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EXECUTIVE SUMMARY 

Sustainable development of small- and medium-sized enterprises (SMEs) is an 
essential driver of Kyrgyzstan’s economic development. SMEs stimulate domestic 
demand, facilitate competition and are more likely to generate innovations than larger 
firms. The SME sector is flexible in reacting to economic changes and is able to 
efficiently utilize labour and existing infrastructure. Given the high poverty rate and 
significant level of economic inequality in the country, the SME sector can be 
considered as one of the most important sectors of the Kyrgyz economy and has great 
potential to solve many of social problems, create new jobs and generate income. 

This study presents a comprehensive overview of the approaches to strengthen 
the competitiveness of SMEs and enhance their integration into regional and global 
value chains in Kyrgyzstan. The study reviews the policies implemented for the 
development of SMEs during the past decade, including efforts to improve the 
business environment, development of clusters, trade logistics centers and enhancing 
the role of free economic zones. The study also discusses current issues related to 
building a favourable business environment for SMEs, focusing on taxation, 
registration and licensing. The study concludes by observing that, despite the 
continuous attempts to reform the business sector, experience shows that not all of 
these reforms have been successful in practice. Lack of communication among 
relevant government agencies, lack of strategic design, absence of sustainable 
sources of finance and many institutional problems did not allow for the effective 
implementation of the above-mentioned initiatives. 

The study recommends the implementation of a consistent and interlinked 
policy for the development of free economic zones (FEZs), which can be further 
transformed into clusters of highly competitive SMEs. As in the case of FEZ 
development, the cluster approach needs to be complemented by appropriate policy 
reform, trade capacity building, private-public dialogue, regional economic 
development, and workforce development. Another important component of SMEs 
and cluster development is the establishment of trade logistics centres (TLCs). It is 
proposed that the logistic centers will subsequently be integrated into logistic chains 
that will perform transport functions for economic clusters, thus reducing transportation 
costs and boosting overall productivity of SMEs. 

Optimization of taxation, particularly of a “patent” taxation system, and 
introduction of tax incentives must be consistent with the above mentioned 
approaches. It is necessary to reduce the number of administrative barriers, including 
tax administration, and identify optimal procedures for SME registration and licensing, 
especially within the proposed FEZs and clusters.  

SMEs create jobs, but do not boost productivity in the formal sector 

For the past decade, SMEs’ contribution to the Kyrgyz economy has varied – 
from 46% in 2008 to 39% in 2017. According to preliminary data, in 2018 there were 
over 400,000 SMEs in Kyrgyzstan, including individual entrepreneurs, and around 
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430,000 peasant farms. Individual entrepreneurs contribute the highest share of SMEs 
value-added of GDP – over 24%, while the contribution of all SMEs to GDP amounted 
to 41.5%. SMEs are one of the main drivers for the creation of new jobs in the country. 
During the past ten years the number of SMEs has grown on average by 5.8% 
annually, mainly because of the increase of individual entrepreneurs. The majority of 
SMEs are run by male managers, while female managers account for one third of 
SMEs. With respect to SMEs contribution to international trade, they constitute 35% 
of Kyrgyzstan’s total exports, and the main destination for SMEs’ export are member 
States of the Eurasian Economic Union.  

The average contribution of the SME sector is relatively high compared to other 
Central Asian countries (for example, in Kazakhstan and Tajikistan SMEs contribute 
less than 30% of GDP). However, the problem with SMEs development in Kyrgyzstan 
is that the sector employs more and more people without resulting in significant 
expansion of economic contribution and productivity. In 2001, the share of employed 
population in SMEs sector was 12.6%, while in 2017 it reached 20.3% and the number 
of employees increased two times. Meanwhile, the SMEs’ contribution to GDP 
declined by 6%. 

A deeper analysis suggests that SMEs do not have stimulus for growth. Even 
though there are no formal barriers to starting SMEs, there are barriers which restrain 
SME growth. Small companies have a higher liquidation rate and are reluctantly 
transformed into medium-sized companies. Small companies, which have almost the 
same size as medium-sized ones, do not create additional jobs in the formal sector. 
Transformation from individual entrepreneurship in the informal sector towards legal 
entities is considered to be inefficient because of the higher costs associated with 
tougher regulatory requirements, higher official and unofficial payments, and lack of 
financial resources. 

Institutional problems, inadequate access to finance and quality 
infrastructure have had negative impact on SMEs development  

The main obstacles, which restrain the sustainable development of SMEs can 
be summarized into three main categories. First, the lack of effective access to 
financial resources. Banks dominate the financial sector in Kyrgyzstan, which results 
in lack of diversification opportunities for SME finance. The lack of effective access to 
long-term finance is also an obstacle for start-ups and young entrepreneurs. The 
majority of credit lines offered for SMEs are for 1 to 2 years only, with few options for 
longer term loans. In addition, the procedures for obtaining finance are very 
complicated. Almost every request for financing requires a list of confirmation 
documents and collateral in form of real estate, which is challenging for rural SMEs 
and female borrowers. Second, the absence of targeted programmes for supporting 
the development of SMEs, aggravated by general institutional problems. Poor 
implementation of legislation, lack of regulatory and a proper legal basis for the 
development of investment projects, ineffective institutional structure for the attraction 
and promotion of investment, high level of corruption in regulatory authorities, and 
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vulnerability of rights of ownership of entrepreneurs, are significant obstacles to SME 
growth and ultimately lead to the loss of economic stability. And third, problems with 
access to quality infrastructure, including transport and logistic corridors, lack of quality 
standards and certification facilities. 

Free economic zones started to develop quickly, but failed to ensure 
sustainability 

Right after the collapse of the Soviet Union, the first ever free economic zone 
was opened in Kyrgyzstan, followed by the introduction of the national law “On Free 
Economic Zones” in 1992. Residents of FEZs were provided with over 10 tax 
exemptions, as well as low rents for land use, export quotas exemptions, licensing and 
VAT exemption. Over the following 25 years, the development of FEZs was 
experiencing both ups and downs. During the 1990s the newly implemented FEZ 
policy attracted a significant number of investors from various countries, and eight 
FEZs were eventually launched. During the 2000s, the FEZ policy changed several 
times – the Government reduced tax incentives, introduced export quotas and 
exempted certain companies from FEZ privileges. Furthermore, the period revealed 
insufficient amounts of investment in FEZ infrastructure, problems with land use and 
absence of sustainable access to electricity. Consequently, of the eight previously 
active FEZs in Kyrgyzstan, only five are left — Karakol, Naryn, Bishkek, Maimak, and 
Leilek. FEZs “Alay”, “Chon Alay” and “Kara-Kulja” had been eliminated due to the lack 
of investment. In 2017, only two of the five FEZs were operating – Bishkek and Naryn, 
with FEZ Bishkek the only well-functioning FEZ in Kyrgyzstan. 

Research has demonstrated that overall there are common failures of FEZ 
development around the world. These include uncompetitive policies and fiscal 
incentives, inadequate maintenance and promotion practices, poor labour policies and 
practices, cumbersome regulations and procedures, inadequate administrative 
structures, lack of coordination between private developers and governments in 
infrastructure provision. Many of these failures are applicable to Kyrgyzstan. The FEZ 
policy has been changed over ten times as the Government tried to avoid tax losses. 
A lot of efforts were made to secure tax payments, while not that many measures were 
introduced to ensure the effective administration and attraction of investment to FEZs. 
Except for FEZ “Bishkek”, all other regional zones were built with serious 
infrastructural problems: most FEZs do not have access to electricity, water supply 
and sewage systems. There is no access to specialized infrastructure for business 
development, such as commercial buildings, transport and logistics, laboratories, 
service providers, necessary equipment etc. The administrative structure of FEZs is 
not institutionalized, and the rules for becoming FEZ residents are not transparent. 
The impact of tax incentives and performance requirements had not been closely 
studied, and fees for FEZs residents are not clearly defined. 

Building clusters needs to be complemented by a systematic and 
strategic approach  
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The cluster approach, while recommended by the Government, is not 
implemented and cluster efforts have not been systematic. The first attempts to create 
clusters in Kyrgyzstan were made in 2010, and up until 2017 they have not been 
successful, because of the absence of an effective state policy, lack of systematic 
approach to clusters development, absence of a sound methodological base and lack 
of qualified personnel. 

In 2018, the Concept of Regional Policy of the Kyrgyz Republic until 2022 was 
adopted. One of the proclaimed goals under the Concept is to introduce mechanisms 
to stimulate regional development through specialization and formation of 
economically competitive clusters, including implementation of investment projects 
based on public-private partnerships. As of 2019, however, there is only one 
programme document – the Concept, – which lists the proposed measures for cluster 
approach introduction, while no other supporting documents have been developed.  

The failure of the country to build clusters is a result of systematic problems. 
The absence of a systematic approach, lack of policy continuation, absence of a 
demand-driven approach and miscommunication between government agencies all 
together impose major challenges for eventually implementing cluster initiatives.  

The establishment of clusters was not considered as an intersectional process 
that involves all the stakeholders necessary to build an effective cluster. The majority 
of stakeholders involved were representatives of only business and government, 
whilst a successful cluster involves many more stakeholders. Basically, efforts to 
establish clusters in Kyrgyzstan have been concentrated around one project, the ski 
cluster. Legislation was prepared around the ski cluster project and involved the 
Government as the main stakeholder and implementer. However, national level 
legislation to support the development of clusters, i.e. laws and national concepts, was 
not elaborated while there was no cluster methodology. 

Furthermore, the attempt to introduce cluster approach to SMEs development, 
did not take into account the poor existing infrastructure and lack of compliance with 
international standards. Detailed market research to support the prioritization of 
particular clusters had not been undertaken. Even though, when favourable initiatives 
were attempted for implementation, they were not continued, because of frequent 
changes in government priorities.  

Trade logistic centres have been evolving gradually, but need 
transformation according to international requirements 

The development of international trade logistics centres (TLCs) in Kyrgyzstan 
has become very important for the country, since it may help at resolving many 
problems related to its remoteness, land-locked geographical position and limited 
access to transport corridors. The establishment of TLCs allows companies, especially 
SMEs, to follow better inventory management, efficient packing and processing, 
protect against price fluctuations and improve risk management. It is estimated that 
the development of TLCs can reduce export costs of Kyrgyz agricultural production on 
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average by 30-50%. Given the high volume of perishable agricultural products, losses 
of which amount up to 40%, construction of international TLCs might decrease these 
losses to 10-15% of the total production.  

During the implementation of the National Strategy for Sustainable 
Development for 2013-2017 the country attempted to institutionalize the TLCs 
establishment process. After that, a number of programme documents were adopted, 
which to some extent underline the necessity for building international TLCs in 
Kyrgyzstan. As a result of these efforts a number of TLCs were put into operation, 
however, most of them are mainly local, and perform functions of warehouses, not 
logistics centers. There are 12 facilities which are referred to as trade logistics centres 
in Kyrgyzstan. Three of them are closed, and two are under final stage of construction. 

An analysis of the programme documents revealed a lack of intersectoral 
linkages and differences in goals, which are set up in different programmes and 
concepts. Programme documents have different periods of implementation, different 
responsible government agencies and different site locations. As a result, a number 
of measures for building TLCs are not properly coordinated.  

Furthermore, the absence of reliable of information about TLCs performance, 
demand analysis and forecasts about their potential, lack of business plans to attract 
private investments have not yet allowed to build TLCs which comply with international 
standards and definitions. Consequently, entrepreneurs find their own ways to 
distribute their products – logistics and transportation services are not developed and 
access to markets is limited. 

While many business reforms have been implemented, the process of 
SMEs registration, taxation and licensing needs further optimization 

Most reforms to create a favourable business environment took place during 
the period 2000-2010, when the country experienced an uplift in the development of 
small and medium entrepreneurship. The Government launched the “100 days of 
reforms” aimed at the reduction of red-tape and administrative barriers to doing 
business. As a result, the number of taxes was reduced from 16 to 8, the number of 
regulatory authorities was reduced from 21 to 12, and the number of licenses required 
was reduced from 500 to 101. The new Tax Code was drafted with the express 
purpose of easing the tax burden and significantly improving the quality of tax 
administration. 

Following that process, amendments to the Law on State Support of SMEs 
(2015, 2017), On Inspections of SMEs (2011-2017), On Protection of Entrepreneurs’ 
Rights (2013-2017), On Guarantee funds (2017), On Competition (2013-2017), On 
Natural Monopolies (2014-2017) were introduced. A number of State strategic 
programmes were adopted, i.e. the Programme for Development of Public-Private 
Partnership in the Kyrgyz Republic for the period 2016-2021, the Programme for 
Development of the Private Sector in the Kyrgyz Republic for the period 2015-2017, 
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and the National Programme for Implementing the National Sustainable Development 
Strategy until 2040. 

Among other reforms, the Government focused on easing the business 
registration systems, by introducing the One Stop Shop. Research, however, suggests 
that gaps in legislation have led to the fact that the One Stop Shop principle has not 
been implemented fully – entrepreneurs are forced to visit the Tax Service and the 
Social Fund in person, which increases costs for opening a company. Furthermore, 
despite the efforts to reform the licensing system, the licensing and permitting system 
is still ineffective and the Law is not being fully implemented. The major problem is 
that the supplementary legislation has not been amended in accordance with the Law 
– there are many controversial regulations, collisions and contradictions in the current 
legislation.  

Another major issue for the country’s taxation effectiveness is the 
contradictions inherent in the “patent” taxation system. The “patent” system is a form 
of simplified taxation regime. Initially the “patent” system was introduced to support 
self-employed people, reduce poverty and facilitate transition of entrepreneurs to the 
formal sector. The “patent” system allows small firms and individual entrepreneurs to 
voluntarily (mandatory for some activities) pay a lump-sum tax and social contributions 
instead of all taxes in accordance with the rates defined by the Government. 

Both the number of mandatory and voluntary patents has been increasing 
during the past five years. The number of voluntary patents has already exceeded 1 
million. There have been debates about the efficiency of the “patent” system. In 
particular, the current patent system gives entrepreneurs a loophole for hiding their 
actual revenues and avoiding paying the real amount of taxes. It also provides 
incentives for entrepreneurs to operate in the informal or shadow economy which 
means that they can hide their actual amount of income and the number of employees. 

While the “patent” taxation system was initially introduced as an instrument for 
reducing poverty and facilitating transformation of SMEs to the formal sector, today it 
fails to meet its objectives. The number of issued “patents” has been increasing 
constantly, while the share of collected taxes has been decreasing. The Government 
has proposed a long-term Concept for Fiscal Policy for the period 2017-2040 which 
has not been approved yet. The draft of the Concept mentions that based on a 
strategic analysis it is necessary to cancel the inefficient “patents”; however, no 
concrete measures have been developed. Given the sensitivities related to efforts to 
optimize the patent system in Kyrgyzstan, both strategic and short-term measures are 
necessary to reduce the number of patents, support SMEs and decrease the shadow 
economy.  

Summary of recommendations 

In order to ensure sustainable progress towards the improvement of a friendly 
SME business environment it is necessary to reconsider the approach to SME 
development, introduce systematic changes and follow a consistent development 
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policy. This approach is based on the creation of “agglomeration economies”. The 
process of creating agglomeration economies is reinforced by derivative processes 
that evolve around industries and clusters. The establishment and evolution of service 
providers, regulatory agencies, research institutions, logistics centres around clusters 
facilitate provision of innovative solutions, reduce costs, and create external 
economies (ADB, 2018). As a result, it is important to have a strategic design of the 
FEZ and clusters policy framework. FEZ policies should not be formulated in isolation 
from their broader policy context, including investment, trade and tax policies. Building 
cluster initiatives can contribute to improving the country’s overall competitiveness. As 
in the case of FEZs, they need to be complemented by appropriate policy reform, trade 
capacity building, private-public dialogue, regional economic development, and 
workforce development. The following table summarizes the proposed policy 
measures aimed at establishing sustainable clusters, reviving FEZs and developing 
TLCs.    

Table 1. Summary of recommendations 

Policy area Actions 

Prioritize strategic 
framework for SMEs 
development 

Develop and introduce a strategic document on clusters 
which contains a Programme and Action plan to support 
cluster development, as well as drawing linkages between 
the development of free economic zones and trade logistic 
centres.  

Apply demand-
driven approach 

 

Review the potential of the existing FEZs and TLCs, make 
an assessment of the existing facilities in accordance with 
globally recognized criteria. 
Design a methodology for cluster development based on a 
demand-driven approach, assess the potential of the cluster-
emerging initiatives, understand the connections between 
existing TLCs and free economic zones.  
Assess investment opportunities and available financial 
sources. 

Develop legal and 
regulatory 
framework 

Develop legislation, necessary to support the development of 
clusters – the Law on Clusters and other complementary 
laws. Subsequently revise the legislation on TLCs and FEZs 
development to ensure their compliance with the policy.  

Reduce 
administrative 
barriers and provide 
incentives 

 

All the initiatives to create a favourable environment for 
clusters development must be accompanied by reducing 
administrative barriers in taxation, customs clearance, 
introducing electronic payments, consulting web-portals, and 
a one stop shop for administrative paperwork. The taxation 
system should be revised to provide incentives for SMEs and 
investors but should be based on an appropriate analysis.  
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1. INTRODUCTION 

During the period of structural transformation, economic activity in Kyrgyzstan 
was based on three main pillars: export of labour migrants, gold mining and “bazaar” 
retail trade. Remittances received from labour migrants stimulated domestic 
consumption and facilitated development of consumer services to a significant extent. 
Extraction and export of gold (which holds the highest share at 40% of total export) 
contributed to economic growth via taxes and employment.  

