying increases in food subsidies.

Public Finances

The Government’s finances (the sum of the republican and local budgets) recorded small
surpluses in the period 1987-91 if transfers from the former Union are included (Table 2). Although
expenditures grew faster than revenues, the difference was financed by increased transfers from the
former Soviet Union and, in 1991, from Russia. Between 1987 and 1991, net external budgetary
support increased from 6 percent of GDP (rub 390 million) to 13 percent of GDP (rub 1,930
million). The fiscal surplus temporarily fell to zero in 1990, largely because of higher outlays on
consumer subsidies, but rose to almost S percent of GDP in 1991 when direct transfers from the
former Soviet Union to the budget increased and consumer subsidies and capital expenditures were
cut sharply.

The government sector contracted relative to GDP in 1991. Tax revenue plunged to 18 percent
of GDP compared with 26 percent of GDP in the previous year, while expenditures fell from 38 per-
cent of GDP 1o 31 percent of GDP. The main factor in the decline in tax revenue was the sharp fall
in collections from turnover taxes, which accounted for more than one half of total tax revenue in
1990 and which declined by the equivalent of almost 6 percentage points of GDP in 1991. The
turnover tax was levied at the retail level on the difference between the value of sales and the
purchase costs of the merchandise. With the increase in wholesale prices far outpacing the rise in
retail prices 1n 1991, turnover 1ax collections were virtually constant in nominal terms during 1989
91—a period in which nominal GDP doubled. The decline in the ratio of taxes to GDP also reflected
the establishment of an independent pension fund to which social security contributions were
channeled; social security contributions had accounted for 4 percent of GDP in 1990. (The level of
collections by the localities was essenually stagnant due to nonbuoyancy of the tax base of the
personal income and land taxes.) Parly offsetting the revenue losses were the Union-wide introduc-
tion of a retail sales tax, which yielded the equivalent of 2 percent of GDP in 1991, and sharp
increases In nontax revenue.?

Against the background of declining revenues, and amid uncertainties as to whether the antici-
pated grants from the former Soviet Union would be forthcoming, in 1991 measures were imple-
mented 1o reduce expenditures. Capital outlays were cut sharply from the equivalent of 6 percent of
GDP in 1990 to 1 percent in 1991, and expenditures on consumer subsidies from the equivalent of
7 percent of GDP to 5 percent of GDP. However, the wage bill increased slightly to the equivalent
of 7 percent of GDP in 1991 as the salaries of workers in the education and health sectors were

doubled.?



Money and Credit

In past years, monclary and credit developments mostly reflected the former Soviet Union’s

policies; the U.S.S.R. Gosbank centralized all credit resources and allocated them among the
"vanous. republics according to the credit plan. After mid-1990, however, credit allocation was
Increasingly decided at the republican level. with the resource gap covered by transfers from the
Union, within certain established limits. In 1991, the National Bank of Kyrghyzstan (NBK) received
rub 3 billion from the Gosbank to cover its resource gap, of which rub 1 billion was in currency.

Total credit to the cconomy is estimated 10 have increased by 117 percent in 1991 with the bulk
of the increase occurring in the wake of the price reforms undertaken in April (Table 3). The
maturity structure of bank lending contracted sharply as short-term credit grew by 143 percent,
while growth in long-term credit was 4] percent. In order to stem the increase in credit, the
rediscount rate was raised from 8 percent to 12 percent in mid-1991 and other interest rates were
parly lhiberalized, although all rates remained highly negative in real terms. In contrast to the
expansion in credit to the cconomy, net credit to the Government declined sharply, reflecting the
fiscal surplus that resulted in a 160 percent increase in government deposits in the banking system.
(So far, Government deposits have been held mainly at a commercial bank rather than at the
National Bank.) Broad money declined in real terms despite a virtual doubling of deposits and a
substantial increase in the stock of currency issue. The total capital of financial institutions in

Kyrghyzstan increased sharply in 1991, mainly because of the establishment of new commercial

banks and an increase—financed by former Soviet Union institutions—in the paid-up capital of the
formerly specialized banks.

Balance of Payments and External Debt

Between 1987 and 1990, interrepublican trade was broadly stable, with annual exports at about
rub 2.3-2.5 billion and imports at about rub 2.8-3.4 billion. although relative to GDP both exports
and imports declined significantly to 30 percent and 35 percent, respecuvely (Table 4). In 1991, price
liberalization resulted in a substantial rise in nominal exports and imports, despite the general
disruption in trade flows in the former Soviet Union. Exports rose to rub 6.3 billion and IMports to
rub 5.4 billion, implying a swing from a merchandise trade deficit in 1990 (S percent of GDP) to a
substantial surplus in 1991 (6 percent of GDP). The decline in net imports relative 1o earlier years
probably reflected a combination of domestic fiscal tightening and inventory demand from other
republics.4

Foreign (convertible currency) trade appears to have declined dramatically during 1991 after
several years of virtual stability in exports and rising imports. Measured in U.S. dollars, exports fell
by about three fourths, while imports declined by roughly two thirds. Exports declined in all
industries, while imports fell sharply for all commodities except agricultural and engineering prod-
ucts. The two largest categories of imports, food products and clothing, fell by 75 percent and
85 percent, respectively. As a resull of these developments, Kyrghyzstan's foreign trade deficit
narrowed to a little over 6 percent of GDP. The contraction of the deficit on foreign trade, com-
bined with a surplus on interrepublican trade, is estimated to have resulted in a net balance in
overall trade.

Kyrghyzstan adopted decrees revising the country’s convertible-currency surrender require-
ments in December 1991 and February 1992. As under the preceding Union arrangements, sur-
render rates are differentiated by export product type, but the range of surrender requirement rates
has been broadened, and the average rate reduced from about 70 percent to about 50 percent.
However, as of mid-February, the authorities had received very little foreign currency through this



mechanism, since foreign trade has slumped and much of what continues is conducted through
barier arrangements, 10 which surrender requirements do not apply. As a result, convertible cur-
rency allocation is limited to exceptional needs. Kyrghyzstan has not yet established an interbank

markel in convertible currencies or foreign exchange auction arrangements, although these have
been identified as objectives for 1992

In late 1991, Kyrghyzstan signed the external
industrial creditor countries.

a share of 0.96 percent of the
rub 229 million from Russia

debt agreement with the Group of Seven major

As a result of an interrepublican agreement, Kyrghyzstan was assigned
former Soviet Union’s total external debit. Kyrghyzstan also borrowed
In 1991, on which service payments begin in 1994.



III. Policies and Prospects for 1992
-_—

Kyrghyzstan's macroeconomic situation in 1992 is grave. The outlook is for a major contraction in
qutpul. and a sharply rising unemployment rate. Moreover, high inflation rates will decline only as
ughtened financial policies are implemented in the ruble area. The key factors behind this bleak outlook
are: (1) a major terms of trade shock resulung, in large part, from increases in the prices of petroleum
products; (2) the likely absence of substantial assistance from Russia and, on present indications, from
foreign sources; and (3) disruptions in interrepublican trade, coupled with considerable uncertainties
regarding the possibilities for convertible currency trade.

Although the short-term outlook appears difficult, prospects are more promising over the medium
lerm because the country has substantial resources in important minerals (including gold and rare
earths), agro-processing, hydroelectric énergy, and tounsm. However, the development of these and
other sectors will require substantial amounts of domestic and foreign capital, technology, and skills. In
the immediate future, the Government plans to concentrate on implementing restrained financial pol-

icies, coupled with rapid structural reforms in a few key sectors, and on opening the economy to the
outside world as soon as possible.

Structural Reform and Price Liberalization

Kyrghyzsian’s process of structural reform is more advanced than in other countries in the region, in -
particular with regard to the privatization of enterprises, housing, and agriculture. Privatization was
started in 1991 with agricultural land and small businesses, and the Government intends to privatize
about 3540 percent of fixed assets in the economy (approximately rub 8 billion) by the end of 1992,
including closing about 200 loss-making state enterprises that the government budget cannot afford and
that are not financially viable without subsidies or price controls. However, in the short term, an
adequate assessment of the financial viability of enterprises is hindered by a domestic price structure that
1s sull well below world prices. The Government is considering a number of options, including direct
sales of the large state factories and the auctioning of small enterprises. (See Annex 4 for a description of
the privauzation program.) .

