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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.
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