Economic liberalization led to considerable growth of domestic and foreign 
trade which made Kyrgyzstan the re-export centre of Chinese goods to CIS countries 
(Khassanov R. et al., 2016). Markets were integrated into trans-border value chains 
markets and Kyrgyzstan became a platform and logistic centres for re-export. While 
the modernization of wholesale and retail trade maintained economic growth, it was 
rather a spontaneous process without being supported by a long-term balanced policy.  

Labour migration and an associated increase in remittances played an 
important role in increasing the purchasing power of the population, leading to 
development of urban services. As a result, employment generated from the low- 
productive agricultural sector (which used to employ over 60% of total labour) 
transformed into a significantly higher productive informal sector in urban areas. This 
transformation led to a relatively sustainable medium economic growth rate and a 
rapid reduction in poverty.  

In 2013, the country adopted the first sustainable development strategy. It has 
achieved some transformation results, but not enough to escape the trap of the 
“resource curse”. Increased foreign currency inflows because of increased volumes of 
gold mining, remittances and foreign aid have resulted in highly volatile economic 
growth and the occurrence of Dutch disease symptoms [ADB, 2018].     

Both the export of gold and labour are highly vulnerable to external shocks. The 
major gold mining company, Kumtor, is expected to be shut down in 2026, while 
sustainable alternatives to gold export have not yet been developed. International 
labour migration and inflows of remittances rely upon the social and economic situation 
in the major migrant recipient countries, i.e. the Russian Federation and Kazakhstan. 
As a result, Kyrgyzstan’s economy, which is characterized by a high level of informal 
economic activity, de-industrialization, and relatively low level of competitiveness and 
productivity of the private sector – has not created opportunities for sustainable and 
dynamic economic growth.   

Starting from the early 2000s, the average contribution of small- and medium-
sized enterprises (SMEs) to Kyrgyzstan’s GDP has been fluctuating around 40%. 
While it is a good thing, the problem with SMEs development is that the sector employs 
more and more people without resulting in significant expansion of economic 
contribution and productivity. In 2001, the share employment in SMEs of total 
employment was 12.6%, while in 2017 it reached 20.3% and the number of employees 
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increased 2.12 times. Meanwhile, the SMEs value added to GDP declined from 45% 
to 39%. 

With respect to employment, the informal sector remains the main source for 
creating new jobs. Research demonstrated1 that nearly 70% of the employed 
population work in the informal sector, and the majority of them are micro- and small-
scale entrepreneurs. The sector is characterized by rather low level of productivity and 
value added while the average number of employees per firm is less than four people 
(World Bank, 2015). 

A deeper analysis reveals that SMEs do not have stimulus for growth. Even 
though there are no formal barriers to starting an enterprise, there are barriers which 
restrain SMEs growth. Small companies have a higher liquidation rate and are 
reluctantly transformed into medium-sized companies. Small companies, which have 
almost the same size as medium-sized ones, do not create additional jobs in the formal 
sector. Transformation from individual entrepreneurship in the informal sector towards 
legal entities is considered to be inefficient because of the higher costs associated 
with tougher regulatory requirements, higher official and unofficial payments, and lack 
of financial resources.  

There are a number of structural problems which restrict the economic 
expansion of the private sector, such as low quality of institutions, administrative 
barriers, high level of corruption, burdensome tax administration, absence of good 
quality infrastructure and inability of the Government to maintain systematic reforms 
of the private sector.  

One of the potential solutions for developing SMEs and enhancing their 
competitiveness lies in their integration into regional and global value chains. The 
liberalization of trade and investment accelerated by economic integration initiatives 
generate new business opportunities for SMEs, as global value chains provide a 
chance for them to upscale their business models and to grow across borders.  

The benefits for SMEs from regional and global integration are substantial. 
Participation in value chains exposes them to a large customer/buyer base, as well as 
opportunities to learn from large firms and from engaging and surviving in the hotly 
contested sectors of the global marketplace (ADB, 2015). This contributes to 
enhancing SME competitiveness, creating more jobs, and promoting inclusive growth. 

Research shows that the organization of production at the international level 
has significant effects on small and medium-sized suppliers. New niches for the supply 
of products and services continuously emerge from the fragmentation of production, 
where small firms can quickly position themselves, exploiting their flexibility and their 
ability to move fast. Findings of several case studies show that companies that have 

                                                
1 According to the estimates of the National Statistical Committee of the Kyrgyz Republic. It is important to 
note that the methodology of the National Statistical Committee has several shortcomings. According to their 
methodology the informal economy incorporates entrepreneurs who are “patent’ taxpayers, which is not an 
appropriate assumption (“patent” taxation is discussed further in Chapter 6).  
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successfully integrated into one or more value chains have been able to expand their 
business and gain stability. Furthermore, SMEs gain competitiveness from the 
rationalization of production and optimization of resources allocation. And most 
importantly, regional and global integration generates knowledge spillovers and 
stimulates human and technological capital upgrading (OECD, 2008). 

Integration into regional and global value chains can be achieved through 
different channels. One of them is the application of a cluster approach to SME 
development. A cluster is a geographic concentration of SMEs that specialize in a 
particular production process and enables them to achieve economies of scale 
through cooperation, knowledge sharing and promotion of policy reform. Cluster 
initiatives can contribute to improving the country’s overall competitiveness but need 
to be complemented by appropriate policy reform, trade capacity building, private-
public dialogue, regional economic development, and workforce development.  

Development of free economic zones (FEZs) is complementary to the 
development of clusters. FEZs can make important contributions to growth and 
development. They can help attract investment, create jobs and boost exports – both 
directly and indirectly where they succeed in building linkages with the broader 
economy. Zones can also support global value chain participation, industrial upgrading 
and diversification.  

Creating clusters is inevitably interlinked with the development not only of 
FEZs, but also with the development of trade logistics centres (TLCs). Such centres 
offer important services for SMEs such as logistics, transportation and warehousing 
for cluster members. International TLCs may help at resolving many problems related 
to the remoteness, land-locked geographical position and limited access to transport 
corridors of Kyrgyzstan. Since the access to high quality transport is an essential 
feature of international TLCs, the establishment of TLCs allows companies, especially 
SMEs, to follow better inventory management, efficient packing and processing, 
protect against price fluctuations and improve risk management.  

Against this background, the purpose of this study is to analyze opportunities 
for SMEs in Kyrgyzstan to integrate into global and regional value chains through 
development of clusters, trade logistics centers and enhancing the role of free 
economic zones. The study also discusses the current issues of building a favourable 
business environment, particularly focusing on particular issues for SMEs, i.e. 
taxation, registration and licensing.  

The second chapter outlines basic trends in SMEs development in Kyrgyzstan, 
including its contribution to the economy, employment and trade. The chapter 
discusses government policy for supporting SME development and describes the main 
challenges that are faced by SMEs. The third chapter provides an overview of the 
issues related to free economic zones in Kyrgyzstan. It discusses problems, legislation 
and presents recommendations for enhancing the role of FEZ. The fourth chapter 
focuses on discussing the opportunities for building clusters in Kyrgyzstan. It analyses 
government policy, potential cluster-emerging initiatives and offers recommendations 
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for introducing a cluster approach in the country. The fifth chapter gives an overview 
of the development of trade logistics centres. It discusses the discrepancies in national 
policy, outlines the main challenges and proposes recommendations for strengthening 
the current development of TLCs. Finally, the sixth chapter provides an overview of 
the issues related to licensing and registration of SMEs. The chapter also focuses on 
taxation issues, specifically the “patent” taxation system and proposes measures to 
optimize SME taxation.  

2. OVERVIEW OF SMEs DEVELOPMENT AND BUSINESS ENVIRONMENT 

Sustainable development of the SMEs sector is an essential driver of 
Kyrgyzstan’s economic development. The sector is flexible in reacting to economic 
changes. SMEs stimulate domestic demand, facilitate competition and are more likely 
to generate innovations than larger firms. The SME sector is less capital-intensive and 
is able to efficiently utilize labour and existing infrastructure. Given the high poverty 
rate and significant level of economic inequality in the country, the SME sector can be 
considered as one of the most important sectors of the Kyrgyz economy, and has great 
potential to solve many of social problems, create new jobs and generate income. 

2.1. SMEs’ contribution to the economy 

 SMEs in Kyrgyzstan are defined in accordance with the number of employees 
by sector. In the agriculture, mining, manufacturing and construction sectors, 
enterprises with up to 50 employees are recognized as small, from 51 to 200 
employees medium-sized. In retail trade, hotels and restaurants, transport, financial, 
real estate sectors, as well as healthcare, education and social services, enterprises 
with no more than 15 employees are small, from 16 to 50 employees medium-sized. 
In addition, the SME sector incorporates individual entrepreneurs and peasant farms, 
producing a notable amount of value added.  

According to preliminary data, in 2018 there were over 400,000 SMEs in 
Kyrgyzstan (15,289 small and medium-sized companies and 401,700 individual 
entrepreneurs) and around 430,000 peasant farms. As of the end of December 2018, 
SMEs contributed 41.5% of their value-added to GDP, of which individual 
entrepreneurs had the highest share of value-added at 24.1% of GDP.2  

In 20173, retail trade, manufacturing industry and agriculture altogether 
constituted 45% of Kyrgyzstan’s GDP. In retail trade, which contributes 18% of GDP, 
83% of output is produced by SMEs and individual entrepreneurs. They mainly serve 
the demand for domestic consumption of services, retail shopping and markets. The 
manufacturing sector provides 15% of Kyrgyzstan’s GDP and is mainly represented 
by Kumtor Gold Mining Company. The share of SMEs in manufacturing output is 

                                                
2 National Statistical Committee of the Kyrgyzstan Republic: http://stat.kg/ru/statistics/maloe-i-srednee-
predprinimatelstvo/. Accessed: 1 August 2019. 
3 Small and medium enterprises in the Kyrgyz Republic in 2013-2017. Statistical publication. National Statistical 
committee. Bishkek – 2017. 
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21.4%. SMEs are mainly engaged in the production of food processing products, such 
as oil, flour, pasta, as well as shoes and plastic processed goods.  

Agriculture has always been one of the most important sectors in Kyrgyzstan’s 
economy both in terms of generating output and creating employment. During the past 
ten years, however, agricultural output has been growing by only 2.2% annually, and 
its contribution to the economy and employment has declined. In 2018, its share to 
GDP decreased to 11.7%. However, agriculture still remains very important for SMEs 
– 62% of the country’s agricultural output is provided by SMEs, particularly by peasant 
farms. 

With that, SMEs significantly contribute to the creation of new jobs. For the past 
ten years, the number of SMEs has grown on average by 5.8% annually. Especially 
this growth was attributed to the growth of the number of individual entrepreneurs, 
which has increased significantly (figure 1). 

Figure 1. SMEs’ contribution to employment (percentage of the labour 
force) 

  

Source: National Statistical Committee of the Kyrgyz Republic, 

Figure 2. Share of women among SMEs managers (percentage) 

  

Source: National Statistical Committee of the Kyrgyz Republic. 
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The majority of SMEs are run by male managers. Since 2010, the shares of 
women among managers of SMEs and individual entrepreneurs have increased 
insignificantly (figure 2).4    

International trade in Kyrgyzstan has experienced ups and downs over the 
past ten years. The trade turnover increased slightly from $5.9 billion in 2008 to $6.3 
billion in 2017. The development of trade is mainly attributed to the 11% increase in 
imports, while exports declined by 3% during the period 2008-2017 (figure 3). The 
same trend is witnessed with SMEs exports: during the last ten years the share of 
SMEs’ exports in total exports remained the same – around 35% (figure 4). 

Figure 3. Export and import dynamics in Kyrgyzstan, billions of US dollars 

  

Source: National Bank of the Kyrgyz Republic. 

Figure 4. Share of SME exports in total exports, percentage 

  

Source: National Statistical Committee of the Kyrgyz Republic. 

Kyrgyzstan follows an open trade regime, and for a long time was the only WTO 
member in the Central Asian subregion. WTO membership facilitated the development 

                                                
4 Women and Men in the Kyrgyz Republic in 2013-2017. Statistical publication. National Statistical committee. 
Bishkek – 2017. 

1.9 2.5
1.6 1.8

4.1

5.7

4.2 4.5

0.0

1.0

2.0

3.0

4.0

5.0

6.0

7.0

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Export Import

33

18.9 20.8
20.9

35

28.8

24.7

36.5 36.2
34.7

0

5

10

15

20

25

30

35

40

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017



17 
 

of the liberal trade regime which was beneficial because Kyrgyzstan obtained much 
benefits from the re-export economy (Khassanov et.al, 2016). Apart from membership 

in the WTO, Kyrgyzstan is also a member of the Commonwealth of Independent 
States (CIS) Free Trade Area (since 2011) and the Trade Agreement of the Economic 
Cooperation Organization (ECO). In 2015, Kyrgyzstan joined the Eurasian Economic 
Union (EAEU) and adopted its customs union trade regime. 

There had been many reasons for Kyrgyzstan to enter the EAEU. Growth of 
exports to EAEU member markets in the mid-2000s was mainly determined by the 
economic situation in the Russian Federation and especially in Kazakhstan. High 
economic growth during certain periods in these countries led to higher demand for 
products from Kyrgyzstan and re-exports through the country. In 2009, a dramatic 
decline in growth rates in these countries caused by the impact of the global economic 
and financial crisis resulted in a decrease of the absolute value of exports from 
Kyrgyzstan to the EAEU to the amount of US$170 million. However, exports quickly 
recovered in 2011 and continued increasing in 2012 (Khassanov et.al, 2016). 

After the accession to the EAEU, Kyrgyzstan’s trade turnover declined two 
times within the two years of Kyrgyzstan’s membership; the crisis in the Russian 
Federation affected Kyrgyzstan’s trade to some extent. In many ways, the dynamics 
of exports to EAEU countries corresponded to the dynamics of world prices for oil, 
depreciation of local currencies, and failure to comply with EAEU certification 
standards. As a result, the export volume declined significantly from $2.5 billion in 
2014 to $1.6 billion in 2015. The same trend was witnessed with imports: the import 
volume decreased from $5.7 billion in 2014 to $4.2 billion in 2015. Unlike total exports, 
exports of SMEs to the EAEU reacted with a one-year time lag – the share of SMEs 
export to the EAEU in total exports has been declining for the past two years (figure 
5).5   

Figure 5. Share of SMEs exports to Eurasian economic union  
   as a percentage of total SMEs exports 

Source: National Statistical Committee of the Kyrgyz Republic. 

As of the end of 2017, the share of Kyrgyzstan’s trade turnover within total 
EAEU trade was only 1.1%, which is extremely low compared to the Russian 

                                                
5 National Statistical Committee of the Kyrgyz Republic: http://stat.kg/ru/statistics/vneshneekonomicheskaya-
deyatelnost/. Accessed: March 1, 2019.  
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Federation’s 63%, Belarus’ 25.5% and Kazakhstan’s 9.4%.6 Nevertheless, the 
Russian Federation remains the major trade partner for all EAEU member states, 
including Kyrgyzstan, particularly for individual entrepreneurs and peasant farms.   

Around a third of SMEs exports are agricultural products – fruits, vegetables, 
nuts and cotton. Before EAEU accession, the share of individual entrepreneurs’ 
exports to Belarus, Kazakhstan and the Russian Federation was only 13%, which 
drastically increased to 70% immediately after EAEU accession, and today over 90% 
of individual entrepreneurs’ exports target the EAEU member countries.  
A similar trend is noted for peasant farms – although the share of their exports to other 
EAEU members did not increase significantly, overall it is very high amounting up to 
71% of their total exports.7  

Unlike the individual entrepreneurs and peasant farms, small and medium-
sized enterprises did not benefit much from EAEU in terms of exports. The share of 
exports to EAEU member countries decreased almost two times for medium-sized 
enterprises and by 10% for small companies. This decline is attributed to complicated 
export procedures for legal entities.   

2.2. Government policy for creating a favourable business environment 

Since declaring independence, Kyrgyzstan has been conducting policies aimed 
at ensuring macroeconomic stability, continuation of trade liberalization and economic 
reforms. The investment climate in Kyrgyzstan has benefited from WTO membership, 
participation in international investment and trade agreements and simplification of 
procedures in tax administration, customs clearance and opening business. The 
development of SME entrepreneurship has been declared as one of the country’s 
development priorities. 

In the late 1990s, a number of legislative acts were adopted to support the 
development of SMEs, followed by the Concept for SMEs Development for 2001–
2005, and a state programme for entrepreneurship development for 2004–2005. 
These documents underlined the necessity of reforms aimed at reducing 
administrative barriers, creating a favourable investment environment, and promoting 
export opportunities for SMEs. Later, the programme underlined that there was a need 
to consolidate financial resources and integrate SMEs finance mechanisms into the 
financial system. At the end of the 1990s, the share of SMEs’ contribution to GDP 
amounted to 34.1%8, while in 2001 it was already 42.9%. 

In 2007, the President signed the Law on State Support of Small Enterprises. 
Among other measures, the Law laid the foundation for annual implementation of state 
programmes on SME support, and the establishment of the Entrepreneurship 

                                                
6 Mutual trade 2017. Statistics of the Eurasian Union. Statistical publication. Eurasian Economic Commission. 
Moscow – 2018. 
7 Small and medium enterprises in the Kyrgyz Republic in 2013-2017. Statistical publication. National Statistical 
committee. Bishkek – 2017. 
8 Concept for SME development in the Kyrgyz Republic No. 243, approved by the Government on July 6, 1998:  
http://cbd.minjust.gov.kg/act/view/ru-ru/5578 
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Development Fund (EDF), as well as criteria for concessional lending. Efforts were 
made to improve the national banking system with the aim of enhancing its reliability 
and fostering confidence of the business and investment community. Judicial reform 
was undertaken and, among other things, an institute of arbitration was introduced. 
The majority of the Government’s efforts on easing the registration procedures of 
business and property have led to steady increase of SMEs’ contribution to the 
economy, and in 2008 its share to GDP reached its peak of 45.5%.  