The privatizauon process has been facilitated by the establishment of a National Enterprise Fund
(NEF) in 1991. The NEF finances privale purchases of small and medium-sized state businesses through
imterest-free loans 10 individuals; its resources are projected to be rub 3 billion in 1992. The demand for
NEF credits and assistance has been sizable. However, NEF loans do not yet have a fixed maturity, and
rules for granung loans have not yet been clarified. In additon to providing interest-free loans for small
businesses, the Government plans to facilitate the privatization process by crediting an account for all
ciuzens with a one-ume lump-sum payment, the credit wall be based on average income and the number
of years in employment and can be used only for the purchase of homes or shares of privately owned
enterprises.

Price liberalization 1s also more advanced in Kyrghyzstan than in some other republics of the former
U.S.S.R. About 90 percent of all prices had been liberalized by January 1992, and even though the price
of petroleum products remained controlled, any further increases in energy prices are to be fully
reflected in domestic pnices and uulity taniffs. While the movement toward a market economy and
liberalized prices will help rationalize production incenuves, growth in Kyrghyzstan will be constrained
until obstacles to interrepublican and domesuc trade are removed. In this connection, a rapid phasing



out gf the system of direct state orders to the economy would result in greater freedom for interen-
lcrpns? trade. If state enterprises were given more autonomy, and the privatization program in the area
of retail trade, distribution, and lransportation accelerated, the supply situation would improve.

Public Finances

The Government has attempted

_ e to limit the deterioration in its finances. Following the price
hiberalization, a revised budget was ado

L _ pted in January 1992 that projected an overall fiscal deficit of rub
2.5 billion.> However, this budget did not include external interest obligations of the Government,

estimated at US$53 million, and it classified certain financing items as revenues.® If adjustments are
made for these items, the deficit would be equivalent to rub 5.1 billion (5 percent of GDP).7

The revised budget projected significant reductions in revenues and expenditures in proportion to
GDP. Besides the total loss of substantial transfers from the former Soviet Union, tax revenugs were
expected to fall from almost 18 percent of GDP in 1991 to 11 percent of GDP in 1992, As in other
countries, Kyrghyzstan introduced tax reform., consisting mainly of repeal of the turnover and sales taxes,
accompanied by the introduction of a 28 percent value-added tax (VAT) and excise taxes; moreover, the
profit tax was simplified, and its rate reduced from 45 percent to 35 percent for most enterprises. Even
though state enterprises previously owned by the former Soviet Union began to make tax payments to
the republic and local governments as of 19928 the revised budget foresees a decrease in revenues from
profit taxes, from the equivalent of 4 percent of GDP in 1991 to0 2.6 percent of GDP, owing to a sharp fall
in profitability.®

The Government’s budget calls for total expenditures to decline sharply to the equivalent of 16 per-
cent of GDP from 31 percent in 1991. Even though wages were increased by 100 percent at the
beginning of 1992, the wage bill is budgeted 10 increase by 186 percent because of the addition of locally
based civil servants of the former Soviet Union. Nevertheless, the Government expects the wage bill 10
fall from the equivalent of 7 percent to 3 percent of GDP. Qutlays for consumer subsidies are also

budgeted o fall relative to GDP, from S percent in 1991 to 1.5 percent in 1992. Although subsidies on
com and bread, coal, transportation, and housing maintenance were raised sharply in nominal terms,

other subsidies (on meat and materials for light industries) were eliminated. Capital expenditures are
also budgeted to fall sharply relative to GDP because the Government is only supporting on-going
Investment projects and certain high-priority new projects.

The revised 1992 budget was adopted dunng a period of considerable uncertainty regarding the
outlook for key paramelters such as inflation, exchange rates, output, and the level of common CIS
expenditures. In general, the budget underestimates the prospective terms of trade shock on the econ-

omy, notably on output; consequently, tax receipts are likely to be lower than expected and expenditures
may well turn out to be higher than budgeled.

In view of the decline in living standards of the population and the increase in unemployment levels
expected 1o accompany the transition to a market economy, Kyrghyzsian has strengthened its social
security and welfare systems. In addition (o subsidizing several essential consumer goods and services,
including imposing a freeze on housing rents and maintenance charges, the Government created an
employment fund in mid-1991. While the fund will provide direct payments 1o the unemployed, its main
emphasis is on retraining and job-creation measures. (See Annex 3 for a summary of the features of the
pension and employment funds.)

Money and Credit

Monetary conditions during 1992 will largely be determined by the policies followed by the
Ceniral Bank of Russia. Kyrghyzsian's monetary and credit policies will have to be tightened in



1992 as part of common efforts in the ruble area to reduce pressures on prices and stabilize the

currency. The NBK intends to increase reserve requirements as well as the rediscount rate in
Foordmation with other states in the ruble area, and to keep its refinance credit within the limits of
1LS Own resources. '

The NBK projects the need for new currency issue at rub 2.5 billion in 1992, equivalent to
§7 percent of the entire stock of currency issue at end-1991. This amount, however, could be revised
if wages and salaries are increased during the year. Shortages of currency notes have already been
reported, and, in order 1o alleviate this problem, the Government is encouraging the use of checks
and noncash settements. The limit on total lending to the Government in 1992 will be set by the
Parliament, although in January the budget financing by the NBK was estimated at an amount far
below the range of fiscal deficits projected for the year. The NBK plans to charge an interest rate of
6 percent on the credits extended to finance the 1992 deficit and a rate of 8 percent on the financing
of the “state debt,” including the internal debi of the country and the financing of write-offs of loans
to agro-industrial enterprises. On the basis of the projected amount of credit to the Government,
the NBK had already begun 1o limit the access of banks 1o refinance credit; however, the refinance
rates are sull highly negative in real terms.

Closer coordination with Russia and other members of the ruble area is vitally important in the
areas of monetary, credit, and interest rate policies. Consistent with general ruble-area policies,
measures 10 increase intermediation by the banking system are needed. Such measures include
hberalizing all interest rates, increasing the lowest deposit rate of the Savings Bank, removing the
limit on the margin between the average cost of funds and the lending rates of financial institutions,
and increasing the refinance rate of the NBK o a level higher than the anticipated inflation rate.
The NBK should not be used 1o allocate credit on a sectoral basis and, with the aim of further
discouraging the practice of virtually unlimited recourse to bank credit by enterprises, it should set
imits on access by banks to its refinance facility. Moreover, in order to foster competition in the
banking system and increase deposit mobilization by commercial banks, thereby reducing their
dependence on refinancing from the NBK, the preferential treatment granted to Savings Bank
deposits could be eliminated.

The amount of nonperforming loans of the banking system, although unknown, is estimated to
be large, given the past (and continued) practice of granting loans to unprofitable enterprises. N
Under these circumstances, these loans must be written off and the banks’ balance sheets cleaned up
sO as 10 avoid the potentially disastrous effect of an increase in interest rates on the banking system;
as previously protected enterprises begin operating in the new economic environment, and in view
of the expected decline in output, the problem of nonperforming bank assets is likely to become
serious. In this regard, efforts to deal with non-performing assets of banks must be closely linked to
the privatization program and the liquidation of nonviable enterprises. Recapitalization of the
larger banks has already been implemented, but the magnitude of potential losses relative to bank
capital 1s not known. |

External Trade and Payments

Under present circumstances, and despite an anticipated severe dcclinc.in_ oulput‘lhat will
compress imports, the outlook is for a large external financing gap in 1992; it is also likely that
sizable external financing will continue to be needed for some years to come. Alth?ugh
Kyrghyzstan's estimated export potential in convertible currencies could be more than.l.hrcc .umes
its level during 1987-90, notably from mineral exports, this adjustment cannot be acl}lcved in the
short run and would, in any case, cover only a fraction of Kyrghyzstan's former con\{cru!)le currency
imports. Projections for interrepublican trade are highly uncertain for 1992, resulting in large part
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from the patiern of price increases for traded goods following price liberalization and the nonimple-
mentation of bilateral trading agreements among republics of the former U.S.S.R. Based on the
current ratio of domestic to world prices, Kyrghyzstan is likely to suffer a large terms of trade loss in
1992 as a result of price liberalization, parucularly the increases in petroleum prices.

Given the importance of Interrepublican trade for Kyrghyzstan and the detrimental effect that
1ts disruption has had on Output, the emergence of flexible and unrestricted interrepublican trading
arrangements would have a positive effect. In this regard, several issues could be addressed jointly
with other former Soviet republics (1) the phased elimination of the role of republican authorities in
determining trade contracits: (2) termination of the quota system governing the distribution of
enierprise output between domestic and interrepublican or foreign sales: (3) steps to avoid new
barriers 10 interrepublican trade, involving the creation of a mechanism for resolving interrepubli-
can trade conflicts; (4) the coordination of further progress on price liberalization among states: and
(5) improvements in the Clearing mechanisms among the national central banks.