The slowdown in 2008–2012 is attributed to the overall economic decline due 
to the financial crisis in 2008 and political events in 2010 (figure 6). 

Figure 6. Dynamics of SMEs’ contribution to GDP in Kyrgyzstan (percentage) 

  

Source: National Statistical Committee of the Kyrgyz Republic. *Preliminary data. 

The violent power shift in April 2010 resulted in serious consequences and had 
a negative impact on the social and economic situation in the country. In particular the 
retail trade, services, construction and tourism sectors were affected by these events. 
Retail markets, accounting for the majority of SMEs, suffered significantly. 
Furthermore, during the period from 2009 to 2012 the number of small enterprises was 
reduced which contradicted politicians’ statements in support of small business.  

Figure 7. Kyrgyzstan’s World Bank’s “East of Doing Business” rating 

 
Source: Annual Doing Business reports, the World Bank. 
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After 2012, Kyrgyzstan tried to boost reforms aimed at recovering the business 
environment. As a result of these efforts there has been improvement of the situation 
starting from 2015, which is reflected in World Bank’s “Doing Business” ranking (figure 
7).  

A significant positive shift in the 2015 ranking was due to the change of the 
methodology of calculating the index: landlocked countries, including those in Central 
Asia, were losing their positions in the rating just because of their geographic location. 
The methodology took into account the geographic location of the countries and 
changed the variables of the sub-index “trading across borders” accordingly. As a 
result, all Central Asian countries improved their positions (see table 2). 

Table 2. Performance of Central Asian countries in Doing Business 

Country 
2015 

Ranking 
 
 

Change in 
methodology 
 

2016 
Ranking 

 
 

Reforms 
 
 
 

2019 
Ranking 

Kyrgyzstan 102 67 70 
Kazakhstan 77 41 28 
Uzbekistan 141 87 76 
Tajikistan 166 132 126 

Source: Annual Doing Business reports, the World Bank. 

As can be seen from the table, Kyrgyzstan traditionally falls behind Kazakhstan, 
which is the Central Asian country with the best performance in the Doing Business 
ranking. Besides the change in methodology in 2016, there was an uplift in 
Kyrgyzstan’s ranking, because of a number of progressive measures taken with 
regard to property registration and improvement of credit information access. 

During the 2017-2018 period, however, there was no significant progress in the 
country’s doing business score. In 2019, Kyrgyzstan improved mechanisms of 
protecting minority investors, enforcing contracts, and made trading across borders 
easier by streamlining exports within the EAEU, while Kazakhstan and Uzbekistan 
implemented a larger number of reforms. For example, there was a significant jump in 
Kazakhstan’s sub-index score on “dealing with construction permits” (from 92 to 35) 
or Uzbekistan’s “starting a business” sub-ranking (from 42 to 12). As a result, 
Uzbekistan almost reached Kyrgyzstan in 2019, and Kazakhstan now is far ahead in 
the ranking. 

2.3. Challenges for SME development 

Despite continuous attempts to reform the business sector, experience shows 
that not all of the reforms have been successful in practice. A deeper analysis 
suggests that SMEs do not have stimulus for growth. Even though there are no formal 
barriers to starting SMEs, there are barriers which restrain SME growth. Small 
companies have a higher liquidation rate and are reluctantly transformed into medium-
sized companies. Small companies, which have almost the same size as medium-
sized ones, do not create additional jobs in the formal sector. Transformation from 
individual entrepreneurship in the informal sector towards legal entities is considered 
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to be inefficient because of the higher costs associated with tougher regulatory 
requirements, higher official and unofficial payments, and lack of financial resources. 
The number of medium-sized firms has been declining as well, from 885 from in 2008 
to 795 in 2017. Particular obstacles to SME growth are as follows: 

(a) Absence of programmes supporting development of SMEs 

Although proclaimed in strategic documents, a number of earlier introduced 
reforms were not executed properly probably due to a combination of lack of 
appropriate funds, capacity and commitment. The Law on State Support of Small 
Business is not being implemented. The Law envisions state support of small 
businesses provided in conformity with the State Program for Small Business Support 
and Development. It outlines cross-sectoral programmes for small business support 
and development, to be drawn up by the Government, local public administrations and 
self-governing bodies, ministries, state committees and administrative institutions. 
Pursuant to the Law, the annual budget shall provide for allocations for benefits to 
offset the accelerated depreciation of basic production assets in small businesses, as 
well as for preferential credit and other incentives. For ten years after the adoption of 
the Law, the Government did not introduce programmes for supporting SME 
development or programmes for women entrepreneurship development. Only 
recently, in July 2019, the Government proposed the draft Programme for 
Development and Support of SMEs for 2019-2023. The Programme is open for public 
discussion and has not yet been approved. 

Regarding financial support, the State Fund for Support of Small- and Medium-
Sized Enterprises which carried out financial, investment and consultation functions 
was transformed into a microcredit company. This means that this fund became a 
profit-making company and currently there are no special conditions for SME lending 
compared to general conditions of the banking sector.  

(b) Lack of effective access to short- and long-term finance 

In Kyrgyzstan, banks dominate the financial sector possessing over 91% of the 
total financial sector’s assets. This makes SMEs more vulnerable to financial shocks 
because firms do not have an opportunity to diversify their funding during crises 
(Hasanova, 2017). Banks in Kyrgyzstan remain reluctant to lend to small firms due to 
a higher perceived risk and high transaction costs for the bank. According to the data 
available, at least 44% of businesses are in need of financing for the purchase of their 
input materials and only 39% of firms indicated that access to finance was not a 
problem for them (BEEPS, 2014). 

The lack of effective access to investment and long-term finance is also an 
obstacle for start-ups and young entrepreneurs. The majority of credit lines offered for 
SMEs are for 1 to 2 years only, with few options that are offered for 4 to 5 years. At 
the early stage of growth, SMEs attract finance from family and friends, or from micro-
financial institutions (MFIs). Growth-oriented SMEs need long-term finance, while the 
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banking sector provides mostly short-term credit. Entrepreneurs simply do not have 
sufficient time to make profit and start repaying the loans.  

In addition, the procedures for obtaining finance are very complicated. Almost 
every commercial bank requires SMEs to provide a list of confirmation documents (up 
to 10) and collateral in form of real estate, movable property or, rarely, a personal 
guarantee. About 40 to 50% of borrowers9 asking for credit do not get sufficient credit 
because they cannot provide the required collateral. In particular in rural areas, prices 
for real estate vary and the market is unstable, which leads to an inadequate 
assessment of collateral. Some banks revise collateral with the fall of real estate 
prices, and occasionally ask borrowers to pledge additional collateral or repay the 
loans (IMF, 2016). Most collateral is in the form of real estate, which is mostly owned 
by men. This restricts access of women to finance. 

(c) Lack of financial literacy and insufficient knowledge of business 
processes 

SMEs do not use bank accounts and non-cash payments. This lowers the credit 
limits for them or even leads to rejections of credit applications. Starting from the 
process of preparation of a business plan, entrepreneurs often lack knowledge of how 
to open, run and effectively operate a business. They do not know how to manage 
financial resources, plan costs and revenues, which leads to parallel or cross 
borrowing, i.e. when entrepreneurs borrow additional money to repay a loan 
(Hasanova, 2018). 

Another important challenge for SMEs development is the use of remittances. 
Remittances are playing a very important role in Kyrgyzstan’s economy and 
constituted 33.6% of GDP in 2018 (KNOMAD, 2019).  

Approximately one million migrants work abroad, predominantly in the Russian 
Federation, and the macroeconomic impact of remittances in Kyrgyzstan is very high. 
For the past ten years, the inflow of remittances to Kyrgyzstan has been increasing 
(figure 8), contributing significantly to poverty reduction in the country. The devaluation 
of the ruble, sanctions, and the recession of the economy in the Russian Federation 
in 2015 led to a decline in migrants’ remittances. However, partly because of its 
membership in the EAEU, Kyrgyzstan became the only country in Central Asia whose 
remittances increased after the crisis. The huge contribution of remittances to GDP 
could actually be beneficial for the economy if the remittances were spent productively. 
Once the migrants return to Kyrgyzstan with their savings, these savings can be used 
efficiently if they are invested in opening a private business. However, research shows 
that the investment potential of remittances is quite low, especially in comparison with 
other remittance-dependent countries. Sixty-three percent of migrants spend money 
on consumption, only 2% invest in the education of their family members, and only 3% 
open their own business and make savings (Hasanova, 2018). Due to the lack of 

                                                
9 Concept of Development of Guarantee Funds of the Kyrgyz Republic until 2020. Approved by the Resolution 
of the Government of the Kyrgyz Republic of June 15, 2016 #325. 
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financial knowledge, migrant families prefer non-deposit forms of savings, such as 
cars, livestock, or keeping cash “under the mattress”. 

Figure 8. Poverty and remittances in Kyrgyzstan 
 

  
Source: National statistical committee of the Kyrgyz Republic; The World Bank: Migration and 

Development Briefs. 

(d) Ineffective administration of taxes and social contributions  

SMEs face complicated tax reports, which they need to present every three 
months to the Tax Service and every month to the Social Fund.  Excessive paperwork, 
lack of the availability of online application for distant reporting, the large number of 
requirements from government bodies all negatively affect the operation of SMEs. 

(e) Absence of transport and logistic corridors and infrastructure 

SMEs also face obstacles related to inadequate infrastructure. The main 
problems of Kyrgyzstan’s physical infrastructure are the transportation of goods by rail 
and the deterioration of the surface condition of roads, in particular in mountainous 
areas. Logistics is another issue. There are only a few large logistics enterprises which 
could provide the entire set of logistic services required by SMEs, including 
warehousing, reloading, processing of goods and other services using the most 
innovative technologies as well as insurance and customs registration services. Most 
SMEs have no access to modern transportation or logistics services necessary for 
efficient international trade. In addition, the level of container transportation is 
insufficient for most companies. Indeed, Kyrgyzstan is one of the most logistics-
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 Kyrgyzstan has joined the European Union’s Generalized Scheme of 
Preferences, which exempts Kyrgyz products from custom duties to promote their 
exports to the European Union. In particular, in 2015 the Kyrgyz Government sent a 
request to the European Commission to provide the country with tariff benefits under 
the Generalized Scheme of Preferences, and at the end of 2015 the Commission 
granted these preferences. The benefits entered into force on 27 January 2016. 
However, the elimination of tariff barriers did not exempt goods from the need to 
comply with the European sanitary and phytosanitary system, which was always the 
main barrier.  

Within the EAEU, Kyrgyzstan managed to mobilize $200 million for the 
modernization of checkpoints and equipment for veterinary stations. As of June 2018, 
the Register of certification bodies and testing laboratories (centres) of the EAEU 
includes Kyrgyzstan’s 13 certification bodies and 34 testing laboratories, accredited in 
accordance with international standards. These certificates are recognized within the 
territory of the EAEU.  

However, the number of laboratories is still insufficient while not every exporter 
has access to certification bodies, especially for animal breeding. One of the examples 
is Kazakhstan’s periodic bans to import a number of agricultural products and meat 
from Kyrgyzstan and other non-tariff barriers at the border – all of these factors 
negatively affected the trade turnover between Kyrgyzstan and Kazakhstan. Trade 
between Kazakhstan and Kyrgyzstan creates only 1.1% of the total EAEU turnover, 
and the export volume from Kazakhstan is almost two times higher than of 
Kyrgyzstan’s10.  

(g) Institutional problems 

Furthermore, there are a number of systematic problems, negatively impacting 
not only on SMEs development, but on the investment climate in general. In particular, 
poor implementation of legislation, lack of regulatory and legal basis for the 
development of infrastructure investment projects, ineffective institutional structure for 
the attraction and promotion of investment, high level of corruption in regulatory 
authorities, and vulnerability of rights of ownership of entrepreneurs, are significant 
obstacles to SME growth and ultimately lead to the loss of economic stability. 

As a result of these obstacles, in 2017 only 39.7% of the small enterprises were 
profitable. The current fiscal policy, along with lack of access to finance does not 
encourage firms to make investment and stimulate production of competitive products. 

In order to ensure sustainable progress towards the improvement of a friendly 
SME business environment it is necessary to reconsider the approach to SME 
development, introduce systematic changes and follow a consistent development 
policy.  

                                                
10 Mutual trade 2017. Statistics of the Eurasian Union. Statistical publication. Eurasian economic commission. 
Moscow, – 2018. 
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This approach, which is discussed further in the paper, is based on the creation 
of “agglomeration economies”. “A key element of agglomeration economies is circular 
and cumulative causation or chain reactions whereby initial investment attracts more 
firms and promotes further specialization”. The process of creating agglomeration 
economies is reinforced by derivative processes that evolve around industries and 
clusters. The establishment and evolution of service providers, regulatory agencies, 
research institutions, logistics centres around clusters facilitate provision of innovative 
solutions, reduce costs, and create external economies (ADB, 2018). 

This paper analyses and proposes to consider an approach, where the 
development of FEZs, clusters and trade logistic centers are proposed as an 
interconnected process.  

It is expected that the development of FEZs in Kyrgyzstan will facilitate the 
promotion of clusters around them. There is evidence that the adoption of a FEZ-
cluster approach benefits SME development, increases competitiveness of the private 
sector and ensures gains from international trade. This, in turn, leads to productivity 
growth, transformation of skills and knowledge spillovers, and promotes and enhances 
regional and human development. 

 

3. DEVELOPMENT OF FREE ECONOMIC ZONES 

3.1. Introduction 

Kyrgyzstan’s economy is in the early stage of industrialization. One of the main 
challenges for the Kyrgyz economy is the low levels of competitiveness and 
productivity, especially in the SMEs sector.  

Productivity growth has only been strong for large enterprises operating in the 
formal sector. Empirical findings show that large companies together contributed more 
than 145% to the increase in productivity growth (World Bank, 2015). Other entrants 
contributed only a small portion to productivity growth, though they accounted for 
almost all of newly formed businesses. These estimates suggest that productivity 
growth among SMEs had been negative, and output per worker had been declining 
by about 9% a year during the period 2009-2012. The concentration of productivity 
among large companies implies a lack of technological spillovers from them to SMEs, 
which has implications for long-term growth: sustainable economic growth occurs 
when less-productive firms adopt technology and business best practices (World 
Bank, 2015).  

Furthermore, increasing the productivity of SMEs, particularly in the industrial 
and manufacturing sectors, as well as the expansion of export-oriented SMEs require 
greater efforts to improve their competitiveness.  

These two factors – low productivity and competitiveness – along with 
institutional gaps restrain investment flows and expansion of production. Low 
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investments in production are keeping production costs at a high level, while 
productivity remains low, which creates a vicious economic cycle. 

The task therefore is to push the economy into a favourable cycle of 
investments, expansion of production and increase of effectiveness. Research 
proposes two main tools for that – free economic zones and industrial parks (ADB, 
2018).  

An industrial park is a territory that is zoned for industrial use. Industrial parks 
may contain ports, warehouses, distribution center and factories and are designed to 
provide cheap industrial space for SMEs.   

A free economic zone is a form of industrial park, but with a special institutional 
environment. FEZs are constructed by the country’s government and are mainly aimed 
at export promotion. The FEZs are functioning based on specific legislation, incentives 
for entrepreneurs and institutional mechanisms.  

There are three key elements which define the FEZ: 

 It is established for export-oriented SMEs; 

 It provides a special regulatory regime for enterprises physically located 
in the zone; 

 There is a separate customs agency, which offers duty-free trade and 
simplified trade procedures.  

Benefits for FEZ enterprises include exemption of import duties, simplified 
customs procedures, liberal exchange rate policy and tax exemptions for stimulating 
production which all allow companies to be competitive in the global market. FEZs can 
make important contributions to growth and development. They can help attract 
investment, create jobs and boost exports, both directly and indirectly where they 
succeed in building linkages with the broader economy. FEZs can also support global 
value chain participation, industrial development and diversification.  

3.2. Government policy for FEZs development 

FEZs are set up for various purposes, often to experiment with economic 
reform, create employment, and provide infrastructure in a smaller area. In 1991, the 
first ever FEZ in Kyrgyzstan was established – FEZ Naryn – which occupied the 
territory of the whole region. When establishing the FEZ, the Government took into 
account a number of factors: low level of economic development of the region, lack of 
social and production infrastructure, raw materials supply, favourable geographic 
location and demand for foreign capital. The FEZ Naryn status implied preferential tax 
and customs regime, as well as simplified trade procedures. 

As a result, in 1992 the President signed a law “On Free Economic Zones”, 
where the definitions, basic principles of activities and special taxation and customs 
regimes were introduced. The FEZ residents were provided with over 10 tax 
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exemptions, as well as low rents for land use, export quotas exemptions, licensing and 
VAT exemption. In 1993, the FEZ Naryn was given legal status.   

By 1998, there were 8 FEZs in Kyrgyzstan, which attracted over 500 
companies. However the companies could not generate significant profit. During the 
early 2000s, FEZs significantly expanded opportunities for domestic trade: it became 
easy to buy goods at FEZs territory and then sell them everywhere in Kyrgyzstan 
without paying any duties. As a result of unpaid taxes, the loss of profit for the country 
was significant (ADB, 2018).  

In the amendments to the Law in 2000, FEZ companies were no longer 
exempted from VAT. The Government introduced the rule in accordance with which 
“goods that are supplied to the FEZ territory are subjected to VAT and excise tax 
payments”. A similar rule was introduced for the services provided by FEZ companies 
in the domestic market: they are now all subject to VAT payments. Goods that are not 
produced in a FEZ territory were also subjected to customs payments.  

In 2001, additional amendments were introduced, and a quota was introduced 
for exporters. According to the new amendments, exporters were forced to export no 
more than 30% of the production to the domestic market annually.   

In 2009, the period for which the remaining tax exemptions would be effective 
for FEZ companies was restricted. The Law underlined that the special trade regime 
would be effective for ten years from the date the Law had been signed. The 
preferential regime was suspended in all FEZs, except in FEZ Bishkek.  

Of the eight previously active FEZs in Kyrgyzstan, only five have left — Karakol, 
Naryn, Bishkek, Maimak, and Leilek. FEZs “Alay”, “Chon Alay” and “Kara-Kulja” had 
been eliminated due to the lack of investment (see table 3). 

Table 3. Free economic zones in Kyrgyzstan 

Name Functionality 
 

# of 
entrepreneurs 

FEZ “Bishkek” Operating 372 

FEZ “Karakol” Not operating (Bad infrastructure due to lack of funds) n/a 

FEZ “Leilek” Not operating (Bad infrastructure due to lack of funds) 8 

FEZ “Maimak” Not operating (Bad infrastructure due to lack of funds) 7 

FEZ “Naryn” Operating 3 

Source: Ministry of Economy of the Kyrgyz Republic. 

FEZ “Karakol” occupies two plots near the railroad station Balykchy and Tamchi 
village. The number of operating companies in this FEZ is insignificant, and the export 
volume it low (in 2014 it amounted up to $160,000).  
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FEZ “Naryn” occupies the largest territory in the country, but the number of 
operating companies is insignificant. Since 2013 there have not been any new 
company registrations and the export volume in 2014 amounted up to $272,000.  

FEZ “Maimak” is located near the railroad Taraz-Shymkent, but the accessibility 
of the zone is restricted because of Kazakhstan’s cross-border control. There is no 
economic activity in this FEZ.  

Since 2011, eight companies were registered in FEZ “Leilek”, but because of 
poor infrastructure, none of the companies have started operations. 

Basically, only FEZ “Bishkek” is operational in Kyrgyzstan and has been 
operating on a constant basis since 1996. Its relative success is based on the 
geographical proximity to transport connections and sales markets. Up until 2012, FEZ 
Bishkek provided a significant contribution to exports. The share of its exports in total 
exports amounted up to 14%.11 In 2015, there were 372 entrepreneurs from 22 
countries operating in the zone, while 908 have left the FEZ since 1996 (only since 
2014, more than 360 business entities have been liquidated). Consequently, today the 
economic activity of the FEZ “Bishkek” is insignificant and does not really have an 
impact on economic and regional development (see figures 9 and 10).  

Figure 9. Investments attracted to FEZ “Bishkek”, millions of US dollars 
 

 
Source: Ministry of Economy of the Kyrgyz Republic. 
 
 
 
 
 
 
 

 

                                                
11 Although research suggests that these figures might be exaggerated (ADB, 2018). 

0

5

10

15

20

25

30

35

40



29 
 

 
Figure 10. Sales volume at FEZ “Bishkek”, millions of Kyrgyz Soms 

 

  
Source: Ministry of Economy of the Kyrgyz Republic. 

 

3.3. Challenges in FEZs development 

Research has demonstrated that overall there are common failures of FEZ 
development around the world (UNESCAP, 2017). These include poor site locations, 
uncompetitive policies and fiscal incentives, inadequate maintenance and promotion 
practices, poor labour policies and practices, cumbersome regulations and procedures 
and restrictive controls on zone activity, inadequate administrative structures, lack of 
coordination between private developers and governments in infrastructure provision. 
Other factors involve the external environment: poor strategic planning, corruption, 
lack of finance and mismatch of comparative advantages, and failure to create an 
attractive investment environment.  

Indeed, many of these failures are applicable to Kyrgyzstan. Though the 
Government is attempting to introduce stimulus for investors, revise the legislation and 
find sufficient financing for building and renovating infrastructure, the development of 
FEZs in Kyrgyzstan so far is weak.  

The FEZ policy has been changed several times as the Government tried to 
avoid tax losses. A lot of efforts were made to secure tax payments, while not that 
many measures were introduced to ensure the effective administration of and 
attraction of investment to FEZs. As a result, between 1992 and 2014 the FEZ policy 
was changed nine times, and after a new law was introduced in 2014 it had already 
been amended an additional five times. Given that legislation stability is an important 
factor for investors, the absence of predictable legislation creates risks for them. As a 
result, many investment projects remain frozen in the Bishkek FEZ.  
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Both the changes and implementation of FEZ policy did not take into account 
the changes in global trade dynamics, while the development of the global value chain 
concept has influenced global trade relations. Overall, FEZs and industrial parks are 
considered as industrial infrastructure only, without recognizing their strategic role in 
regional development (ADB, 2018). 

There are no strategic linkages between FEZ policy and the country’s 
development policy. Starting from 1991, there had been four stages of FEZ policy, 
however, as the analysis shows, FEZs had been hardly mentioned as a strategic 
priority for Kyrgyzstan’s development. For example, the first ever strategic document 
for sustainable development – the National Strategy for Sustainable Development in 
the Kyrgyz Republic for 2013-2017 – mentioned FEZ only two times with respect to 
topics totally unrelated to their development.  

In 2017, the Government approved the Concept of Regional Policy of the 
Kyrgyz Republic for 2018-2022 (hereinafter referred as the Concept). The Concept 
underlines the major directions for further development of the regions within the 
country. The Concept identifies the cluster approach to development as a policy 
priority. While much is said about the development of clusters (see chapter 4), the 
development of FEZs has not been prioritized. FEZs are only mentioned in the 
Concept in regard that “necessary conditions will be created to activate export-
oriented activities in free economic zones”. With that, the accompanying Action Plan 
recommends that every year not less than one additional enterprise should become a 
member of each FEZ of the country.12 However, there is no strategic view or detailed 
plan how the Government aims to revive the non-operating FEZs or establish a well-
functioning environment for their development.  

According to the statistics, FEZ “Bishkek” used to be the only well-functioning 
FEZ in Kyrgyzstan. The absence of development of the Naryn, Batken and Talas 
regions has negatively impacted the functionality of the FEZs. Even though the 
regional FEZs are located in convenient proximity to transport corridors, this has not 
become a crucial fact for FEZs’ development given the absence of strong and 
consistent regional (social, industrial and economic) policies. 

An analysis of FEZ policy shows that policymakers have rather neglected the 
issue of building quality infrastructure in Kyrgyzstan’s FEZs. Except for FEZ “Bishkek”, 
all other regional zones were built with serious infrastructural problems: most FEZs do 
not have access to electricity, water supply and sewage systems. There is no access 
to specialized infrastructure for business development, such as commercial buildings, 
transport and logistics, laboratories, service providers, necessary equipment etc. In 
terms of attraction of new investors, the new FEZ residents are only able to access 
electricity under condition of low level of energy consumption. 

                                                
12 Action plan for the Concept of the regional policy for 2018-2022: http://cbd.minjust.gov.kg/act/view/ru-
ru/216208#unknown. Accessed: 1 June, 2019. 
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Some of the performance requirements are not considered to be efficient within 
the internationally adopted best practices. For example, in 2001 additional 
amendments were made and the quota was introduced for exporters. According to the 
new amendments, exporters were forced to export no more than 30% of the production 
to the domestic market annually. This performance requirement lies within the “export 
requirements” and “restrictions on sales of goods or services in the territory where 
they are produced or provided”, which are considered as prohibited, conditioned or 
discouraged by international investment agreements (UNESCAP, 2017).   

According to investors, the current taxation system does not give stimulus to 
FEZ entities and they do not seek to expand production and increase jobs. The 
previous law established that tax exemptions would be valid for ten years for FEZ 
residents, which had registered before the year 2000. This period ended in 2018, and 
according to a business association’s data13, 90 of the FEZ “Bishkek” residents lost 
their right to have tax exemptions. Today, even though the FEZ residents are by law 
exempted from all taxes, in some cases they still have to pay VAT or follow the general 
taxation regime.  Table 4 shows the special taxation rules for various actors involved 
in FEZs. 

Table 4. Special taxation regime of FEZs as defined by the Law on FEZs (2014) 

Source: Review of the Tax Code and Law on Free Economic Zones 

It is important to note that the issue of tax incentives lies in a deeper 
assessment of their effectiveness. The effects of incentives introduced in FEZs are 
different depending on their types, countries’ development patterns and business 
environment. For example, tax holidays (incentives that are introduced in Kyrgyzstan) 
“in countries with poor investment climates are counterproductive as such incentives 
would never compensate for the poor investment climate and governments lose 
revenue that could have been used to improve the investment climate” (UNESCAP, 
2017). Global research shows that introducing tax holidays as the only incentive has 
various disadvantages, including: lack of incentives to continue the business after the 
“holiday” period is over; they provide no incentives for growth and lead to ambiguities 

                                                
13 International Business Council of the Kyrgyz Republic: 
http://www.ibc.kg/ru/news/members/4073_vopros_nalogovyh_lgot_dlya_subektov_sez_bishkek_obsudili_v_
mds. Accessed: 1 August 2019.  
 

Status of residents Special rules 
FEZ residents  Exemption of all taxes 
Supply of goods and services to FEZ 
resident by non-FEZ resident 

Subject to VAT 

Supply of goods to other territory of 
Kyrgyzstan 

Subject to VAT 

Supply of services by FEZ resident 
outside FEZ, supply of services by non-
FEZ resident in FEZ territory and 
domestic market  

Subject to general taxation regime 

FEZ Employees Subject to general taxation regime 
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in case of double taxation; periods of tax holidays may be insufficient for companies 
to yield profit etc. Therefore, it is necessary to carefully study the potential impact of 
tax incentives and identify the most efficient ones given the country’s current situation 
and monitor the effectiveness of incentives.  

An additional issue is that the administrative structure of FEZs is not 
institutionalized. The FEZs’ directors are appointed by the Government, and then they 
decide on the FEZ structure. This creates uncertainty and contradicts best practices 
of management. Furthermore, the rules for becoming FEZ residents are not 
transparent. There are also gaps in legislation that create corruption incentives: FEZ 
residents are subjected to pay fees for having the right to enjoy tax exemptions 
amounting to 0.1-2% of the company’s revenues.  

The Law does not contain norms which explicitly set up the proportion of the 
revenues to be paid to the FEZ’s General Directorate (the main management body). 
This gap gives the General Directorate the opportunity for corruption when setting 
different rates for FEZ residents.  

Summing up, the FEZ policy in Kyrgyzstan was successful in the beginning of 
1990s when opening the FEZs attracted investors and increased the number of firms 
operating in FEZs. After that, the policy changed several times and was mainly 
focused on preventing tax loss, while other important factors of FEZs development, 
such as improving the investment climate, macroeconomic conditions, and regional 
development were neglected.  

In fact, research shows that none of the benefits of establishing FEZs and 
industrial parks are automatic, and the performance of many zones remains below 
expectations. FEZs are neither a precondition nor a guarantee for higher FDI inflows 
or global value chain participation. Whenever the FEZs stimulate economic growth, 
their impact tends to be temporary: after the initial period of establishment most zones 
grow at the same rate as the national economy (UNCTAD, 2019). As a result, it is 
important to have a strategic design of the FEZ policy framework. FEZ policies should 
not be formulated in isolation from their broader policy context, including investment, 
trade and tax policies. Consistent and interlinked policy can stimulate FEZs to be 
transformed into clusters of highly competitive SMEs, which can further contribute to 
the industrial and regional development of the country.  

3.4. Recommendations for FEZ development in Kyrgyzstan 

Recommendation 1. Reconsider the approach to FEZ development and make 
an assessment of existing FEZs in accordance with globally recognized criteria.  

1.1. Particularly, it is important to answer the following questions: 

 Do current FEZs have strong strategic links with the local economies? 

 Are they located in strategic locations, i.e. close to population and urban 
centres with sophisticated infrastructure (ports, railroads, roads, etc.)? 
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 What are the biggest infrastructure issues in current FEZ? Do they have 
reliable power? Is there enough supply of skilled labour? What are the 
current conditions of facilities? 

1.2. Conduct a feasibility study and demand assessment of the zones’ 
functionality.   

The objective of demand assessment is to identify the main sectors for 
investment at FEZs and determine investment drivers and constraints.  

 

Based on rhe above analysis the decision can be made whether it is worth 
reviving the current FEZs or open new ones.  

Recommendation 2. Define strategic framework for FEZ development. 

Under the Concept for Regional Development for 2018-2022 or the Concept for 
Clusters Development (see recommendations in chapter 4), develop a programme 
document (or Action plan) for supporting the development of FEZs. 

Recommendation 3. Reconsider incentives and amend the Law on FEZs 
accordingly.  

The decision of introducing particular incentives must be based on economic 
and social cost-benefits analysis. Such analysis will enable the Government to identify 
potential gains from investment growth balanced to the costs of incentives.  

The globally accepted best practices provide the following principles of 
introducing incentives, which are proved to be efficient: 

 Incentives can be regulatory or administrative rather than tax incentives. 

 The provision of excellent infrastructure, and skilled labour is much more 
important than incentives.  

 SMEs or other FEZ’s residents can have access to incentives such as duty-
free imports or customs privileges. 

 Legal restrictions for domestic investment in FEZs need to be lifted while 
labour markets need to be flexible.  

 There should be no discrimination between foreign and local companies in 
receiving incentives. 

 FEZs incentives and performance requirements need to comply with 
international standards, particularly with foreign trade agreements and 
WTO. For example, exemptions from indirect taxes in FEZs are fully 
compliant with international rules.   

 Incentives can be linked to specific conditions of a given project.  
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Recommendation 4. Develop a sustainable legal, administrative and business 
framework.  

4.1. Kyrgyzstan has failed to deliver a predictable legal environment for FEZ. 
While the policy should be consistent, it does not mean that is should be inflexible. It 
is recommended to adjust the FEZ policy with a reasonable time frame to phase out 
the outdated norms.  

The Law on FEZs should be amended and include supplementary norms for 
establishing potential changes in legislation. In case of introducing additional 
incentives, it is recommended to explicitly identify the period in which they are applied.  

4.2. Revise the FEZs’ fees to the General Directorate.  

Explicitly identify conditions under which the fees vary between 0.1% and 2%.   

4.3. Establish one-stop shop for FEZs residents’ registration and other 
organizational issues.  

4.4. Introduce customs official in each zone.  

4.5. Attract logistics service providers (the trade logistics centres can become 
a part of FEZs, see discussion in chapter 5).  

Recommendation 5. Ensure promotion of FEZs by developing a web portal 
with open data of FEZs activities, their locations, residents, as well as ensure provision 
of online consultations for entrepreneurs.  

Establishment of well-functioning FEZs and sustainable business-environment 
can reinforce further development of clusters on the basis of FEZs. FEZs are growing 
bigger, becoming better integrated with the economy, and therefore they can augment 
cluster-emerging initiatives.  

Building clusters enables companies to achieve the economies of scale through 
cooperation, knowledge sharing and policy reform promotion. Cluster initiatives can 
contribute to improving the country’s overall competitiveness. As in the case of FEZs, 
they need to be complemented by appropriate policy reform, trade capacity building, 
private-public dialogue, regional economic development, and workforce development. 
The following chapter discusses attempts of the country to build clusters and proposes 
a number of policy measures aimed at establishing sustainable clusters.   

4. CLUSTER APPROACH TO SME DEVELOPMENT 
4.1 Rationale and definition of clusters 

According to a globally adopted definition, clusters are “geographic 
concentrations of interconnected companies, specialized service providers and 
suppliers, associated institutions in a particular field that are present in a nation or 
region”.14 

                                                
14 Harvard Business School: https://www.isc.hbs.edu/competitiveness-economic-development/research-and-
applications/Pages/cluster-studies.aspx. Accessed: 1 March 2019. 
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Entities and stakeholders involved in a cluster are linked by externalities and 
complementarities of different types and are usually located near each other. Because 
of their proximity – by geography and activities – cluster participants enjoy the 
economic benefits of several location-specific synergies. Such benefits include access 
to specialized human resources and suppliers, knowledge spillovers, pressure for 
higher performance in head-to-head competition, etc. Moreover, through these 
linkages, one cluster is inevitably linked with others and to the overall economy. 

A fully operating and well-established cluster must incorporate the following 
actors: 

 Business component: SMEs and large firms producing the key product, 
suppliers of goods and services; 

 Financial organizations: including banks, venture capital, private capital; 

 Government institutions: ministries and local authorities; 

 Infrastructure component: service providers; 

 Educational institutions: universities, research and development 
organizations, technological institutions; 

 Media, marketing, promotion entities. 

Introducing a cluster approach in Kyrgyzstan can be highly beneficial for its 
economic development, particularly for development of the SME sector. At the level of 
small companies, it can increase the competitiveness of SMEs through reducing 
market entry barriers, providing resources for innovation and information exchange. 
Given the high geographical proximity of firms within the cluster, SMEs would need to 
quickly adjust to the cluster’s economic pace, making competition keener, and thus 
increasing firms’ effectiveness. Clusters in Kyrgyzstan may improve SMEs’ 
performance through inter-firm exchange of knowledge, technology and use of know-
how. The establishment of clusters in Kyrgyzstan would facilitate the development of 
infrastructure and ICT around the cluster. Importantly, building clusters contributes to 
an increase in general economic competitiveness by facilitating policy reform, as 
policy reforms associated with cluster buildings are generalized to other sectors.  

Clusters can help in promoting exports, in particular as the economy of 
Kyrgyzstan needs to transform from dependence on low-diversified export of gold and 
labour towards export of SMEs’ goods and services. The establishment of sustainable 
and competitive clusters will contribute to the development of SMEs’ export potential.  

Given the relatively low and volatile inflows of FDI to Kyrgyzstan15, regional and 
sectoral benefits from clustering will raise the attractiveness of a specific sector in a 
specific region locally and internationally for foreign investors. This can potentially lead 

                                                
15 According to the National statistical committee, the average growth of the FDI inflow during the past ten 
years was 20%. However, the growth of FDI inflow was negative for at least 5 years during that period.  
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to an increase in FDI, which is an indicator of a ‘business friendly’ environment in a 
region. 