The Government prefers 10 remain in the ruble area for the time being, in view of the consider-
able benefits that would result for Kyrghyzstan, notably in the area of trade, if the inflation rate were
rapidly brought down and the currency stabilized. However, there is concern regarding the lack of
adequate coordination of financial policies among the member states, as well as the potential for
difficulties if the countries Issuing separate currencies do not retire exisung rubles in an orderly
fashion. Unless the macroeconomic situation improves during the course of this year, conungency
plans might have to be drawn up for Kyrghyzstan to issue its own currency.

Kyrghyzstan produces small amount of gold each year that, until late 1991, were contributed to
the centralized gold holdings of the former Soviet Union. Despite the pressures on the balance of
payments in 1992, Kyrghyzstan intends to accumulate gold output with a view to building up its
external reserves. The Government is making a major effort to attract foreign investment into the
country, particularly in the minerals, electronics, and agro-processing sectors; several contracts have
been signed, and others are under negotiation for a total amount of around US$300 million. The

Government estimales that net inflows in 1992 may reach as much as US$50 million, compared with
levels of USS20 million or less in earlier years.

11



IV. Technical Assistance

Kyrghyzstan needs 1echnical assistance in virtually every area of economic management. This
need for technical assistance, however, also limits Kyrghyzstan's ability to absorb and implement
generahized technical assistance simultaneously in several areas; moreover, 1in order to be effective,
technical assistance will need to be heavily biased in favor of a “nuts and bolts” approach. Technical
assistance should be focused with two objectives in mind: first, to urgently develop Kyrghyzstan’s
ability to effectively underpin the implementation and monitoring of stabilization policies, with an
emphasis on the basic operational aspects of economic and financial management; second, to
strengthen the country’s institutional framework and support a comprehensive approach to struc-
tural and macroeconomic reforms. |

In the area of central banking, the NBK should be further strengthened to allow it to ade-
quately perform its functions. Given the NBK’s limited absorptive capacity and the immediate
needs of the economy, the priorities for technical assistance should be in the areas of accounting
practices, foreign exchange operations and reserves mana gement, and banking supervision, with the
first two areas being given the highest priority.

In the fiscal area, the priority areas for technical assistance are tax policy and administration, in
particular the implementation of the VAT, and budget design and procedures. In the area of
staustics, there is an urgent need for assistance and training in monetary and balance of payments
staustics, as well as for help to Goskomstat 1o design procedures for data collection and processing.

12



V. Summary and Conclusions

The dissolution of the former U.S.SR. and the accompanying disruptions in economic links
have had an adverse impact on those small countries that were dependent upon substantial transfers
from the former Union and whose economies were highly integrated into the centrally planned
system. As one of these countries, with an economic structure that involved imports of virtually all
consumer goods, grain, and petroleum products, Kyrghyzstan has been particularly hard hit.

The overall economic situation had already begun to deteriorate significantly in 1991. In par-
ticular, output declined in real terms, inflation increased sharply, unemployment began to rise
markedly, and serious shortages of essential goods emerged. For the first time, the Government was
faced simultaneously with the complex issues of political independence, the design and implementa-
tion of macroeconomic stabilization policies, coordination within the new political and economic
relationships in the ruble area, and the initiation of systemic change. The task has been made even
more difficult by the lack of adequate institutional structures and skills 1n virtually every area of
€Conomic management.

Against this background, the Government has moved quickly into the process of political and
economic liberalization. New Jaws and decrees, which have either been undertaken recently or are
expected shortly, include a liberal foreign investment code: a law on concessions for the exploitation
of natural resources; customs regulations: and the legal basis for the banking system, private busi-
ness insurance, mortgage facilities, rural land reform, and the privatization of state enterprises.
These are all significant steps toward a more efficient economy. Moreover, important changes have
been 1nitiated 10 rationalize key ministries and agencies, appoint new personnel, and provide a
clearer focus to the implementation of the reform efforts. With regard to macroeconomic policies,
substanual efforts have been made to limit the deterioration in government finances, contain the
expansion of credit, and move toward a more realistic structure of domestic prices.

Notwithstanding the progress that has been made in recent months, the macroeconomic situa-
tion in 1992 is a matter for concern. The outlook is for a major contraction in output, sharply rising
unemployment, and a subsiantial exiernal financing gap. Moreover, the present high inflation rates
will decline only as tightened financial policies are implemented in the ruble area. The key factors
behind this outlook are the likelihood of little, if any, transfers from Russia and the uncertain
prospects for external financial assistance; disruptions in interrepublican trade coupled with limited
possibilities for rapid increases in convertible currency trade; and, the impact of a terms of trade
shock resulting from increases in the prices of imported petroleum products.

Although the shori-term outlook appears difficult, economic prospects look more promising
over the medium term because the country has substantial uniapped potential. The exploitation of
this potential will need both domestic and foreign capital, technology, and skills, all of which are
severely limited at present. Moreover, macroeconomic stabilization is a precondition to the genera-
tion of adequate levels of saving and investment.

13



Notes



1. Interrepublican exports and imports are estimated 1o have amounted to 34-37 percent and 43-44 per-

cent of GDP, respectively, during 1987-89; foreign (convenible currency) exports and imports accounted for
another 1 percent and 11-]2 percent of GDP, respectively.

2. Substantial receipts were generated from taxes on the w

state enlerpnses which benefited from the sha
and vehicle fees.

| 3. The economic classification of expenditure is based on actual data for 1990. The data for 1991 and the
revls?d 1992 budget, are based on estimates of total current expenditures, capital expenditures, wages and
salaries, subsidies, and the amounts of former U.S.S.R./Commonwealth of Independent Siates (CIS) payments.
The apportionment among other goods and services, operations and maintenance, and transfers are IMF staff
estimates based on the actual allocations in 1989-90.

4. In light of the consistent record of trade deficits in earlier years, the 1991 estimate must be viewed with
some caulion, particularly given the change in statistical compilation procedures relative to earlier years.
Notwithstanding this, the sharp tightening of the fiscal stance in 1991 is likely to have had a significant impact
on 1mports; Kyrghyzsian may have also benefited from a lemporary surge in export demand. The partial
hiberalization of prices during 1991 was accompanied by ceilings on profitability as a proportion of costs. This
restricion was commonly evaded by ariificially boosting production costs through, for example, excessive
inventory accumulation. Over 80 percent of the rise in Kyrghyzstan's exports to other republics of the former
U.S.S.R. in 1991 was in commodities that enterprises might plausibly hold as inventones: metals, chemicals,
engineenng producls, construction malerials and woolen products. The impact of these developments on

Kyrghyzsian's imports may have been less visible because of a relatively smaller enterprise sector, with con-
sumer good imporls being predominant.

5. The Government prepared the 1992 budget in the fall of 1991, and Parliament approved a modified
version in December 1991. However, the budget was based on current prices at the time of its passage and did

not account for the effect of the impending liberalization of prices. Instead, the Parliament gave the Govern-
ment the n_ht 10 adjust the budget on the basis of price changes. In January 1992, the Government issued a
revised budget, which was adjusted for the increase in prices during that month.

6. The Government budget treats its current bank balances as revenue. This so-called leftover financing
was rub 400 milhon 1n 1992, compared with rub 100-200 million in previous years.

7. The ratios of revised budget projections to GDP are likely to be underestimates, since there are
indications that the inflation rate implicit in the revised budget estimates will be exceeded by a wide margin.

8. These enterprises transferred rub 650 mullion to the former Soviet Union in 1991, an amount equivalent
to the enlire tax colleclion from state enterprises owned by Kyrghyzstan.

9. The decrease in profitability appears to be the result of direct government intervention in price setting.
Although pnces were liberalized, state enterprise prices are still subject to review. The Government uses a cost-

plus approach to pncing that is designed to contain the nominal level of enterprise profits, leading 10 a sharp
decrease in real profit levels.

indfall gains resulting from inventories held by
P pnice increases of April 1991, and larger collections of road
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Table 1. Output and Price Indicators

(In percent, unless otherwise Indicated)

Composition of net
material product (NMP)
Agriculture
Industry

Construction

Transport and communication
Other

’ Composition of gross
domestic product (GDP)
By final use
Household consumption
Government consumption
Gross fixed capital formation
Change in stocks!
Trade balance

By income
Compensation of employees
Operating surplus
Consumption of fixed capital

Growth in NMP

Consumer prices?

Wholesale prices?