4.2. Government policy for introducing clusters 

First attempts to create clusters in Kyrgyzstan were made in 2010. During the 
period 2010-2012, the Government attempted to develop action plans for establishing 
a ski cluster, an initiative supported by international donors. In 2013, the National 
strategy for Sustainable Development 2013-2017 again confirmed the necessity of 
establishing clusters in Kyrgyzstan, mentioning that previous efforts for cluster 
development had been unsuccessful because “of the absence of state policy, lack of 
systematic approach to clusters development, absence of methodological base and 
lack of qualified personnel”. 

In 2017 the Kyrgyz Parliament developed a draft law on clusters, which was 
submitted for public discussion in July 2017. The law provides definitions of clusters, 
cluster infrastructure and a cluster approach to development. The draft law 
emphasizes that a cluster must be identified using the demand assessment for a key 
product and its comparative advantages in accordance with the methodology 
developed by the Government of Kyrgyzstan. Today, however, the draft law has not 
been adopted yet. Neither the methodology has been approved, nor the programme 
for cluster development has been drafted. The same has happened with regard to the 
pilot project on building a ski cluster in Kyrgyzstan. Although a number of legal 
documents supporting the establishment of the ski cluster, i.e. a resolution approving 
the action plan, were adopted, the cluster has not yet been built.  

The Concept of Regional Policy of the Kyrgyz Republic for 2018-2022 
underlines the necessity of introducing the cluster approach for regional development. 
One of the proclaimed goals under the Concept is to introduce mechanisms to 
stimulate regional development through specialization and formation of economically 
competitive clusters, including implementation of investment projects based on public-
private partnerships. The Concept is expected to lead to the implementation of projects 
based on the “Growth Points Approach” in at least 20 rural localities around the country 
(separate programmes are to be developed for the major cities, i.e. Bishkek and Osh).  

The Growth Point Approach is defined by the Government as an approach 
based on the prioritization of development of twenty particular regional cities. The 
cities are prioritized in accordance with whether they have already good starting points 
for development. This includes economic potential, legislation, budget, interlinkages 
with state management, land, an economically active population and the number of 
operating SMEs.  

These cities – or growth points – will become regional centers for intensive 
development of industrial parks and clusters. Every regional center will have local 
authorities, centers for business development, logistics centers, and social 
infrastructure. As proclaimed in the Concept the development of the cities will have 
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multiplicative effect on the development of neighbouring regions and will provide 
opportunities for SMEs development. The Concept will be implemented in three 
stages, and in each stage five to six localities will be engaged.    

According to the Concept, the regional policy for building clusters will involve 
the following steps: 

 Identification and monitoring of economic clusters, definition of their 
structures and their territorial units; 

 Establishment of a public-private dialogue platform for bringing together all 
stakeholders involved in clusters’ activities, and involving them into the 
development of regional strategies; 

 Facilitation of clusters consolidation; 

 Implementation of programmes for integrating clusters’ products into 
regional trade markets; 

 Development of institutional framework.  

The cluster approach in the country’s regions will be based on regional 
integration opportunities and export potential. Therefore, the following measures must 
be introduced in accordance with the Concept:  

 Provide concessional lending for clusters of regional importance; 

 Develop measures to convert unprofitable local companies into companies 
producing import substituting goods; 

 Provide export insurance; 

 Develop mechanism of state guarantees for external financing; 

 Organize fairgrounds to promote clusters’ production for export; 

 Open trade representative offices;  

 Build required information and communication technology (ICT) 
infrastructure. 

As of 2019, however, there is only one programme document – the Concept, – 
which lists the proposed measures for cluster approach introduction, while no other 
supporting documents have been developed.  

4.3. Policy gaps in building clusters 

The failure of the country to build clusters is a result of systematic problems. 
The absence of a systematic approach, lack of policy continuation, absence of 
demand-driven approach and miscommunication between government agencies all 
together impose major challenges for eventually implementing cluster initiatives.  

(a) Lack of systematic approach to cluster development 
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The establishment of clusters was not considered as an intersectional process 
that involves all the stakeholders necessary to build an effective cluster. The majority 
of stakeholders involved were representatives of only business and government, 
whilst a successful cluster involves many more stakeholders. Basically, efforts to 
establish clusters in Kyrgyzstan have been concentrated around one project, the ski 
cluster. Legislation was prepared around the ski cluster project and involved the 
Government as the main stakeholder and implementer. However, national level 
legislation to support the development of clusters, i.e. laws and national concepts, was 
not elaborated while there was no cluster methodology. Both the National Strategy for 
Sustainable Development 2013-2017 and the Concept of Regional Policy of the 
Kyrgyz Republic for 2018-2022 only briefly outline the steps towards implementing a 
clustering approach but failed to suggest concrete actions to change legislation, 
identify cluster-emerging initiatives, potential stakeholders etc. The draft Law on 
Clusters is poor in terms of definitions, impact assessment and policy description.  

(b) Lack of assessment of the need of quality infrastructure 

Previous attempts to establish clusters did not take into account the poor 
existing infrastructure and lack of compliance with international standards. The 
concept for the ski cluster development did not intersect with other policies aimed at 
building infrastructure. Although the Government was identified as the main 
implementer, no budget was allocated for the development of the cluster’s 
infrastructure.  

(c) Absence of demand-driven approach when identifying potential clusters 

There is no detailed market research to support the prioritization of particular 
clusters in Kyrgyzstan. With the ski cluster an attempt was made to justify the 
establishment of the cluster, however the estimates did not rely on a well-established 
methodology. With respect to the current legislation – the draft Law on Clusters and 
the Concept of Regional Policy of the Kyrgyz Republic for 2018-2022 – there is only 
an intention to develop such a methodology. With that, for example, the Concept 
underlines that during the first stage of its implementation it is necessary to prioritize 
clusters and encourage the development of clusters in the following sectors: 

 Educational (Bishkek and Osh cities); 

 Construction (Chui and Osh regions); 

 Tourism (Issyk-Kul region); 

 Petrochemical (Djalal-Abad region); 

 Agricultural (the majority of the regions); 

 Livestock (Chui, Naryn regions); 

 Transport and communication (Naryn, Osh, Issyk-Kul, Chui, Bishkek city); 

 Medical and pharmaceutical (Bishkek city). 
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However, not all of these sectors have competitive advantages and notable 
export potential, while it is not clear to what extent these sectors have innovative 
potential and readiness for change.  

(d) Absence of continuity of public policy, especially Government 
initiatives 

Kyrgyzstan experiences many changes of government, without a continuation 
of the programmes and strategies adopted by the previous Government. As a result, 
the majority of good initiatives get stuck on paper. For example, during the period 
2010-2018 there were 10 governments and 8 prime-ministers. The longest 
government lasted one and a half year, the shortest only 8 months.16  

(e) Absence of promotion and advertising  

There has been no advertising of how clusters can be beneficial for the Kyrgyz 
economy. Advertising campaigns are highly important, especially when there is a 
pervading sense of pessimism and disillusionment in the country. Kyrgyzstan is well-
known for its high levels of labour migration, poverty and inequality, and a large 
informal economy. The cluster-emerging initiatives could broaden their impact by 
leveraging the demonstration effect of successful investments through a multi-pronged 
communications campaign (e.g., business case studies, radio, articles, and TV) 
targeted at disillusioned/disenfranchised segments of society. Research suggests that 
“a robust communications campaign could help transform the benefits accruing to 
private firms into more of a public good, where other firms could learn from, and be 
inspired by, the achievements of their peers” (IDB, 2010). 

4.4. Analysis of cluster-emerging initiatives in Kyrgyzstan 

This chapter does not aim to provide a complete demand assessment, SWOT 
and value chain analysis. However, the following analysis outlines the potential 
sectors where premises to build clusters exist, and therefore these sectors can serve 
as starting points for further cluster initiatives. Given the globally accepted definitions 
of clusters and their main features, there are feasible opportunities for building clusters 
in the garment industry and tourism, while there is also potential to build clusters 
around existing value chains.  

 
(a) Garments and textiles sector 

Garments and textiles production in Kyrgyzstan has recorded remarkable 
growth during the 2000s. The main driver for development of the garments and textiles 
sector was the increased demand for cheap but good quality garments, in particular 
from CIS countries. Estimates suggest that garments exports increased “ten-fold, from 
around $15 million in 2003 to $155 million in 2012” (Jenish, 2014). Studies reveal that 

                                                
16 Author’s research based on Jogorku Kenesh’s (Parliament) and President’s resolutions, approving the 
members of the Government.  
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the main reasons for the strong expansion of the Kyrgyzstan’s garment sector were 
its solid macroeconomic condition and liberal trade regime, cheap fabrics, favourable 
‘patent’ taxation regime and simplified customs procedures, which all played an 
important role in promoting the apparel sector. As a result, a significant number of 
SMEs were established in the garment sector and transferred from the informal to the 
formal sector.  

 
Because of the 2013 crisis, garments and textiles production declined 

significantly due to the devaluation of national currencies and low purchasing parity of 
Russian and Kazakhstan customers. This decline was followed by a further decline as 
a result of EAEU accession which raised uncertainty about import tariff applied to third 
countries, particularly China, from where the high share of fabrics for garment 
production was imported. Garments and textiles production declined by 11% and 22% 
in 2015 and 2016 respectively (figure 11). Today the trend has been reversed – the 
volume of garments and textiles production has almost reached pre-crisis level. 
Exports of garments and textiles have also gained momentum and in 2018 reached 
10.6% of the country’s total export (figure 12).   

Figure 11.  Annual growth of garments and textiles production and export 
(percentage) 

 
Source: National statistical committee. 
 
Figure 12. Share of garments and textiles exports in total exports (percentage) 
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 Source: National statistical committee. 
 

Along with the increasing share of garment exports, there are a number of other 
factors which can help turn the garment sector into a well-functioning cluster 
incorporating SMEs. 

 The association of garment producers incorporates around 764 companies, the 
majority of which are SMEs.17 

 There are already plans to build a Technopolis – an industrial zone for textile 
production. Currently the government is considering the land allocation for 
building Technopolis18.  

 The members of the “Legprom” association (a business association of garment 
producers) regularly participate in international fairs in CIS countries. 

 8.6% of all small companies in the industrial sector are garment producers.19 
The Government is currently in the process of introducing a preferable tax 
regime for the garment and textile industry. The amendments are aimed at 
evening the tax burden of the legal entities and individual entrepreneurs 
operating in the garment and textile industry.  

 According to the proposed amendments to the Tax Code, SMEs in the garment 
industry will pay a fixed income tax for each employee – on average it is less 
than paying a 10% income tax. Furthermore, the rates for social contribution 
are decreased as well. Instead of paying 10% of the total income, entrepreneurs 
in the garment and textile industry are offered to pay 12% of 40% (or 4.8%) of 
their average monthly salary for businesses up to 50 employees. This decrease 
will be effective for five years. 

 Furthermore, individual entrepreneurs in the garment industry, who are 
voluntary “patent” taxpayers, are eligible for imports, while others are not. 

                                                
17 Data of the Textile and Garment Business Association: http://legprom.kg/. Accessed: 1 June 2019. 
18Information of the Government of the Kyrgyz Republic: http://www.gov.kg/?p=94104&lang=ru. Accessed 23 
September, 2019. 
19 Small and medium enterprises Kyrgyz Republic in 2013-2017. Statistical publication. National statistical 
committee of the Kyrgyz Republic, Bishkek, 2017.   
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 It has the potential to incorporate additional production, for example shoes 
production as SMEs account for over 90% of shoes production in the country.  
 

(b) Tourism sector 

Kyrgyzstan has already done preparatory work for building a cluster initiative in 
the tourism sector. In particular, the ski cluster initiative can be expanded towards a 
wider tourism cluster, for example in the Issyk Kul region. 

 
The tourism sector in Kyrgyzstan has developed slowly but gradually. The 

value-added of tourism increased by 1 percentage point during the past 10 years and 
reached 5% of GDP in 2018 (figure 13).  

 
Figure 13. Value-added of the tourism sector, percentage of GDP 

 
Source: National Statistical Committee. 
In 2012, Kyrgyzstan introduced a visa-free regime for 60 days stay for more 

than 50 countries and simplified visa obtaining procedures by introducing an electronic 
visa. In 2018, the country endorsed the open skies policy. The tourism cluster has 
great potential to connect many types of tourism related activities, including 
complementary production and services provision. Kyrgyzstan can enjoy the benefits 
of all year tourism activities – skiing in winter, Issyk-Kul resorts in summer, hiking in 
other seasons. SMEs producing souvenirs, national carpets, yurts etc. can be linked 
as supplementary producers to the tourism cluster. In the hotels and restaurants 
sector, SMEs already contribute the most value added – 96.7% of the sector’s output 
is generated by the small enterprises and individual entrepreneurs.20  
 
(c) Upgrading existing value chains to clusters 

                                                
20 Small and medium enterprises Kyrgyz Republic in 2013-2017. Statistical publication. National Statistical 
Committee of the Kyrgyz Republic, Bishkek, 2017.   
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According to best practices, value chains can in fact be upgraded towards well-
functioning clusters. The difference between value chain projects and clusters is that 
value chain projects usually focus on assisting specific beneficiaries and solving 
specific problems, e.g. aimed at helping farmers in certain regions to escape poverty. 
While a value chain is a horizontal relationship between supplier-consumer, clusters 
include the entire value chain plus other actors – often financial and educational 
institutions, traders, manufacturers and different levels of government. 

 
There are many value chain projects in Kyrgyzstan that are implemented mainly 

with donor support (Kiparisov et. al, 2018). One can analyze existing value chain 
projects and assess the possibility to upgrade them to a cluster initiative.  

For instance, the International Fund for Agricultural Development (IFAD) has 
contributed to the development of a pasture management system and livestock 
market. Its project has been implemented since 1996 in three stages. During the first 
stage (1996–2007), pasture committees were formed and in the second stage (2007–
2017) they were strengthened. The third stage, which started in 2018, will target the 
development of selected value chains to improve access to market for the established 
pasture committees and farmers. 

The World Bank’s Community Seed Funds Project aims to supply farmers with 
high-quality seeds to improve the productivity of their businesses. The project started 
in 2013 and was expected to finish in 2018. During implementation, the World Bank 
established more than 100 Community Seed Funds, with over 2,200 members 
covering 148 villages. 

KOICA has established a framework of cooperation with the World Food 
Programme to implement the Food Security Programme for vulnerable communities 
and households in Osh, Jalal-Abad, Batken, Talas and Naryn regions.  

USAID’s Agro Horizon Project started in October 2014 and finished in 
September 2018. The project aimed to increase smallholder farmers’ incomes by 
improving productivity, expanding markets, and creating private, sector-led 
partnerships to increase competitiveness in selected agricultural value chains in Osh, 
Jalal-Abad, Batken and Naryn. Over 42,000 households were expected to benefit from 
the implementation of the project.  

Another USAID’s project “Farmer-to-Farmer” addresses the fragmentation of 
the agricultural production base in Kyrgyzstan, which continues to prevent the region's 
farmers and agribusinesses from reaching the scale necessary for efficient production. 
Most production comes from small farms, which yield produce of inconsistent quality 
and in quantities that are too low to meet market demand. The project brings 
technology transfer innovations through agricultural specialists. The Farmer-to-
Farmer project has attracted 118 experts to support technology transfer and 
organizational development among value chain actors in Kyrgyzstan.  
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The European Union, in cooperation with the German Federal Enterprise for 
International Cooperation (GIZ), is developing a four-to-five-year project related to the 
improvement of agricultural value chains. They are focusing more on poverty reduction 
in the Jalal-Abad region. They have provided high-quality potato seeds in the Batken 
region. Though challenging, Kyrgyzstan aims to reach the European markets for its 
agricultural products.  

One of the biggest and successfully operating value-chain project in Kyrgyzstan 
is the One Village – One Product (OVOP) project supported by the Japan International 
Cooperation Agency (JICA). The One Village – One Product Association was 
established in 2011 by local producers in the Issyk Kul region. The producers 
specialize in various products, including handicrafts, juices and jams, apiculture etc. 
In 2017, 2,322 people were involved in the project, over 60% of them women (see box 
1 for further details).  

 

Box 1. “One Village – One Product” (OVOP) approach 

The OVOP movement is to encourage villages to come up with a product which 
is unique in the world. In economic theory, the effectiveness of such a project can be 
understood from the concept of product differentiation.  

Unlike the case of firms producing homogeneous products, a firm with 
differentiated products is able to charge a price above its marginal costs and earn 
higher profits, at least in the short term. In contrast to monopoly situations, in OVOP-
type activities there are many firms producing similar products with slight differences 
in product or marketing characteristics. This kind of market structure is called 
monopolistic competition in which firms can exert influences over pricing, distribution 
and promotion decisions within a limited range because the entry barrier to the market 
is relatively low. Theoretically, the greater the degree of differentiation in product or 
marketing and subsequent lower price elasticity, the higher the price firms can charge 
for their products above the marginal costs.  

Thus, the advantage of OVOP activities lies in product differentiation, which can 
reduce the price elasticity of demand for products. If rural firms are able to produce 
sufficiently differentiated products, there are chances that they will not only be able to 
compensate their higher transportation and other costs from the products’ higher 
profitability but will also be able to compete with urban firms in major domestic 
markets, or even in foreign markets. Differentiation is not limited to only physical 
features of products. Advertising and publicity can help similar products to be 
differentiated in people’s minds. Consumers also select one product over others 
because it is sold in a convenient place or displayed in a place which attracts special 
attention. Differentiation is, therefore, considered a function of all the elements of 
marketing mix. Successful OVOP producers seem to understand this point and work 
not only on improving their products but also on their distribution and promotion to 
achieve a greater degree of differentiation for a higher profit margin. 