Average monthly wages (in rubles)
)

NMP (in millions of rubles)

GDP (in millions of rubles)

1987

40
35
13

58
23
31

~19

171

4,510
6,278

1988

40
39
13

58
22
9
8
-17

521
32
17

1l

184

4,946
6,940

Sources: Kyrghyzstan Goskomstat; and IMF staff estimates.

lincluding losses in fixed assets and stocks.

2Average for 1987-90; December-December for 1991,

3Third-quarter average.

21

1989

42
33
12

61
20
32

-22

50
34
16

198

5,554
7,620

1990

43
32
12

61
21
29

-17

1991
Prel.

36
45

181
288
3213

ll,L>52
15,170



Iotal revenue and grants

Jax revenue
Turnover tax
Value-added tax (VAT)
Excise duties
Profits tax
Other

Nontax revenue

Union grants (net)

Jotal expenditure
) Current expenditure
Wages
Goods, services, and maintenance
Interest
Iransfers
Subsidies
IS payments
Capital expenditure

Overall balance

Total revenue and grants
Tax revenue
Taxes on goods and services
Profits tax
Union grants (net)

Jotal expenditure
Current expenditure
HWages
Iransfers
\ Subsidies
e Capital expenditure

Overall balance

Tax revenue
Taxes on goods and services
Profits tax

Nontax revenue

Union grants (net)

1

Current expenditure
Wages
Transfers
Subsidies
CIS payments
Capital expenditure

1987

2.38
1.76
(0.86)

(==)
(==)
(0.32)
(0.58)
0.23
0.39

2.23
1.92
(0.43)
(0.60)

(==)
(0.52)
(0.37)

(==)

0.31

0.15

37.9
28.0
(13.7)
(5.2)
6.3

35.6
30.6
(6.9)
(8.2)
£2.9)
5.0

2.3

73.9
(36.1)
(13.6)

16.6

86.0
(19.3)
(23.1)
(16.7)

(==)

14.0

1988

2.60
1.83
(0.92)

(==)
(==)
(0.29)
(0.62)
0.15
0.62

2.51
2.12
(0.46)
(0.67)
(~-)
(0.59)
(0.40)
(-=)
0.39

0.09

37.5
26 .4
(13.2)
(4.2)
8.9

36.2
30.5
(6.7)
(8.4)
(5.8)
5.7

1.3

1989

Table 2. Summary of Fiscal Operations

1990

(/n blilions of rubles)

2.89 3.21
2.13 2.18
(1.15) (1.17)
(==) (=)
(=) (==)
(0.27) (0.36)
(0.70) (0.65)
0.22 0.12
0.54 0.91
. 2.73 3.18
2.34 2.71
(0.48) (0.53)
(0.77) (0.84)
(-=) (==
(0.71) (0.76)
(0.38) (0.57)
(=] (==)
0.39 0.48
0.16 0.02
(/n percent of GDP)
38.0 38.5
28.0 26.3
(15.1) (146.1)
(3.6) (4.3)
7.1 10.9
35.9 38.3
30.7 32.5
(6.3) (6.4)
(9.3) (9.2)
(5.0) (6.9)
5.2 5.7
2.1 0.3

(/n percent of total revenuve)

70.4
(35.3)
(11.3)

5.8

23.8

73.7
(39.9)

(9.5)
7.6

18.7

68.2
(36.6)

(11.2)
3.6

28.2

(/n percent of total expenditure )

84.3
(18.5)
(23.3)
(16.0)

(==)

15.7

B5.6
(17.4)
(26.1)
(14.0)

(-=)

14 .4

Sources: Kyrghyzstan Ministry of Finance, Office of the President; and IMF staff estimates.

1Includes turnover tax, sales tax (1991 only), VAT, and excises.

85.1
(16.8)
(24.0)
(18.0)

(==)

14.9

1991

5.43
2.66
(1.17)
(0.30)

L <¥)
(0.65)
(0.53)
0.84

1.93

4.73
.53
(1.11)
(1.40)

(==)
(1.28)
(0.75)

{==)

0.19

0.70

35.7
17.5
(9.7)
(4.3)
12.7

371.1

29.8
(7.3)
(8.4)
(4.9)

1.3

4.6

9.0
(27.2)
(12.1)

15,

35.95

WA

95,9
(23.4)
(27.0)
(15.9)

(=)
4.1

1992
Revised
Budget

11.87

11.41
(==)
(5.13)
(3.26)
(2.72)
(0.31)

0.5

17.05
16.30
(3.18)
(64.53)
(2.20)
(4.13)
(1.49)
(0.77)

95.4
(70.1)
(22.7)

h.6

95.6
(18.7)
(24.2)

(8.7)

(4.5)

4.4



Table 3. Monetary Survey?
—

Percentape changes
1990 1991 1990-91

_—_—mm—m—m——————————

{/n millions of rubles)

Net external claims 1,765 3 983 126
Net domestic assets 3,607 & 905 64
Credit to Government (net) 153 -145 -195
Credit to the economy 3,864 8,398 117
Other 1ttm53(ntt)2 1,607 $96 -63
Discrepancy ~2,016 ~2,944 46
Liabilities of the banking system
Broad money 5,323 9,888 B4
Currency 1,766 2,883 63
Deposits | 3,607 7,005 94
Of which: Savings bank deposits 2,093 3,146 50
Ratios to GDP (/n percent)
Net domestic assets 43 39
Credit to Government 2 -1
Credit to the economy 46 35
Broad money 65 65
Deposits 43 «6
Change as a percentage of beginning-
period money stock
Net foreign assets 41
Net domestic assets “3
Credit to Government =6
Credat to the economy 84

M

Scurces: National Bank of Kyrghyzstan (NBK); and IMF statf estimates.

1Data are for December 31 in each year. The monetary survey was prepared on the basis of 8 “uses and resources”
table that the NBK used to compile for the U.S.S.R. Gosbank and the consoclidated balance shest of the banking system.
There are serious problems of consistency and classification with these data, and consequently the resulting monetary
survey is at best preliminary. In general, it is not possible to unambiguously identily the ownership of 8 number of
accounts or the maturity of deposits. Moreover, there are more assets than liabilities in the consolidated balance sheet
of the banking system. important items, such as the Reserve Fund and the Loan Fund, are recorded as off-balance-
sheet items. In addition, Savings Bank deposits (which include virtually all household deposits), are not included in the
balance sheet of the banking system.

2includes the ditference between identified sssets and liabilities of the savings bank.

3calculsted as a residual; includes noncash advances from the Union.
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Table 5. Basic Data

Socia! end demographic indicstors (18950)

Area
Population 198,200 - R
Rate of populatien growth 2-2 perl::
Life expectancy at birth ;B S years
l #
?:m:lo 64.3 years
72.4
Infant mortality rate 29.9 per thoz:::;
Doctors per 10,000 people ' 36.7
Bospital beds per 10,000 people 119'3
Labor with some secondary education 93 percent
1987 1988 1989 1990 1991
(Percentage chenge)
Real NMP 1 11 3 4 -2
Nominal NMP 3 10 12 9 8%
Retail prices’ -- -- _ 3 181
Wholesale prices! - -- 1 1 288
Broad Money B84
Currency issue 11 8 10 12 63
Deposits ¢ & @ § g i 94
Bank credit to Government .o oo G T -195
Bank credit to the economy i & — e P 117
Origin of NMP (Percent)
Agriculture 40 4{53 ;§ ;: ‘3.:
Industry 35 3
Construction 13 13 12 12 8
Iransport and communication & & & % 3
Other 8 9 9 9 8
(Percent of GDP)
Government revenue and grants 37.9 37.5 38.0 38.5 35.7
Net Union transfers 6.3 8.9 7.1 10.9 12.7
Government expenditures 35.6 36.2 35.9 38.3 31.1
Overall balance 2.3 1.3 2.1 0.3 4.6
orts
Exgareignz 0.9 0.9 0.7 0.6 0.3
Interrepublican 36.1 36.6 33.4 29 .4 41.7
Imports
£oreisn2 11.6 11.2 12.3 12.5 32.:
Interrepublican 4.1 42.8 bé 1 4.4 '
Current account -12 1 -
Foreisnz - .o . e 5.9 19.0
Interrepublican Al et Tt ' '
65 65

Broad Money I memsid
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Table 5 (concluded)

987 988 1989 990 1991

(/n billions of rubles)

General Government
Revenues and grants

2.4 2.6 2.9 3.2 2.4
Net Union transfers 0.4 0.6 0.5 0.9 1.9
Expenditures 2.2 2.5 2.7 3.2 4.7
Overall balance 0.2 0.1 0.2 i 0.7
Interrepublican trade
Merchandise exports 2.3 2.5 2.5 2.4 6.3
Merchandise imports 2.8 3.0 3.4 2.9 3.4
(/n millions of U.S. dollars)
fForeign trade?
Merchandise exports 87 97 8l 88 23
Merchandise imports 1,147 1,264 1,459 1,738 578
(/n billions of rubles)
NMP 4.5 4.9 5.6 6.0 11.2
GDP 6.3 6.9 7.6 8.3 15.2

Sources: Kyrghyzstan authorities: and IMF staff estimates.

1Aveuoes for 1987-90, December-December for 1991.

ZConvertsd at commercial exchange rates (in rubles per U.S. dollar) of 0.63 in 1987, 0.61 in 1988, 0.63 in 1989, 0.60 in 1990. snd
1.75 in 1991,
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)

NMP

Agriculture
Industry
Construction

Transport and communications
Foreign trade

Other

Source: Kyrghyzstan Goskomstat.

1987

4,510

1,806
1,569
587
169

379

27

1988

4,946

1,960
1,708
647
188

2

442

Table 6. Net Material Product
(In millions of rubles)

1989

5,554

2,315
1,849
671
200
15
505

1990

6,027

2,999
1,919
720
231
20
33/

1991
Prel

dl,lo2

4,058
5,054
864
307
10
859



Table 7. Gross Domestic Product

(In millions of rubles)

GDP

By final use

Household consumption
Government consumption

Cross fixed capital formation
Change in stocks

Trade balance

Losses in fixed assets and stocks

By income
Compensation of employees
Operating surplus
Consumption of fixed capital

By final use
Household consumption
Government consumption
Gross fixed capital formation
Change in stocks!
Trade balance

By income
Compensation of employees
Operating surplus
Consumption of fixed capital

Sources: Kyrghyzstan Goskomstat; and IMF staff estimates.

lincludes losses in fixed assets and stocks.

28

1987

6,278

3,654
1,437
3 23

334

-1,166
86

6,278
3,299
1,965
1,015

58
23
31
7
-19

53
31
16

1988

6,940

4,012
1,531
1,994

463

-1,147

87

6,940
3,524
2,219
1,198

1989

/7,620

4,662
1,562
2,452

540

-1,681

85

7,620
3,786
2,581
1,253

(In percent)

58
22
29
8
-17

51
32
17

61
20
32
8
-22

00
34
16

1990

8,320

2,106
1,757
2,416

334

-1,407

115

8,320
4,237
2,758
1,325

61
21
29

-17
ol

33
16



Table 8. Maximum Price Increases of Controlled Goods
(As of January 4, 1992, relative to January 3, 1992)

-_—

Maximum Price
Increases

Relative to 1/3/92,
Goods and Services Unless Otherwise

Indicated
_—m o shdlcatea

Manufacturing inputs

Coal
Kyrghyz type 7.5
Energy type 5
Coking coal 8
Oil and associated gas S
Compressed gas 5
Natural gas and other gas products 3
Motor fuel and kerosene 4.8
Electricity 4.2
For agriculture 51 kopek per kwh
For manufacturing D
Strategic minerals and precious metals To be established

by the Government

Transport services (average) 4
Interrepublican 5
Local 8 3

Air freight 4

Water transportation 3

3

Road hauling
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Table 8 (concluded)

. -

Maximum Price
Increases

Relative to 1/3/92,
Goods and Services Unless Otherwvise

Indicated
-_— e indicated

Consumer products

Milk, yogurt, farmer'’s cheese 4.6
Bread 5 2
Flour 5.2
Salt - 4
Sugar ! 2.6
Oil 3
Food for children 3
Vodka 3
Pure alcohol 6
Pharmaceuticals 4
Benzin L
Diesel 3.8
Kerosene 11l
Propane 3.8
Pipeline gas 6.4
Electri;ity

Rural areas 6 kopek per kwh

Urban areas 10 kopek per kwh
Water and sewage d
Apartment heating No change
Apartment rent No change
Transportation (average) A

_-_—“___—-—ﬁ

Source: Kyrghyzstan authorities.
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Table 9. State Government Revenue and Financing
(In billions of rubles)

1990

1987 1988 1989 1991 1992
Revised
Budget
Total Revenue 2.38  2.60 2.89 3.2 5.43 11.97
Tax revenue 1.76 1.83 2.13 2.18 2.66 11.41
Tur?over tax! (0.86) (0.92) (1.15) (1.17) (1.17) (--)
VAT (-=) (-=) (==) (--) (0.30) (5.13)
Excise taxes® ==} — e ) { ~=) (--) (3.26)
Enterprise profits taxes (0.32) (0.29) (0.27) (0.36) (0.65) (2.72)
Basic tax on profits 0.25 0.22 0.17 0.21 0.61 2.72
Other* 0.08 0.07 0.10 0.14 0.04 --
Profits tax on co-ops
and collectives (0.04) (0.03) (0.05) (0.06) (0.10) (0.06)
Personal income taxes® (0.26) (0.28) (0.32) (0.20) (0.38) (0.22)
Social security
contributions® (0.26) (0.29) (0.31) (0.36) (--) (--)
Other taxes’ (0.02) (0.02) (0.02) (0.03) (0.05) (0.03)
Nontax revenue 0.23 0.15 0.22 0.12 0.84 0.55
Charges and fees 0.13 0.14
Road fees 0.13 0.21
Windfall on stock
re-evaluation -- - - -- -- 0.21 0.10
Other 0.20 0.13 0.20 0.60 0.37 . 0.11
Union payments (net) 0.39 0.62 0.54 0.91 1.93 --
Union grants (0.28) (0.56) (0.51) (0.56) (2.55) (--)
Other payments (net)® (...) (...) (0.03) (0.35) (-0.62) (--)
Financing of Expenditure 0.02 0.17 0.12 0.22 0.34 0.40
Small-scale government
borrowing 0.02 0.02 0.02 0.02 0.01 --
leftover financing® . 0.15 0.10 0.20 0.10 0.40
Loans from the Union -- - -- .- 0.23 --
Memorandum item:
Total funds (government
accounts) 2.39 2.7 3.01 3.42 5.76 12.37

S —— e

Sources: Kyrghyzstan Ministry of Finance, Office of the President; and IMF staft estimates.

1The turnover tax was abolished in 1992.
2The VAT was introduced January 1, 1992. A sales tax was instituted in 1881 and rescinded

as of January 1, 1992.

3Excise taxes were introduced with the 1992 budget effective January 1, 1832.

4Eliminated in 1991 (bachelor’s tax and others).
5The revenue from the personal income tax was split between the republic and the Union in

1990. In other years, the entire funds went 1o the republic.

6The social security tax prior to 1990 was collected by the republic and transterred to the trade
unions that ran the pension funds. As of 1991, a separate pension fund was established that

collects the contributions directly.

7Local taxes, cinema tax, and others.

8ncludes a rub 200 million payment to the Union iIn 1991 that was classified in the budget as

expenditure.

SThis represents the surplus of funds from the previous year,

excess of expenditure.

al

e.g. revenues plus financing 1n



Table 10. Government Expenditure—Economic Classification

1987 1988 1989 1990 1991 1992
Revised
Budget
(In billions of rubles)
Total expenditure 2.23 2.51 2.73 3.18 4.73 17.05

Current expenditure 1.92  2.12 2.3 2.71  4.53 16.30
Wages and salaries (0.43) (0.46) (0.48) (0.53) (1.11) (3.18)
Other goods and services (0.41) (0.45) (0.53) (0.58) (0.97) (3.13)
Operations and .

maintenance (0.19) (0.21) (0.24) (0.26) (0.43) (1.40)
Interest on public debt (--) (--) (--) (--) (--) (2.20)
Of which:
Interest on
foreign debt - - -- - - - - - - 2.02
Interest on
domestic debt -- -- - - .- == 0.18
Transfers (0.52) (0.59) (0.71) (0.76) (1.28) (4.13)
Subsidies (0.37) (0.40) (0.38) (0.57) (0.75) (1.49)
CIS payments (-=)  (=-)  (==) (=) (--)  (0.77)

Capital expenditure 0.31 0.39 0.39 0.48 0.19 0.75
Social/cultural (0.07) (0.09) (0.11) (0.11) (0.05) (...)
National economy (0.24) (0.30) (0.28) (0.36) (0.15) (...)