According to the interviews with OVOP project’s managers, sales volume of the 
OVOP project in 2016 reached 16.8 million soms, and during the implementation of 
the project it amounted up to 54.3 million soms (approx. US$800,000). In 2018, sales 
increased by 22%. 
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The Ministry of Economy recognized the OVOP project as one the most 
successful in in creating value chains, and therefore the project is planned to be 
expanded to other regions of the country. As pointed out by the Ministry of Economy, 
the OVOP model has been reflected in the Concept of the Regional Policy for 2018-
2022.  

Source: UNIDO, “The One-Village-One-Product (OVOP) movement: What it is, how it has been 
replicated, and recommendations for a UNIDO OVOP-type project”, Research and Statistics Branch, 
Working Paper 03/2008. 

4.5. Review of emerging cluster initiatives in other CIS countries 

 In this section, a brief description of cluster policy in Armenia, Azerbaijan, 
Georgia, Russia, Kazakhstan, Ukraine, Belarus and Moldova is provided to derive 
lessons for similar initiatives in Kyrgyzstan. The majority of the emerging cluster 
initiatives in the region are connected to the ICT sector (EaP, 2017). Therefore, this 
section reviews examples of clusters in other countries which can be relevant to 
Kyrgyzstan’s experience. Table 5 summarizes the analysis of the legislation and 
situation regarding the emerging cluster initiatives in selected CIS countries.  
 

Table 5. Clusters, cluster policy and cluster-emerging initiatives (CEI) 
Country Clusters/Emerging 

initiatives 
National 
policy 

Legislation/Projects, supporting CEI 

Armenia CEI: Union of Information 
Technology Enterprises (2000)  
Technology Centers of Gyumri 
and Vanadzor 
The Armenian Society of Food 
Science and Technologies 
(2009) 

No Action Plan 2017 
(networking universities and scientific-educational 
clusters) 
Law on Scientific and Technological Activity 
Law on Small and Medium Entrepreneurship State 
Support amended in 2010  
Concept Paper on the Initial Strategy of the Formation of 
Innovation Economy  
The Strategy of Export-Led Industrial Policy of the 
Republic of Armenia (2011) 
Small and Medium Entrepreneurship Development 
National Centre of Armenia (2002) 
Venture capital fund (2013) 
“Support to SME Development in Armenia” (designed to 
implement economic clusters) 

Azerbaijan CIA: The Ministry of Culture & 
Tourism’s work on the creation 
of tourism clusters on the 
Sheki-Balaken route 
Experimental Industrial Plant 
of ANAS (knowledge hub) 

No State Program for Development of Industry in Azerbaijan 
in 2015-2020 
Concept “Azerbaijan 2020: Look into the future 
(proposals on relevant measures industrial clusters) 
The Strategic Roadmap for Perspectives of the National 
economy of Azerbaijan 2025 (development of industry, 
research and innovation)  
Strategic Roadmap and State Law on Science 

Georgia Health Clusters 
Cluster in Microbiology and 
Virology (2008) 
ICT Techno Park cluster 
Microsoft Georgia 
 

No Industry Development Group (responsible for elaborating 
a concept for cluster development and PPP)  
Law of Georgia on “Small and Medium Enterprise 
Support 
Enterprise Development Agency  
Georgian Innovation and Technology Agency 
 

Belarus LED-cluster 
The pharmaceutical cluster 
“Union of Pharmaceutical, 
Medical, Research and 
Educational Organizations” 
(2015)  
“High-Tech Park” (2005) 

Yes Concept for Setting up and Developing Industrial 
Innovation Clusters (2014) 
Action Plan 2013-2015 and till 2020.  
Guidelines for Setting up and Organizing of Cluster 
Activities (2015) 
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Clusters in the National 
Academy of Science of 
Belarus 

Moldova Science and Technology Park 
“Elchim-Moldova” 
CEI: Scientific and 
technological cluster 
“Academica”,  
Educational and Scientific 
Cluster “Universcience”, 
Moldova - Lithuanian 
Innovative Technologies 
Cluster 
"Innovative Entrepreneur" 
cluster 

Yes Concept of Industrial Cluster Development, in 
accordance with the national development strategy 
“Moldova 2020” 
 
Small and Medium Enterprise Sector Development for 
2012-2020  
Innovation Strategy of the Republic of Moldova 
“Innovations for Competitiveness 2013-2020” 
Law on scientific-technological parks and innovation 
incubators  
Industrial development strategy until 2015. 

Ukraine Around 50 effective cluster 
and cluster-emerging 
structures in different regions 
and industries of Ukraine 
Clusters are concentrated in 
areas: 
Food processing 
Innovation and business 
Building and construction 
Transport and logistics 
ICT 

Yes Concept of creation of clusters in Ukraine published by the 
Ministry of Economy of Ukraine (2008) 
National Strategy formation and development of cross-
border clusters (2009) 
 
National goal-oriented programme for industrial 
development till 2017 (2008). Its implementation 
assumed the set-up of the cluster model in the national 
economy.  
Concept of the State Target Economic Program of 
industrial development for the period till 2020 
Action Plan of the Cabinet of Ministries of Ukraine (2015) 
The draft of the "Strategy of development of high-tech 
industries by the year 2025" 
Ukrainian Clusters Portal (connects members of 
Ukrainian regional clusters) 
A private consultancy company “the Cluster University” 

Russian 
Federation 

118 clusters, of which 87 CEI 
and 9 fully operating clusters 
 
ICT 
Machine building 
Pharmaceutical sector 
Tourism 
Medical industry 
 
 

Yes Requirements for industrial clusters aimed at providing 
incentive measures in industry (2015)  
Methodological recommendations for cluster policy 
(2008)  
Centers for cluster development 
Procedures for providing subsidies from federal budget 
for regional pilot innovative cluster initiatives (2013) 
Russian cluster observatory: https://cluster.hse.ru/:  
Federal law No. 160 On international medical cluster 
 
Concept for long-term social and economic development 
(until 2020)  
Strategy for innovations development (until 2020) 
Strategy for science and technology development  
Federal law No. 488-FЗ on Industrial policy  
Government resolution on subsidies from federal budget 
aimed at supporting SMEs and farmers (2014) 

Kazakhstan Project (Ministry of economy 
and the World bank) 
“Territorial clusters”: 6 pilot 
cluster initiatives, including: 
Furniture  
Tourism 
Construction materials 
Pharmaceutical 
Oil, gas  
Science  

Yes Concept for building national priority clusters until 2020 
(2013) 
Procedures for competition-based selection of territorial 
clusters (2016) 
Law on Innovative cluster “Park of innovative 
technologies” (2014)  
 
State program for industrial and innovative development 
(2010-2014) 
 
Web-portal of industry development institute 
http://kidi.gov.kz/podderzhka-biznesa/klasternoe-razvitie 

 
Source: Author’s analysis based on literature review. 
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(a) Armenia 

Just like in Kyrgyzstan, there is no national policy regarding cluster 
development in Armenia. Although there are a number of initiatives which can be 
considered as emerging clusters, Armenia’s legislation, business and infrastructure 
are far away from building fully operating clusters.  

 
Among emerging cluster initiatives in Armenia, which are mainly present in the 

ICT and education sectors, the Armenian Society of Food Science and Technologies 
(ASFoST) is worth mentioning. ASFoST was established in 2009. It includes the 
European Hygienic Engineering and Design Group in Armenia and unites food 
companies, representatives of research organizations and universities and 
government officials. ASFoST actively participated in programmes focusing on the 
promotion of food (honey; aquaculture, fruit and vegetable processing products) 
exported to the European Union and the United States. From 2014, ASFoST has been 
providing scientific support and help in the commercialization of canned vegetable 
foods for export to the United States. 

 
(b) Azerbaijan 

In Azerbaijan, only several existing structures can be considered as emerging 
cluster initiatives, and they are mainly in the industrial sector. Based on comparative 
advantages, endowments of factors of production, and geographical concentration, 
various sectors and institutions related to cluster development are developed in 
particular regions within the country. Those areas are established in accordance with 
national policy through the adoption of state programmes, and relevant authorities are 
assigned to manage newly created institutions. The main feature of these cluster 
initiatives is the regional specialization, but participation and involvement of research 
actors in clusters are currently low in Azerbaijan. 

 
One of the most promising emerging cluster initiatives can be found in the 

heavy industry and machinery sector. According to the national strategic roadmap, 
this industry will be heavily concentrated in the Baku-Sumgayit economic zone, which 
is strategically located close to the Caspian Sea. Four plants are scheduled to be 
established in the area in cooperation with partners from Italy. It is proclaimed that this 
cluster will also be a linkage industry for many other relevant sectors. 

 
(c) Belarus  

Belarus has a strong national policy for building clusters. In 2014, the country 
approved the Concept for Setting up and Developing Innovation Industrial Clusters in 
the Republic of Belarus. According to the Concept, the most promising industries for 
setting up clusters are biotechnologies, biomaterials and pharmaceuticals. 
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The two clusters – pharmaceutical and a High-Tech Park (HTP) – are the most 
successful innovation projects, leading their ways towards establishing well-
functioning clusters. For example, the High-Tech Park provides a special business 
environment for IT business, with 164 companies that are resident of the Park. 
According to the origin of investments, 41% of HTP residents were set up by 
Belarusian investors, 24% are joint ventures and the remaining 35% are enterprises 
with 100% foreign investment. The export share in the total production exceeds 91.5%, 
with 61 customers around the world.  

 
It is worth mentioning, however, that the Concept for Setting up and Developing 

Innovation Industrial Clusters in the Republic of Belarus has not yet provided a 
significant outcome, since it actually takes up to 5 years to deliver significant results 
after the national policy has been introduced. 

 
(d) Georgia 

The literature suggests that there are several clusters and emerging cluster 
initiatives in Georgia with different models. Although clusters face some development 
problems, their number is increasing. Georgian clusters were created in line with the 
demand of the local market without the involvement of the Government. Modern 
clusters and emerging cluster structures in Georgia mainly started their development 
in 2004 and 2005. The reorganization of enterprises in Georgia started in tourism, 
which encouraged the simplification of the visa regime for foreigners and the 
optimization of logistic systems. Later, the reorganization of agriculture in the wine, 
nut, tea, milk, poultry sectors emerged. At present, emerging cluster initiatives exist in 
higher education, healthcare, as well as in ICT, microbiology and virology. 

 
(e) Moldova 

The establishment of clusters in Moldova is in its early stages. Moldova has 
introduced concepts of cluster development, laying the foundation for identification of 
the basic elements for cluster development. However, as pointed out by experts, the 
mechanisms behind the establishment of clusters are not clear. The main reasons for 
the insufficient development of the Moldovan industrial clusters include “low level of 
SMEs participation, lack of communications between local authorities and business, 
limited access to business information and insufficient support and absence of 
willingness to co-finance cluster infrastructure” (EaP, 2017).  

 
However, there are still several functioning emerging cluster initiatives. One of 

them is the Science and Technology Park “Elchim-Moldova”. It was created in 2013 
and involves ten partners – plants, academia and research institutes, and government 
agencies. Another project was an Innovation and Educational “InnoCluster”, 
established in 2012. It was built by the Association of Entrepreneurs, Chamber of 



49 
 

Commerce, educational institutions, and technical NGOs, and was based on the 
platform of one of the state universities.  

 
(f) Ukraine 

 “Podillia Pershiy” was the first ever official cluster in the Western Ukraine, set 
up in 1998. The idea of creating this cluster was to have it built with multiple 
specializations (in clothing, building materials and agricultural sectors). In 2008, the 
Ministry of Economy introduced the Concept of Creation of Clusters in Ukraine, which 
further evolved into a National Strategy for Formation and Development of Cross-
Border Clusters in 2009. They were the first documents on cluster policy in the 
Ukraine.  

 
These documents identified the prospects of implementation of the cluster 

approach, highlighted the advantages of production and manufacturing within clusters 
and defined the conceptual basis of clusters. The Concept proposed to distinguish 
pbetween four types of clusters: production clusters (especially in auto, aircraft and 
shipyard sectors), innovation and technological clusters (geographically localized 
companies, linked by innovation product value chains), tourism clusters and transport 
and logistics clusters.  

In the period 2012-2015, recognizing the limited investment opportunities and 
low industrial potential, regional state administrations proposed special programmes 
of economic and social development for the period 2013-2020. According to research, 
around 50 effective cluster and emerging cluster structures were operational in 
different regions and industries of the Ukraine in the period 2012-2014. However, 
some of these “clusters are ‘self-proclaimed’ and they have not demonstrated visible 
results in the past”. 

 
This research suggests that clusters in the Ukraine to some extent face similar 

problems as in Kyrgyzstan: poor national legislation, with few institutions supporting 
cluster activities. There is no legal definition of a "cluster" in the Ukraine and specialists 
insist that the Government should adopt the concept of cluster policy at all levels. The 
unwillingness of SMEs to pool resources within larger production organizations and 
lack of experience of existing clusters in the Ukraine in establishing cooperation 
between the cluster participants are issues that need to be addressed.  

 
(g) Russian Federation 

There are 118 clusters and emerging cluster initiatives in the Russian 
Federation, out of which 87 are at the beginning of development. Cluster initiatives 
employ around 1.5 million people. The Government introduced a cluster approach in 
national policy and developed requirements for industrial clusters and methodological 
recommendations for cluster policy. Overall, there are a number of regulations and 
development programmes at the federal level supporting cluster initiatives.  
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Starting from 2010, the Ministry of Economic Development of the Russian 

Federation has provided federal subsidies for establishing centers for cluster 
development. The centers provide a variety of consultancy services to emerging 
cluster initiatives. Centers are established in 28 regions supporting 65 clusters. Around 
70% of subsidies are targeted to finance innovative and education infrastructure of 
clusters. 
 
(h) Kazakhstan 

Kazakhstan attempted to introduce a cluster policy at the national level in the 
early 2010s. The State Programme for Industrial and Innovative Development for 
2010-2014 introduced clusters as a basis for further economic development and 
development of the manufacturing industry. The Programme was further prolonged 
until 2019. The Programme outlines measures for the development of institutions, 
infrastructure and identifies effective mechanisms of state support. In 2017, the 
Government launched a pilot project jointly with the World bank for competition-based 
selection of six cluster initiatives. It is too soon to assess the results of the projects.  

 
The analysis of the emerging cluster initiatives in post-Soviet countries allows 

for distinguishing common development patterns of clusters. Clusters in all countries 
are in an early development process. Compared to world best practices, there are no 
well-functioning clusters in the countries, but many emerging cluster initiatives exist. 
Except for Belarus and Moldova, countries have not introduced a cluster approach into 
their national policies which is essential for promoting cluster initiatives. All countries 
are introducing legislation aimed at supporting SMEs, creating a favourable business 
environment and facilitating access to finance. The main problems that are faced by 
countries in cluster development are lack of demand assessment, miscommunication 
with stakeholders, and lack of business willingness to co-finance cluster initiatives. 

4.6. Recommendations for introducing a cluster approach in Kyrgyzstan 

This section outlines basic measures for introducing a cluster approach in 
Kyrgyzstan. The recommendations are based on globally adopted practices and 
methodology21, as well as on the review of the emerging cluster initiatives in CIS 
countries.  
Recommendation 1. Making the cluster approach a national priority and 
providing the legal basis for it. 
 

                                                

21 Recommendations are based on the literature review: World Bank, 2009; Maxwell Stamp, 2013; Pietrobelli, 
2004, UNIDO, 2001; and APEC, 2005. 
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The Concept of Regional Policy of the Kyrgyz Republic for 2018-2022 is a good 
starting point. However, it is necessary to recognize the importance of cluster 
development at the national level by adopting a law on clusters, which will be setting 
the legal ground for promotion of cluster initiatives.  

Recommendation 1.1. Create a working group of government representatives, 
business associations and other relevant stakeholders to review the existing Draft Law 
on Clusters.  

Recommendation 1.2.  Design a methodology for cluster development based 
on a demand-driven approach. 

Article 4, point 1 of the Draft Law stipulates that Identification of cluster is 
conducted in accordance with the Methodology, approved by the Government of the 
Kyrgyz Republic. However, as yet there is no methodology for identification of clusters. 
Such a methodology needs to be developed and approved by the Government as 
soon as possible. The working group should take up this issue as a priority. There is 
no detailed market research to support the prioritization of particular industries or 
clusters. Adopting a demand-driven approach means that specific cluster initiatives 
will emerge from appropriate market research. 

 
The methodology is aimed at understanding (a) the linkages between potential 

clusters, industries and companies, and (b) their contribution to the economy, 
including productivity growth, employment, development of export and national 
production. It is recommended to develop a methodology for mapping clusters, which 
will outline at least four critical steps based on which the clusters in Kyrgyzstan should 
be identified. 

1. Product segmentation – identification of products that have comparative 
advantages, export potential and have notable market share, i.e. a proper 
demand assessment. This shall include a SWOT analysis, analysis of 
externalities and value chains. 

2. Analysis of possible stakeholders – identification of all stakeholders who 
will be contributing to a specific cluster. This includes, but is not limited to, 
business companies, government authorities, financial institutions, 
educational institutions, associations, non-governmental organizations, etc. 
Is there a willingness from business to co-fund cluster initiatives? This step 
should also test whether cluster leaders are sufficiently receptive and 
committed, because their support for reform will be essential. Different 
government entities may sponsor or co-sponsor a cluster initiative on their 
own or in partnership with an international aid agency.  

3. Understanding linkages between stakeholders and industries. It is 
necessary to understand how separate producers and entities can form a 
cluster and become an inter-sectorial organism. What is the potential 
structure of a cluster and what justifies it to be called a cluster (and not a 
sector?). What is the scope of geographical proximity or, if any, other 
linkages within a cluster?  
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4. Contribution to Kyrgyzstan’s economy. It is necessary to understand 
how the establishment of a specific cluster will provide positive spillovers to 
the economy. This can be assessed through measuring the number of 
employees, increase in wages, value added, among others. It is very 
important to understand if a regional cluster is strong enough to attract 
economic activities into specific region. 