(In percent of GDP)
Total expenditure 35.97 36.41 35.97 38.34 31.10

Current expenditure 30.93 30.69 30.79 32.61 29.83
Wages and salaries (6.94) (6.73) (6.27) (6.43) (7.27)

Other goods and services (6.65) (6.56) (7.00) (6.96) (6.36)
Operations and

maintenance (3.03) (3.09) (3.12) (3.12) (2.85)
Transfers (8.31) (8.48) (9.37) (9.20) (8.41)
Subsidies (6.00) (5.83) (5.03) (6.91) (4.93)
CIS payments (--) (==J (--) LEP { o= )

Capital expenditure 5.04 - N E . W4 1.27
Social/cultural (1.17) (1.35) (1.40) (1.34) (0.30)
National Economy (3.84) (4.31) (3.74) (4.32) (0.96)

(In billions of rubles)
Memorandum items:

Total expenditure per

. government accounts 2.23 2.51 2.80 3.21 4.93 14.86

Union payments! 0.08 0.10 0.07 0.03 0.20 --

Sources: Kyrghyzstan Ministry of Finance; and IMF staff estimates.

1These are payments by the republic to the Union that are recorded in Kyrghyzstan as
expenditures. However, in the staff presentation, they are treated as an offset to receipts. In |
1991, the republic paid rub 450 million to the Union, which was recorded as negative receipts in

the government accounts.
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Table 11. Government Expenditure—Functional Classification

(In billions of rubles)

1987 1988 1989 1990 1991 1992

Revised
Budget
Total expenditure 2.32 2.61 2.80 @ 3.21 4.93  17.05
General public services 0.17 0.19 0.20 0.23 0.87 1.61
Defense 5 i - - .- - 5k 0.67
Public order and safety ' i c. e .k et 0.06
Education 0.60 0.67 0.66 0.72 1.19 4.54
Health 0.21 0.25 0.28 0.32 0.57 2.28
Soclal security
and welfare 0.29 0.31 0.34 0.39 1.03 2.66
Housing and
community services 0.12 0.13 U dd 0.16 0.15 0.03
Recreation and
cultural services
Fuel and energy affairs
and services
Agriculture, foresty,
and fishing 0.35 0.41 0.42 0.56 0.35 1.33
Mining, manufacturing,
and construction 0.04 0.06 0.09 0.09 0.13 0.10
Transportation and
communication 0.10 0.10 0.08 0.07 0.12 0.33
Other 0.45 0.49 0.58 0.67 0.51 3.45

Source: Kyrghyzstan Ministry of Finance.
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Table 12. Commercial Bank Lending

Total bank lending

Short-term loans
Of which: Industry
Agriculture
Transport and
communication

Construction
Other

Long-term loans

State enterprises and
organizations

State farms

Enterprises and other
economlc organizations

Collective farms

Housing

Source: Kyrghyzstan authorities.

(In millions of rubles)

1987 1988 1989
3,941.9 4,010.6 3,935
3,394.5 3,243.2 3,134

(1,017.1) (1,056.6) (892
(1,028.7)  (909.5) (878

(12.3) (4.0) (2

(119.9) (97.1) (63

(772.8)  (809.6) - (753

547 .4 767.4  801.

(86.0)  (267.6) (171.

(89.6) (--) (106.

(285.8)  (285.3) (274.

L=~ (7.7) (7.

(76.0)  (206.8) (240

1990 1991
.9 3,834.9 8.,320.4
6 2,820.0 6.866.1
.8) (912.6) (2,253.7)
.7) (608.1)  (586.6)
1) (8.5) (44.1)
.3) (237.7)  (372.9)
.5) (496.4)  (921.1)
3 1,014.9 1.434.3
8) (328.3)  (522.0)
9) (118.7)  (168.6)
7) (222.9)  (200.0)
8)  (9.5) (69.2)
1) (335.5) (474.5)
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Annexes



Annex 1. Fiscal Structure of the Government

The public sector of Kyrghyzstan is composed of the republican Government, six provincial
governments or oblasts, the municipality of Bishkek, several extra-budgetary funds, and state enter-
prises. The coverage of the state budget is confined to the budgets of the republic, the six oblasts,
and the municipality of Bishkek. The activities of the extra-budgetary funds and state enterprises
enter the state budget only to the extent that these entities make payments 1o, or receive funding
from, the republic or the oblasts. The relationship among the different levels of government is
highly centralized. The republic has a great deal of influence over both revenue collection and
expenditure policies of the local governments and the extra-budgetary funds. In contrast, the state
enterprises enjoy a somewhat greater degree of financial autonomy vis-a-vis the Ministry of Finance.

State and Local Government Finances

Prior to 1991, the three major levels of government were the Union, the republic, and the
oblasts. With the dissolution of the Union and independence in August 1991, two levels of govern-
ment remained. At present, Kyrghyzstan appears to be instituting a unitary system of government in
which the autonomy of local governments is restricted. The relationship with the CIS will be limited
to a few specified financial transactions involving support for the military, and other common
activities of the CIS, and possibly receipt of revenues from foreign trade taxes.

The delineation of powers and responsibilities between the republic and the local governments
appears to be well defined and stable. The republic is the primary revenue collector and provides the
local governments with approximately three-fourth of their funds through direct transfers and
revenue-sharing arrangements. The local governments have primary responsibility for providing
education and health services to the public. The republic provides social security transfers, while
economic and administrative expenditures are shared by the two levels (Table Al).

Revenue Sources

In the combined state budget of 1991, tax revenues accounted for 49 percent of total revenues
and grants, nontax revenues 15 percent, and net Union grants 36 percent. The most significant tax
source was the tumover tax collected by the republic, accounting for 22 percent of state revenues
and grants, of which two thirds was retained by the republic and one third paid to the local
governments. Profit 1axes accounted for 14 percent of state revenues and grants, of which 25 percent
went 1o the republic and 75 percent to local governments. The sales tax accounted for 6 percent of
state revenues and grants, of which nearly 80 percent went to the republic and 20 percent to local
governments. In 1992, the turnover and sales taxes were repealed, and VAT and excise taxes
inroduced. The VAT is levied at a uniform 28 percent rate, and its coverage is fairly comprehensive,
except for foreign trade transactions. Imports are not taxed, and exports are explicitly exempt.
Among the 24 other itlems excluded from the VAT are transportation, housing, insurance, banking
services, casinos, video games, horse racing, stamps and postcards, educational services, services for
children. services for the elderly, magazines and newspapers, legal services, and ceremonial and
religious services. The VAT uses a credit-based system, and the majority of wholesale and retail
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l(:tx;;mss e;lal?ili]sl;mems are covered by the tax authorities: in total 7,000 companies are registered
- splarl')f::“‘wx 000 under the Employment Fund). Total collections for 1992 were projected at
- Tud 5.1 billion, §quwalcnl (0 .5 percent of GDP, on the basis of the Price Committee’s estimates of

S¢ commodites, which are also subject to the VAT. is

estimated at rub 4.7 billion, or 39 percent of total state revenues.

Th.c er)f It tax was simplified, and its rate reduced from 45 percent to 35 percent for most
cnicrprises in 1992, In addition, formerly Union-owned state enterprises are starting making pay-
ments 1o the republic and local governments as of 1992; payments to the Union by these enterprises
wt?re rub 650 million in 1991, cqual to the entire collections from Kyrghyzstan-owned state enter-
prises. In the 1992 revised budget, the oblasts are scheduled to receive 37 percent of profits tax
revenues of state enterprises, 25 percent of excise tax revenues, and 20 percent of VAT revenues.
The primary local tax was the individual income tax (wage tax). Other taxes included the profit tax
on cooperatives and collective farms, the land tax, and natural resource taxes.

Nontax revenues accounted for 15 percent of state revenues in 1991, while local charges and
fees comprised 9 percent of local revenues only. Net Union grants accounted for 36 percent of state

revenues, all of which went directly to the republic. Net payments by the republic to local govern-
ments amounted to 33 percent of the latter’s receipts.

Expenditures

A clear delineation of responsibilities between the republic and the local governments is appar-
ent from the observed patiern of expenditures. As noted earlier, the local governments have pri-
mary responsibility for education and health, and the republic has primary responsibility for social
security. Economic expenditures are split approximately evenly between the two.

Expenditures on state enterprises and the provision of economic services (*‘national economy”’)
accounted for 33 percent of state expenditures in 1991, and was evenly split between the republic
and local budgets. Education accounted for 23 percent of state expenditures, of which two thirds
was local. Health expenditures accounted for 12 percent of state expenditures, of which 85 percent
was local. In contrast, social security expenditures were made almost entirely at the republic level
and accounted for 22 percent of total state expenditure. Expenditures on other categories—
Including science, mass media, culture, law enforcement, and administration—were evenly allocated
between the two levels of government.

Kyrghyzstan assumed some former Union responsibilities in 1992; this involves an increase in
revenue sources, government workers, and government expenditures. The wage bill was budgeted
to increase by 186 percent because of a 35 percent expansion in employment resulting from the
addition of locally based former Union civil servants. Consumer subsidies were budgeted to double
from rub 0.75 billion in 1991 to rub 1.5 billion in 1992 (Table A3). For 1992, the subsidies on com
and bread increased from rub 150 million to rub 965 million, the coal subsidy from rub 35 million to
rub 130 million, the transportation subsidy from rub 12 million to rub 94 million, and the housing
maintenance subsidy from rub 30 million to rub 110 million. However, subsidies on meat and raw
materials for light industries were eliminated while the subsidy on milk was increased from rub 150

million to rub 195 million only.



Annex 2. Structure of the Banking System

The banking system

In Kyrghyzstan consists of eleven banks, including the National Bank of
Kyrghyzstan (NBK), the

‘ Savings Bank, the former state banks that were converted into joint-stock
commercial banks-—-Agmprombank. Promstroibank, Zhilsotsbank named Kyrghyzstan Bank after

becoming a commercial bank—and sjx newly established commercial banks that have a very small
share of the market. All banks claim 10 be “universal,” but in practice the market is segmented
_along the sectoral lines defined by the areas of specialization of the former state banks (agriculture,
ndustry and construction, etc.). The former specialized banks account for about 95 percent of the
credit market and hold about 90 percent of the deposits of enterprises and public organizations.
These banks depend heavily on NBK refinance credit for their operations.

The Savings Bank mobilizes virtually all household deposits, which are guaranteed by the state,
and extends long-term credit 1o households and small businesses, and short-term credit to other
banks, at rates of 2-3 percent a year. About 75 percent of total credit is directed to households. A

large share of Savings Bank deposits must be placed at the NBK, which pays 9 percent for these
funds; this rate is determined by the Government and was raised this year from 8 percent prevailing

in 199].

The NBK, formerly Kyrghyzstan's branch of the former U.S.S.R. Gosbank, started to operate
independently only on December 1991 and, therefore, is not yet in a position to perform all the
essential functions of a full-fledged central bank. Under Kyrghyzstan’s central bank and banking
laws approved in June 1991, the NBK is accountable 1o the Parliament, and is responsible for
monetary and credit policies, banking supervision, licensing, foreign exchange operations, and the
payments system; the NBK is also the fiscal agent of the Government. The management of foreign
exchange reserves is carried out by the Government, which also holds Kyrghyzstan’s gold reserves.
As part of the ruble area, the republic obtains its currency from the Central Bank of Russia.

All banks previously licensed by the former U.S.S.R. Gosbank were required 10 re-register at
the NBK by January 1, 1992, Four new banks have been granted licenses since December 1991, with
some applications rejected on technical grounds; the NBK has also granted foreign currency licenses
to three commercial banks. Banking supervision is limited to off-site reviews of banks’ monthly
returns and the computation of prudential ratios according to the norms previously established by
the former U.S.S.R. Gosbank.

The NBK currently uses two instruments for monetary control: reserve requirements, and its
refinance facilities to commercial banks and 1o the Government. Reserve requirements depend on
the maturity of deposilts: the reserve/deposit ratio is 15 percent for demand deposits and 13 percent
for deposits under 3 years; longer-term deposits are not subject to the requirement. Required
reserves are currently not remunerated. Under the NBK law, a limit on its credit to the Government
is established every year by Parliament and included in the annual budget. Credit to the Govern-
ment was traditionally granted at an interest rate of zero without any repayment being expected:
however, as of 1992, an interest rate of 6 percent will be charged on credit to the Government.
Refinancing of commercial banks is used not only for monetary control, but also for selective credit
purposes. Priority areas include agricultural development, construction, new technology, and con-
sumption goods. Refinance credits are given for a period from three months to one year. The
refinance rate was raised from 8 percent 10 12 percent in mid-1991.

With the exception of the Savings Bank, all banks keep one consolidated correspondent ac-
count at the NBK for clearing and settlement. The Savings Bank has also been requested 1o open a

4]



Annex 2. Structure of the Banking System

Kyrghyzstan (NBK), the Savings Bank

y established commercial banks that have a very small
share of the market. All banks claim o be “universal,” but in practice the market is segmented

credit market and hold about 90 percent of the deposits of enterprises and public organizations.
These banks depend heavily on NBK refinance credit for their operations.

The Savings Bank mobilizes virtually all household deposits, which are guaranteed by the state,
and extends long-term credit to households and small businesses, and short-term credit to other
banks, at rates of 2-3 percent a year. About 75 percent of total credit is directed to households. A

large share of Savings Bank deposits must be placed at the NBK, which pays 9 percent for these
funds; this rate is determined by the Government and was raised this year from 8 percent prevailing

in 1991.

The NBK, formerly Kyrghyzstan’s branch of the former U.S.S.R. Gosbank, started to operate
independently only on December 1991 and, therefore, is not yet 1n a position to perform all the
essential functions of a full-fledged central bank. Under Kyrghyzstan’s central bank and banking
laws approved in June 1991, the NBK is accountable to the Parliament. and is responsible for
monelary and credit policies, banking supervision, licensing, foreign exchange operations, and the
payments system; the NBK is also the fiscal agent of the Government. The management of foreign
exchange reserves is carried out by the Government, which also holds Kyrghyzstan’s gold reserves.
As part of the ruble area, the republic obtains its currency from the Central Bank of Russia.

All banks previously licensed by the former U.S.S.R. Gosbank were required to re-register at
the NBK by January 1, 1992. Four new banks have been granted licenses since December 1991, with
some applications rejected on technical grounds; the NBK has also granted foreign currency licenses
to three commercial banks. Banking supervision is limited to off-site reviews of banks' monthly
returns and the computation of prudential ratos according to the norms previously established by
the former U.S.S.R. Gosbank.

The NBK currently uses two instruments for monetary control: reserve requirements, and its
refinance facilities to commercial banks and to the Government. Reserve requirements depend on
the maturity of deposits: the reserve/deposit ratio is 15 percent for demand deposits and 13 percent
for deposits under 3 years; longer-term deposits are not subject to the requirement. Required
reserves are currently not remunerated. Under the NBK law, a Iimit on its credit to the Government
is established every year by Parliament and included in the annual budget. Credit to the Govern-
ment was traditionally granted at an interest rate of zero without any repayment being expected;
however, as of 1992, an interest rate of 6 percent will be charged on credit to the Government.
Refinancing of commercial banks is used not only for monetary control, but also for selective credit
purposes. Priority areas include agricultural development, construction, new technology, and con-
sumption goods. Refinance credits are given for a period from three months to one year. The
refinance rate was raised from 8 percent to 12 percent in mid-1991.

With the exception of the Savings Bank, all banks keep one consolidated correspondent ac-
count at the NBK for clearing and settlement. The Savings Bank has also been requested 1o open a

4]



correspondent account at the NBK, but that will be done only afier the revision of the Savings
Bank's plan of accounts. Since December 1991, interbank settlements are handled by the NBK. If
banks do not have sufficient funds in their accounts for settlement purposes, the NBK extends them
credits of up to three days at a rate of 0.1 percent a day; the NBK has had to cover banks quite often.

In principle, all banks are free 1o set their deposit and lending rates, as long as the margin
between their average cost of funds and their lending rates does not exceed 3 percentage points.
This limitaton on bank margins was recommended by the former U.S.S.R. Gosbank in July 1991.
Before that, lending rates ranged from 0.5 percent to 3 percent. If this limit is exceeded, the
proceeds of the difference are transferred 1o the state budget. Currently, lending rates range be-

tween 0.5 percent (preferential rates) to 30 percent, and deposit rates range between 3 percent and
8 percent (for enterprises’ deposits).
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Annex 3. The Pension Fund and the
Employment Fund

Extra-budgetary funds are a relatively recent phenomenon in Kyrghyzstan, since they did not
exist at the republican level prior to 1990. The Pension Fund and the Employment Fund were
established in 1990 and began operations in 1991. Previously, Kyrghyzstan collected a social security
(payroll) tax and transferred the entire amount to the Union Pension Fund. As of January 1991, the
Kyrghyzstan Pension Fund began collecting the social security tax directly. It is financed by (1) a
37 percent fee on the wage bill of enterprises, and by a 26 percent fee on the wage bill of collectives
and state farms; (2) a 1 percent fee on wages; and (3) grants from the republican budget earmarked
for children 1.5 to 6 years of age. At present, 13 percent of the 37 percent fee collected on the wage
bill is transferred to the trade unions for social insurance; the Ministry of Labor and Social Affairs
hopes to establish an independent social insurance scheme under its direction.