Recommendation 1.3. Strictly define the legal status of the cluster and all 
the rights and responsibilities, including legal form, of a cluster association. 

Article 5 of the Draft Law on activities of cluster association stipulates that 
Cluster association is a registered association of legal and physical entities, 
implementing activities as a self-regulatory organization in accordance with the current 
law. However, there is no definition of the form of legal entity in the Law. There can be 
a number of different legal entities, by which a cluster can be registered – industrial 
association, holding etc. If a new legal form is introduced, i.e. a cluster association, 
then this must be introduced in all supplementary legislation. It is necessary to strictly 
define all the rights and responsibilities of such legal entity in all supplementary 
legislation. The definition of the cluster’s legal status is extremely important. This will 
define other laws, which will regulate activities within a cluster. All of this legislation 
shall be reviewed to introduce corresponding amendments.  

 
Recommendation 1.4. Explicitly define rules and standards of the cluster, 

incorporating international standards for product certification.  
Article 5, point of the Draft Law stipulates that self-regulation within the cluster 

is implemented in accordance with the standards and rules, established by the 
cluster’s association, which are mandatory to be followed by all its members. However, 
the rules and standards of the clusters are not defined. This should be drafted 
explicitly. Furthermore, it is necessary to include international standards for product 
certification in order to ensure the compliance of cluster’s products with international 
standards for export purposes.   
 
Recommendation 2. Develop and introduce a strategic document on clusters 
which contains a Programme and Action plan to support cluster development. 
 

Recommendation 2.1. The established working group of government 
representatives, business associations and other relevant stakeholders can draft the 
Programme and the Action Plan. The necessity to develop a programme is outlined in 
the Draft Law of Clusters in article 4, point 3. The Programme should be intersectoral 
and it should be accompanied by an Action Plan and monitoring and evaluation matrix 
with detailed responsibilities of all stakeholders. 

Recommendation 2.2. Introduce effective public-private partnership 
initiatives into the Programme. This includes public investment in transport, logistics 
and ICT infrastructure; public investment in innovations, attracting FDI in clusters, and 
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state guarantees for financing cluster projects. It should be noted that a State 
Guarantee Fund can become a good platform for financing cluster projects.  

Recommendation 2.3. Introduce mechanisms aimed at providing targeted 
support of clusters into the Programme. This shall include, but not limited to:  

 Cluster development strategies at the regional level. 

 Development of mechanisms of target support by providing subsidies to SMEs 
to participate in international fairs aimed at promotion of national production, 
covering costs associated with certification, registration and other compliance 
requirements, costs associated with introduction of innovation, digitalization 
and technology (for example, provide access to software for logistics, audit 
etc.), consultations.  

 Establishment of an export consortium aimed at the development of joint 
marketing, promotion and research strategies. 

Recommendation 3. Introduce and identify “cluster brokers” and develop 
cluster support centers in targeted regions 
 

A cluster broker is an institution which provides technical assistance for cluster 
development 

A cluster broker assumes to provide the following services: 

 Assess the potential of the cluster.  

 Serve and help local participants to define and implement action plans 
depending on their needs and strategic opportunities. 

 Sensitize and connect cluster actors. At the early stage of CEI, cluster brokers 
concentrate on short-term strategies involving smaller groups of enterprises 
and institutions. As cluster development proceeds and a broader vision for the 
cluster starts to emerge, activities increasingly focus on a larger group of local 
actors and on longer-term issues. 

 Provide consultancy work for entrepreneurs to help them lower costs and kick-
start joint initiatives, including (a) promotional and motivational activities of 
potential network partners; (b) assistance in strategic planning of network 
activities; (c) pilot projects (usually short-term activities to promote trust); (d) 
strategic projects (longer-term and of more strategic nature).  

 Perform cluster diagnostics studies. 

 Conduct trainings for entrepreneurs and local authorities. 

It is necessary to analyze and identify the potential of different institutions to 
become a cluster broker in Kyrgyzstan. There are a number of institutions which can 
assume a cluster brokering role. It can be a public sector agency, SME development 
agency, business-association or NGO. Cluster support centers can become regional 
divisions of the cluster broker. 

 
Recommendation 4. Launch an information portal on clusters 
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The information portal should accumulate all information related to cluster 
emerging initiatives and legislation, as well as provide online consulting services. The 
portal should collect all the data about clusters, their performance, activities, and 
outputs.  
 
Recommendation 5. Introduce appropriate amendments to the Tax Code in 
support of clusters 
 

Recommendation 5.1. Introduce a separate chapter on clusters into the Tax 
Code regulating the cluster’s tax obligations and exemptions. According to the Draft 
Law on Clusters, members of cluster associations are subject to tax deductions when 
they finance investment in infrastructure (article 6, point 6). This should be included in 
the Tax code.  

  
Recommendation 5.2. Consider introducing other incentive measures for 

cluster members. 
 
Recommendation 6. Introduce a system of continuous training through 
cooperation with universities 
 

Develop a national training programme and establish training centers in order 
to attract universities and institutes to clusters, organize workshops, practices and 
provide a match among a cluster’s entrepreneurs and students.  
 
Recommendation 7. Review the existing legislation on clusters 

There are a number of legislative acts that somehow mention the establishment 
of clusters. However, some of them have expired, not relevant or do not provide 
linkages with the strategic documents. 
 

Launching a cluster is a long process. A proper preparation period for 
introducing a cluster approach to development is very important. It is important to keep 
in mind that the Government’s role is more that of a catalyst, providing a productive 
business environment overall and ensuring a solid legal basis for cluster development. 
In terms of financial support, clusters should be prioritized with proper focus. In other 
words, the Government must focus on the most “enthusiastic” clusters which have 
strong competitive advantages and export potential. The ski cluster was a good 
example of such a priority. However, lack of communication in government, lack of 
detailed action plans, the absence of sustainable sources of finance and many 
institutional problems did not allow for the effective implementation of this initiative.  

 
Another important component of SME and cluster development is the 

establishment of trade logistics centers (TLCs). It is expected that the logistic centers 
will subsequently be integrated into logistic chains and will perform transport functions 
for economic clusters, thus reducing transportation costs and boosting overall 
productivity of businesses. The next chapter discusses policies for TLCs development 
in Kyrgyzstan and offers recommendations for increasing the effectiveness of the 
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existing logistics centers and making them compliant with international logistics 
standards.  
 

5. DEVELOPMENT OF TRADE LOGISTICS CENTRES 

5.1. Introduction 

A logistics centre is a hub in a specific area where all the activities relating to 
transport, logistics and goods distribution – both for national and international transit 
– are carried out on a commercial basis by various operators. According to the 
international definition (Europlatforms, 2004), a logistics center must be equipped with 
all the public facilities necessary to carry out the above-mentioned operations. In order 
to encourage intermodal transport for goods handling, a logistics center should 
preferably be served by a variety of transport modes (roads, rail, air). Furthermore, it 
must comply with international standards and quality performance in order to provide 
the framework for commercial and sustainable transport solutions. 

The logistics centre concept is based on three important elements, including 
territorial planning, transport quality and intermodal development. The internationally 
recognized logistics center is aimed at generating transport system effects, such as 
optimization of the logistics chain and warehouse utilization, decrease in the total 
transport and industrial costs, decrease in personnel costs with simultaneous increase 
of the transport operations turnover.  

The development of international trade logistics centers (TLCs) in Kyrgyzstan 
has become very important for the country, since it may help at resolving many 
problems related to its remoteness, land-locked geographical position and limited 
access to transport corridors.  

Yet market access is only one of the problems. Kyrgyzstan suffers from weak 
border infrastructure for processing and clearing shipments as they cross the border. 
There is no adequate domestic infrastructure for moving goods to and from the border 
and, as a result, vehicles are often not used, maintained or scrapped properly – 
resulting in higher fuel consumption, higher pollution and greater costs both to freight 
owners (through higher carriage rates), and to society through higher rates of pollution, 
traffic and other external costs (Earley, 2018). 

Most problems in trade today are associated with the sale of agricultural 
products. Currently, sale of agricultural products is conducted spontaneously in small 
and medium-sized markets with no sanitary and veterinary analysis of product quality. 
Most of the warehouses for storage are used on a seasonal basis, predominantly for 
3 to 4 months a year, while in other seasons they are not being utilized. This restricts 
the incentives for private companies to invest in the construction of warehouses. 
Furthermore, existing warehouses provide services only for storage, but no 
transportation and logistics services and market demand analysis. This limits the 
potential of developing international trade, since farmers and producers still lack 
access to transport routes, domestic and international markets.  
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Access to high quality transport is an essential feature of international TLCs. 
The establishment of TLCs allows companies, especially SMEs, to follow better 
inventory management, efficient packing and processing, protect against price 
fluctuations and improve risk management. It is estimated that with the right storage, 
optimal distribution and centralized customs clearance, the export costs of Kyrgyz 
agricultural production might decline on average by 30-50% (Agroforum, 2013). Given 
the high volume of perishable agricultural products, losses of which amount up to 40%, 
construction of international TLCs might decrease these losses to 10-15% of the total 
production.  

5.2. Government policy for TLCs development 

The first notion of TLCs at the national level appeared during the 
implementation of the National Strategy for Sustainable Development for 2013-2017. 
In 2015, the Government adopted a government decree on “approval of general 
directions for creation and development of the trade logistics centers in the Kyrgyz 
Republic”. In accordance with this decree, the Concept for Creation of Trade Logistics 
Centers for 2015-2017 was drafted. 

The Concept aimed to build at least 6 international trade logistics centers during 
the period 2015-2017 (see table 6). 

Table 6. Projected construction of the TLCs as proclaimed in the Concept 2015-2017 

Project 1 TLCs in Bishkek city and Osh city  

Responsible entity Ministry of Transport and Communication 

Budget 30,000,000 USD  

Description 

Within the EAEU 

Project TRASEKA on construction of International 
TLCs in central Asia  

TLC in Bishkek city – 2020 

TLC in Osh – 2016  

Project 2 TLC at cross border point “Torugart” 

Responsible entity Ministry of economy 

Description 
TLC next to Naryn city, aimed at accumulating import 
from China and agricultural export (for example milk 
and meat products to Kazakhstan and Russia) 

Status as of 2014  
Draft project for construction of TLC is being 
developed  

Value 10 500 000 USD 

Sources of financing undefined 
Project 3 TLC at cross border point “Irkeshtam” 
Responsible entity Ministry of economy 

Description 
A decision made to allocate territory for TLC 
construction 
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TLC will be accumulating import from China and 
export to Central Asia  

Status as of 2014 The draft project is ready 

Value:  undefined 

Sources of financing undefined 

Project 4 
Transport corridor Europe – Caucasus – Asia 
(TRASEKA) 

Investor/donor European Union 

Description 
International TLC at Osh city (at border with 
Uzbekistan) 

Project 5 TLC at Kochkor village 

Responsible entity  
Kochkor local authorities, association of Kochkor 
producers  

Investor/donor Undefined 

Description 
TLC for storing, sorting and packing of potatoes and 
meat to further transport to TLC in Bishkek city 

Value 550 000 USD 

Sources of financing 12% from business, other – undefined  

Status as of 2014  20% (draft project is being developed) 

Project 6 TLC next to cross border zone Kordai  

Responsible entity 
Joint venture of Kazakhstan and Kyrgyzstan for 
agricultural food processing for facilitating export to 
Kazakhstan 

Investor/donor Undefined 

Description 
TLC will be accumulating vegetables and fruits for 
storing and packing and further export to the west 
regions of Kazakhstan  

Source: Concept for Creation of Trade Logistics Centers for 2015-2017 
 

As a result of the Concept’s implementation, however, most logistics centers 
that were built are mainly local, and most of them perform functions of warehouses, 
not logistics centers. According to the information of the Ministry of Economy, there 
are 12 facilities which are referred to as trade logistics centers in Kyrgyzstan. Three of 
them are closed, and two are under final stage of construction (table 7).  

Table 7. Trade logistics centers, as reported by the government 

Name and legal form Functions Investments Capacity 

Chui region 

LLC “AgroproductAsia” Storage and processing 
of agricultural products 

125 million KGS 30 employees, 3,500 
tonnes 

LLC 
“KyrgyzCenterProduct” 

Storage and packaging 
of vegetables 

2.3 million USD as a credit line 
from KRDF 

18 employees, 4,200 
tonnes 

Logistics center in 
Kemin district 

Storage, quality control 
of crop products 

Funded by FAO UN and SIFI 
(Russian Federation) 

Investment 110,000 USD 

Square of the 
warehouses – 270 m2 

5 employees 
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LLC “KyrgyzLogistics” Warehouse - Closed. No demand 

State company “Milan” 

 

Transportation and 
logistics, storage 

- Closed temporarily (9 
employees) 

LLC “UNILAB”  - - Closed 

Batken region 

Logistic center 
“Agrohorizont” 

Storage Funded by USAID  
Investment: 9 million KGS 

Operating seasonally, 
400 tonnes 

Jalal-Abad region 

Individual 
entrepreneur “Y. 
Namazbekov”          

Storage and 
greenhouse production 

Private investment 
Applied for credit line of the 
KRDF of 2.5 million USD 

1,000 tonnes, 5 
employees 

Individual 
entrepreneur 
“Rustambek” 

Storage 13.6 million KGS as a credit line 
from KRDF 

1,000 tonnes, 10 
employees 

Individual 
entrepreneur  “Z. 
Tolubaev” 

Storage of fruits and 
vegetables 

Own investments: 2.2 million 
KGS 

200 tonnes, 2 
employees 

Cooperative 
“Agrogroup”     

Storage of vegetables Investment: 10 million EUR Not operating, at the 
final stage of 
construction, 1,000 
tones 

Issyk-Kul region 

LLC “Oberon” Storage of fruits 
 

Investment: 222.4 million KGS 2,400 tonnes, 30 
employees 

Naryn region 

PA “Family potatoes” 
Production and storage 
of potatoes 

Investment: 10 million KGS 
 

2,200 tonnes, 12 
employees 

Osh region 

Individual 
entrepreneur “A. 
Anarov” 

Storage of fruits and 
vegetables 

Private investment: 2.7 million 
KGS 

500 tones 

Trade logistics center 
Storage Private investment: 8.5 million 

KGS 
1,300 tones 

LLC “Turan group” 
Storage, processing, 
packaging and drying of 
vegetables and fruits 

Private investment: 0.8 million 
USD 

Not operating, final 
stage of construction 

Talas region 

Trade logistics center 

Storage of fruits and 
berries  

 

Talas region development fund 
1,569 million KGS 

 

200 tonnes, 15 
employees  

Operating mainly 
seasonally 

Source: Author’s summary based on data of the Ministry of Economy. 

As can be seen from table 7, storage is the main function of the centers. Only 
few of them reported that they do processing and packaging and none of them are 
providing transportation and logistics services.  
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In addition to the TLCs there are 215 vegetable storehouses – 106 in Chui 
region, 14 in Osh region, 38 in Issyk-kul region, 12 in Talas region, 26 in Batken region, 
4 in Naryn region and 15 in Djalal-Abad region. 

In 2018, the Government drafted a new programme for the development of 
TLCs in the country – Programme for Creation and Development of Trade Logistic 
Centers for Agricultural Production for 2019-2023. This Programme is currently in the 
process of negotiation among ministries and other government bodies. The 
Programme states that the establishment of TLCs will allow farmers to reduce their 
costs associated with storage, distribution and transportation of their products. The 
expected costs reduction is approximated at the level of 30-50%.  

In 2018, new amendments to the Tax Code were introduced which give benefits 
to TLCs. Employees of agricultural TLCs are subject to a fixed amount of income tax, 
which is identified in accordance with the minimum income. Agricultural TLCs are 
exempted from VAT payment for importing fixed assets, and profit tax.  

The Government conducted a pilot project to introduce warehouse receipts as 
a form of collateral. Within this pilot, commercial banks agreed to use the warehouse 
receipts, which state that a farmer has a certain amount of agricultural commodities 
stored in a warehouse, as a collateral for a loan. As of March 2018, the President 
signed a Law on “Warehouses and Warehouse Receipts”, establishing a legal ground 
for introduction this type of collateral.  

By the end of 2023, the Government expects to establish 11 TLCs, including 2 
each in the Chui, Batken, Djalal-Abad and Osh regions, and 1 each in the Talas, Issyk-
Kul and Naryn regions. In addition, it plans to build 250 vegetable and fruit storehouses 
(equipped with refrigerators) in order to store 500 tonnes of production each. The 
Government hopes that the programme will attract investors for the construction of the 
TLCs and is considering the possibility to provide cheap loans. At least two TLCs are 
planned to be built with external investment. By the year 2023, the Government plans 
to construct phytosanitary laboratories based on public-private partnership. 

The new programme of TLCs development was drafted at the same time when 
the Export Development Programme was finally adopted. In December 2018, the 
Government approved the Programme for Export Development in the Kyrgyz Republic 
for the period 2019-2022. The Programme focuses on four priority sectors, which are 
dominated by the small and medium enterprises:  

1. textile sector;  

2. milk processing sector;  

3. fruits and vegetables processing;  

4. “green” and innovative construction of devices and machines.  

The Programme underlines a number of concrete measures to facilitate the 
development of exports, including improved access to finance, construction of 
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certification laboratories, development of trade logistic services, building of plants, and 
creation of multiple digital databases for exporters. 

There are also other programme documents which include measures for the 
development of TLCs in Kyrgyzstan such as the Concept for Regional Policy 
Development, and the Programme for Development of Food and Processing Industry. 
These documents outline basic directions for the development of the respective 
industries or areas accompanied by action plans. All of them have special actions and 
targets for building TLCs in different regions of the country. 