Pension Fund

The Pension Fund supports about 600,000 pensioners; most are retired workers, and the rest
are social pensioners (Table A4). Of the former, about 100,000 are dependents of deceased bread-
winners, and 12,000 are invalids from the Second World War. The normal retirement age 1s 60 years
for men and 55 years for women, or 45 and 40 years of service, respectuvely.

The minimum monthly pension was raised from rub 135 in 1991 to rub 350 in 1992, equivalent
to the minimum wage. Pensions to nonworkers are granted at a rate of 50 percent of the minimum
pension provided 1o workers. Pensions are augmented by allowances calculated on the basis of the
cost of a minimal consumption basket. Between July 1991 (the start of the implementation of the
law on pensions) and December 1991, the cost of the minimal consumption basket increased by
55.6 percent. Monthly increases were 5.6 percent in September, 13.4 percent in October, 16.7 per-
cent in November, and 11.9 percent in December. However, allowances were adjusted with a lag
and amounted 1o rub 50 per month during the latter part of 1991 (in addition to a basic pension of
rub 135).

The Pension Fund administers a cash transfer program for children; the state paid half the cost
of this program in 1991 and is to pay its entire costs in 1992 (Table A5). (The social security program
also includes payments 1o mothers with children, monthly transfers to families with children under
the age of 6 years, and clothing allowances for children under six years old, all of which are part of
the budget.) Transfer payments from the stale to the Pension Fund accounted for 6 percent of the
fund’s revenues in 1991, and for 25 percent of budgeted revenues in 1992. Total Pension Fund
expenditures were rub 2.6 billion in 1991, equivalent 10 55 percent of state government expenditures
(excluding the extrabudgetary funds) and 17 percent of GDP, and were budgeted at rub 4.7 billion
in 1992, equivalent to 28 percent of state government expenditures and 4 percent of GDP. For 1992,
the Pension Fund allocates 48 percent of its expenditures o old age, disgbilily. and survivor insur-
ance. Payments to children under the age of 6 years represent 39 percent of total expenditure, and

other payments go Lo special programs, including 1 percent for military pensions.
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Employment Fund

The Employment Fund staried operations in May 1991 as a mechanism to regulate employ-
ment and training. The fund is financed by a 1 percent fee on the wage bill of enterprises, voluntary
donations, subsidics from the republican and local budgets, and revenues from its small business
activities. Payroll taxes paid by employers provide about 90 percent of the fund’s revenues, and
most of the remainder is budgetary transfers from the state. The fund collected rub 20 million by the
end of 1991, and expenditures were expected at rub 500 million in 1992. Expenditures are allocated
to unemployment compensation (51 percent), training and retraining (40 percent), public work
projects (5 percent), and administration of centers (5 percent).

Unemployment cash benefits are a function of past wages and are limited to a maximum of 6
months. An exception is made for labor unemployed close to retirement age, for whom unemploy-
ment grants are limited to nine months. The conditions for obtaining unemployment compensation
are strict: a recipient should not have a job, be willing to work, cannot refuse more than two job
offers, and must be registered at an employment center. Benefits range between one half of the
minimum wage and the average wage; in 1991, the average monthly wage in Kyrghyzstan was rub
275. In total, 34,000 persons applied for unemployment compensation in 1991. However, only 300
qualified for cash benefits, and 20,000 workers found employment. It is expected that 186,000
persons will receive unemployment compensation or training in 1992, but the number of people
seeking assistance depends on the pace of privatization and passage of the proposed bankruptcy
law, among other things. Unemployment is likely to be concentrated in rural areas, especially in
winter, as employment possibilities are limited, and mobility to urban areas is constrained by a
shortage of housing and by registration requirements. Moreover, government employment is likely

to decline 1n 1992, partly as a result of the ongoing rationalization of government agencies and
ministries.



Annex 4. The Privatization Program

The privatization of state property and enterprises began in 1991 with agricultural land and
small businesses. The Government intends to transfer to the private sector rub 8 billion of capital,
equivalent 10 35-40 percent of the state’s fixed assets, by the end of 1992 (Table A6). Small and
medium-size businesses, valued at rub 125 million, are to be privatized through auctions or other
means of competitive bidding; shares of larger enterprises, valued at rub 5.4 billion, will be publicly
traded; some government property is to be leased to the private sector; and holding companies and
other forms of commercial enterprises will be created. The value of the leased capital and the capital
of the holding companies to be established is estimated at rub 2.5 billion. The Government projects
that 400,000-410,000 employees will work for the newly privatized companies, and that 250,000-
280,000 private citizens will become shareholders of these companies in 1992. Companies producing
items considered to be in the Government’s monopoly would not be privatized; these include
alcoholic beverages, sugar, and tobacco factories.

Besides the provision of interest-free loans through the National Enterprise Fund noted earlier,
the privatization program will be financed by special onetime lump-sum accounts allocated to each
citizen. Each citizen will receive rub 1,000 plus one half of the monthly salary over any S consecutive
years during the past 15 years times the number of years in employmenL Specific amounts were also
established for all other citizens, including the unemployed, pensioners, and children. The accounts
can be used for the purchases of homes, shares in private enterprises, or private businesses through
the end of 1999; property acquired through the accounts cannot be sold for a three-year period. The
special accounts are 10 be the main instrument for the privatization of housing, with the prices of
houses built prior to 1991 to be based on 1984 levels. In addition, a wide variety of privileges allow
some citizens 1o acquire dwellings free of charge. Up to 30 percent of the housing stock 1s allocated
for disadvantaged citizens. In addition to the bulk of the housing stock, the Government will reserve
in excess of 25 percent of enterprise capital for purchase through the special accounts. Credit at
favorable terms would also be extended to individuals authorized to purchase shares of private
companies or businesses.

The Government has established a structure for the distribution of ownership in each industry.
In general, 30 percent of shares are 10 be reserved for sale 1o employees, with the remainder to
suppliers, the Government, and the public. The largest portion of shares would be owned by the
Government. Employees of government-owned companies are allowed (o purchase up to 20 percent
of shares at 70 percent of the market value.

The ownership of land, as well as that of mineral and other natural resources, 1s restricted to the
Government. Personal plots have been permitted, on which the owner could grow crops for per-
sonal consumption only. Privatized land can be inherited but cannot be sold. However, a new law
establishing selling rights is under preparation. The privatization of land is to be carried out in the
territory of each collective farm (kolkhoz) by the local government. Local governments are 1o
distribute land and equipment according to the ability of each person (or a group of individuals). An
ex-kolkhoz member planning to leave the village, for example, would not receive any property or
equipment. The size of individual parcels is limited to 50,000-200,000 hectares in mountainous
regions and 2,000-5,000 hectares in valleys.

The Government considers foreign investment of vital importance (o the economy. Purchases
of small enterprises by f oreigners are allowed on the open market; however, foreign participation In
aucuons or other forms of competitive bidding would require special government permission.
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Table A2. Projected Excise Collections and Value-Added
Tax on Excisable Goods, 1992

(In millions of rubles)

Revised Budget

Tax Rate _Projected Revenues _

(In percent) Excise VAT

Total 3,256.4 1,433.4
Wine 50 alsxh 171.0
Vodka 70 1,925.6 671.8
Brandy 65 192 .4 56.1
Champagne 50 137.0 58.1
Beer 60 | 100.9 22 .9
Cigarettes 25 125.5 90.5
Carpets 10 134.1 295.2
Fur Goods 25 7.6 3.4
Tobacco 10 258.0 64.4

Source: Kyrghyzstan Ministry of Finance.

Table A3. Budgetary Subsidies
(In millions of rubles)

1992
1987 1988 1989 1990 1991 Revised
Budget

Total subsidies 372 :3 402.5 382.1 573.5 749.5 1,491.9

Meat 251.5 238.4 239.7 226.9 302.5 - -

Milk 101.4 141.2 134.2 147.1 147.6 194 .1

Bread, corn, and other - - - - - - 107.0 150.0 963.7
Preserves (fruits and

vegetables) 8.1 8.2 0.3 8.0 - - " 54

Fish - - - - - - T ad 6.8 - -

Coal 5.8 6.5 - - 12.2 a3, 130.1

Transportation and other - - " e - 11.5 94.0

Housing maintenance 5.5 8.2 7.9 20.0 30.0 110.0

Light industry
raw materials - - - - - - - - 65.6 - -

Source: Kyrghyzstan Ministry of Finance.
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