An analysis of the above programme documents revealed a lack of intersectoral 
linkages and differences in goals. In particular: 

1. Programmes have different periods of implementation, and as a result, a 
number of measures for building TLCs do not coincide with each other. 

2. Programmes have different implementation agencies for the same projects. 
For example, building a TLC in the Naryn region is included both in the 
action plan of the Concept for Development of the Regional Policy and in 
the Programme for TLC Development. Meanwhile, the Ministry of 
Agriculture is not assigned as the main stakeholder and implementer of this 
project. 

3. Basically, programmes proclaim the same objectives, i.e. the development 
of logistics and transport and the creation of TLCs, but some of them 
underline that up to 2023 the Government should identify the land for TLC 
construction, while others assume construction to be finished by that year.   

4. Places (regional locations) for construction of the planned TLCs are 
different. Within the Concept for Regional Policy Development, which is 
higher in the hierarchy of government programmes, it is intended to build 11 
TLCs in all the country’s regions. In the other three documents, the number 
of locations are either not mentioned at all, or different locations are 
proposed. Furthermore, the Programme for Development of Food and 
Processing Industry 2017-2021 actually implies that the construction of 
some of the TLCs would have to be finished by 2018 already. 

Table 8 summarizes the differences in terms of proposed TLCs between the 
Concept for Regional Policy Development and other programmes. 

Table 8. Discrepancies in national policy for TLCs 

 Concept for Regional 
Policy Development 

Programme for 
Development of 

TLCs for 
Agricultural 
Production  

Programme for 
Export 

Development 

Programme for 
Development of 

Food and 
Processing 

Industry 
Period 2018-2022 2019-2023 2019-2022 2017-2021 
Implementation 
agency 

Ministries and 
government agencies 

Ministry of 
Agriculture 

Ministries and 
government 

agencies 

Ministry of 
Agriculture 

Construction of 
TLCs 

11 TLCs: 
Chui region – 2 

11 TLCs 
 

None Approx. 5-6 
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Talas region – 2 
Batken region – 2 
Jalal-Abad – 3 
Osh – 2 
Naryn – 1 
Note: the program 
underlines the 
construction of 11 
TLCs, while Action 
plan lists 12 

Note: locations are 
different from the 
Concept – only 2 
are proposed in 
Jalal-Abad and 1 
additional in Issyk-
Kul region 

Note: for those 
locations that 
mentioned, the 
locations in Chui 
region are 
different from the 
Concept, as well 
as 1 additional in 
Issyk-Kul oblast 
 

International 
TLC 

Construction of 
Industrial logistics hub 
in At-Bashi district of 
Naryn region 
 
Year to finish: 2022 
 

None Construction of 
trade-logistics 
center as a hub 
for EAEU based 
on FEZ Naryn 
Year to finish: 
2021 
Note: location is 
completely 
different, as well 
as principle – 
they are planning 
to construct it in 
the free-
economic zone, 
which is operated 
by its own 
legislation 

Construction of 
logistics center in 
At-Bashi district 
(in airport) 
 
Note: not clear 
Year to finish: 
2018 
 

Source: Author’s analysis based on program documents  

5.3. Problems and challenges encountered in TLCs development 

With regard to TLC development in Kyrgyzstan, a number of problems and 
challenges can be summarized as follows: 

(a) Lack of conceptual view among decision-makers  

Analysis of the national policy revealed discrepancies in programme 
documents, absence of effective PPP mechanisms for managing logistics processes, 
and insufficient definitions, roles and functions of the TLCs.  

For example, the current programme for TLC development contains only two 
short definitions – broad definitions of the TLC and price disparities. There are no 
methodological notes for the effective functioning of the TLCs. Furthermore, current 
legislation outlines the development of TLCs only in the agricultural sector.  

(b) Lack of long-term initiatives 

The first programme was very ambitious but was only drafted for 2 years. The 
current programme is for 4 years, but given the current situation with TLC 
development, this time is sufficient for developing only the legislation base, while the 
development of TLCs itself is a much longer process.  

(c) Absence of information, demand analysis and forecasts 
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Most initiatives to construct TLCs are implemented without detailed demand 
assessment. They do not take into account forecasts of production flows, estimates of 
financial flows, and potential demand for certain production volumes. As a result, many 
of the TLCs closed, because there was no demand for their products.  

Furthermore, there is no effective monitoring system of TLCs initiatives, the 
number of warehouses, indicators of their financial performance etc. National statistics 
do not even provide a general overview of the situation in this sector.  

(d) Lack of business plans to attract private investments 

The programmes do not outline the sources of financing of TLCs and their 
infrastructure. They do not provide measures and description of incentives for co-
financing of TLCs and supplementary initiatives.  

(e) Lack of state support at the regional level 

There are no regional programmes for developing TLCs and government at 
regional level is not engaged in the development of TLCs in their respective regions. 
Research shows that most TLCs are unprofitable while almost none of the 
entrepreneurs are receiving regional support. As shown in table 7, most centers, for 
which information is available, are financed either by their own investments and credit 
line or funded by international donors. The amount of investments in TLCs’ 
construction depend on the size and sources of financing. Mainly, the size of 
entrepreneurs’ own investments is significantly less than the amount made available 
by international donors.  

(f) Administrative barriers 

Although the Tax Code provides tax preferences for agricultural TLCs, many of 
the TLCs operate on the basis of the ‘patent’ system (see table 7).  Furthermore, 
research shows that many entrepreneurs do not pay social contributions and almost 
all seasonal workers do not pay any taxes at all (CAI Consulting, 2016). 

The ‘patent’ taxation system is not effective for TLCs, since it is permitted only 
for those entrepreneurs whose turnover does not exceed the VAT registration 
threshold. For well-operating TLCs the amount of turnover must be significantly higher. 
Furthermore, the ‘patent’ system restricts attraction of additional finance (see chapter 
6 for a broader analysis of the ‘patent’ system).  

However, entrepreneurs still prefer to register as an individual entrepreneur, 
because the process is easier than registration as a legal entity, the process of tax 
administration is less burdensome, and the rate of social contributions is significantly 
lower.   

5.4. Recommendations for TLC development 

Recommendation 1. Revise the Programme for Creation and Development of 
Trade Logistic Centers for agricultural production for 2019-2023 and turn it into a 
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national programme for the development of TLCs in various sectors, not just 
agriculture. 

While the Government attempted to introduce such a programme in 2015, the 
responsible entity was the Ministry of Agriculture, which limited the scope of the 
program. Operations of TLCs are not limited to agricultural production only. While 
today most emerging TLCs targeted agricultural production, research suggests that 
there are centers which already store and distribute products of industry, such as 
houseware and other consumer goods.   

The programme must be intersectoral while responsible agencies should not 
be limited to the Ministry of Agriculture and should at least include the Ministry of 
Economy.  

The programme should include the main measures for the development of 
TLCs, including a logistics map of Kyrgyzstan, and should provide a clear methodology 
for such development.  

Recommendation 2. Introduce definitions and criteria of TLCs and make 
distinctions between international, regional and local TLCs in accordance with their 
functions. 

An international TLC is located near the border, next to the airport or any 
transport node (rail or road). An international TLC accumulates production from 
regional and local TLCs. International TLCs must be equipped with refrigerators and 
other relevant infrastructure. The international center should provide logistics and 
transport services, parking, hotels, catering etc. The main purpose of the TLC is export 
of goods.  

A regional TLC is aimed at accumulating production from local centers. It must 
be located in or near an economically developed city and near main markets. A local 
TLC is located in the district of production and is mainly aimed at storage, sorting and 
packaging of products. The local center is aimed at supplying products to the regional 
centers, depending on their export direction.  

Definitions of TLCs should take into account certain criteria which define TLCs 
and which should be reflected in the concept document: 

 Significant number of supplies to both domestic and international markets; 

 High demand for products; 

 Willingness of producers, farmers and entrepreneurs and other TLCs clients 
to pay for transportation, logistics and information; 

 Quality transport infrastructure and access to transport corridors;  

 Trained TLC staff, especially in the area of business development, logistics 
and market analysis. 

Recommendation 3. Specify the key elements of a TLC structure. 
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Unlike existing TLCs in Kyrgyzstan, which mainly perform functions of storage 
and packaging, well-operating TLCs are complex facilities, performing a number of 
specific functions. The structure of a TLC must include the following key elements: 

 Warehousing, including processing facilities, refrigerators, freezers, cross-
docking etc. 

 Transportation facilities that meet international standards. 

 Administration. TLC must have an administration office, including an 
analytical and research department. The analytical and research 
department is one of the most important elements of the TLC. The 
department will conduct demand assessment, maintain financial and 
resource flows, analyzes and optimizes transport routes, and manages 
automatization of distribution processes.  

 Certifications laboratories, which are an essential component of 
international TLCs and necessary for exports.  

 Automatization of logistics services, at least in an international TLC. It is 
necessary to train specialists to operate a variety of software (MRP-1, 
MRP-2, KANBAN, JIT, SDP, DDT, etc.)  and to apply IT technologies.  

The development of methodological notes outlining key elements shall be 
approved by the Government and distributed among all relevant stakeholders, 
entrepreneurs, investors and local authorities.   

Recommendation 4. Develop State Logistics Standards 

The state logistics standards establish all definitions related to logistics which 
are used the country. The logistics standards should incorporate all the definitions 
regarding the trade logistic centers derived in the methodological notes. 

Recommendation 5. Develop concrete schemes for state support of priority 
TLCs, including: 

 Proper regulation of land distribution and construction monitoring; 

 Support from state agency for investment promotion to assist in attracting 
investors; 

 Reduction of administrative barriers: introduction of one-stop shop approach for 
investors and TLCs’ clients; 

 Promotion of warehouse receipts as an efficient source for financing and 
collateral for loans; 

 Subsidies and tax preferences in accordance with international law, including a 
review of the taxation system of TLCs. 

 Development of SMEs support entities to link them with regional TLCs. Such 
entities can be established with close cooperation of regional business-
associations (for example, business-association “JIA” has such centers for 
SMEs support in Osh, Jalal-Abad and Batken regions) and regional divisions of 
the Chamber of Commerce. 
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 Development of training programmes for SMEs aimed at training them on the 
integrating and important role that logistics plays in business; on how to 
undertake business planning with powerful logistic strategies and efficient 
process management. Regional TLCs can become platforms for conducting 
trainings. 

Recommendation 6. Amend the Law on Private-public Partnership by 
introducing a system of guarantees for private investors.  

Recommendation 7. Revise all national programme documents in order to 
ensure consistency among them and effective multi-sectoral communication and 
exclusion of discrepancies.  

6. REGISTRATION, LICENSING AND TAXATION of SMEs 
6.1 Introduction 

As discussed in Chapter 2, Kyrgyzstan has made efforts to create a favourable 
business environment. Most business reforms were introduced and implemented 
during the period 2000-2010, when the country experienced an uplift in the 
development of small and medium entrepreneurship. Among other reforms, the 
Government focused on reducing administrative barriers and reforming taxation and 
registration systems.  

In 2007, the President established the Investment Council under the direction 
of his office, which was further transformed into the Business Development and 
Investments Council under the Government of the Kyrgyz Republic.  Its purpose is to 
improve the investment climate and business environment by promoting dialogue 
between the State and the business community. In his address to the Kyrgyz 
parliament and the Government, the President highlighted the need for an economic 
transition from consumption to investment. The Government then launched the “100 
days of reforms” aimed at the reduction of red-tape and administrative barriers in doing 
business. A comprehensive package of laws and regulations aimed at streamlining 
inspections, freeing up the licensing and regulatory system, reducing export and 
import procedures, and simplifying the procedures for business start-up was adopted. 
Among the basic reforms were reduction of the number of taxes from 16 to 8 (6 state 
and 2 local), reduction of the number of regulatory authorities from 21 to 12, and 
reduction of number of licenses from 500 to 101. The new Tax Code was drafted with 
the express purpose of easing the tax burden and significantly improving the quality 
of tax administration. 

Other measures were introduced to improve the business environment. New 
amendments to the following legislation were made: Law on State support of SMEs 
(2015, 2017), On Inspections of SMEs (2011, 2017), On Protection of entrepreneurs’ 
rights (2013, 2017), On Guarantee funds (2017), On Competition (2013, 2017), On 
Natural Monopolies (2014, 2017).  

  A number of State strategic programmes were adopted, i.e. the Programme 
for Development of Public-Private Partnership in the Kyrgyz Republic for the period 
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2016-2021, the Programme for Development of the Private Sector in the Kyrgyz 
Republic for the period 2015-2017, the National Programme for Implementing the 
National Sustainable Development Strategy until 2040. 

6.2. Registration of business 

Kyrgyz legislation provides three forms for starting a business: (1) registering 
as a legal entity; (2) registering as an individual entrepreneur without forming a legal 
entity; and (3) performing economic activities based on a mandatory ‘patent’.  

 In 2008, the country introduced registration at the One Stop Shop. 
Entrepreneurs willing to register their businesses are able to do so at the Ministry of 
Justice simultaneously with registration at the Tax Service, Social fund and statistical 
agencies. This reform was a huge step towards simplification of the business 
registration procedures, which was reflected at the starting a business sub-ranking of 
the World Bank’s Doing business survey (figure 14).  

Figure 14. Kyrgyzstan’s position in DB starting a business sub-ranking 

 

Source: World Bank “Doing business” reports for corresponding years. 

Eventually the number of procedures to register a business was reduced to two 
in 2015. The first procedure involves the entrepreneur’s registration at the Ministry of 
Justice by providing the following documents: 

 application for the company incorporation;  

 joint decision/resolution of 5 owners/founders to create a company;  

 a copy of certificate of registration of the founder (if the founder is a 
domestic legal entity);  

 a copy of passport of owners/ founders (if the founder is an individual);  

 a copy of passport of company director;  

 power of attorney to founder's representative (if application is not filed by 
one of the founders).  
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The second procedure is to obtain permission to make a seal (which is optional 
according to the presidential law). 

However, research suggests that gaps in legislation have led to the fact that 
the One Stop Shop principle has not been implemented fully. After obtaining 
registration at the Ministry of Justice, entrepreneurs are forced to visit the Tax Service 
and the Social Fund in person. This is clearly reflected in the worsening of the Doing 
Business’s sub-ranking – Kyrgyzstan’s position in starting a business deteriorated to 
35, the number of procedures increased from 2 to 4, and the number of days for 
starting a business rose from 8 to 10.22  

It can take up to three days to complete registration at the Tax Service. It is 
important to mention that almost all of the documents that have to be submitted to the 
Tax Service are similar to those presented during the first step (except for those that 
were obtained after registration at the Ministry of Justice). After that, entrepreneurs 
have to visit the Social Fund in person in order to obtain the Notification, which is 
required to pay future monthly social contributions. 

This leads to legislative conflict, because obtaining the State registration 
certificate is itself a proof of registration at the Ministry of justice, Tax Service, Social 
Fund and statistical agency. Furthermore, the Law on State Registration envisages 
that after the state registration is complete, there is no need to additionally register at 
the above-mentioned state agencies.  

Another issue in the legislation which create additional barriers for 
entrepreneurs and complicates the registration process is the requirement to present 
documents from the Tax Service and Social Fund when opening a bank account. This 
requirement is reflected in article 126, point 3 of the Tax Code. The State registration 
certificate contains all information necessary to open the account, therefore the 
requirement for additional documents is rather bureaucratic.  

6.3. Licensing 

Licensing and permits are regulated by the Law “On Licensing System in the 
Kyrgyz Republic” passed by the Parliament in 2013 and by the resolution on the 
licensing of certain types of activities approved by the Government in 2009. The 2013 
Law on licensing and permitting system was meant to become the final stage of 
reforms aimed at improving licensing procedures. According to the Law the number of 
required licenses and permits has been reduced from over 200 to 64 and 31 
respectively. The sectors that are subjected to licensing can be summarized as 
follows: energy and electricity, transportation and storage, telecommunications, 
construction, financial activities (microfinance, credit unions, pawnshops, insurance 
etc.), production of hazardous materials, alcohol, private education and private 
medical facilities, export and import of certain products.  

                                                
22 World Bank, Doing Business 2016. 
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There are no reliable data in open sources on the number of licenses issued to 
SMEs. The importance of licensing can be somehow estimated from the number of 
SMEs in different sectors (table 9). 

Table 9. SMEs and licensing requirements in various sectors 
 

Sector 

Percentage of 
small and 

medium-sized 
firms 

Individual 
entrepreneurs, % 

of employed 
population 

Subject to 
license 

Retail trade 26.3 37.4 no 
Science 11.8 60.4 not clear 
Construction 11.6 2.2 yes 
Manufacturing 11.5 9.5 no 
Real estate 7.5 44.9 no 
Transportation and 
storage 5.6 24.2 yes 
Administration 5.2 11 no 
Telecommunication 3.9 12.8 yes 
Agriculture 2.9 20.9 no 
Education 2.7 1.1 yes 
Financial intermediary 2.3 6.2 yes 
Hotels and restaurants 1.9 12.8 no 
Healthcare 1.9 3 yes 
Mining 1.5 3.9 yes 
Water supply 1.4 1.3 yes 
Other services 0.9 23 not clear 
Recreational activities 0.9 19.7 no 
Electricity 0.4 0.2 yes 

Source: author’s research based on the Law on Licensing and Small and medium enterprises in the 
Kyrgyz Republic in 2013-2017. Statistical publication. National Statistical committee.  
 

Most sectors that need licenses are concentrated in the bottom of the table. 
With respect to the top five sectors, in which shares of SMEs are high, only 
construction is subject to licensing. With that the share of individual entrepreneurs of 
the total employed population in the construction sector is slightly over 2%. Among 
other sectors, individual entrepreneurs in transportation and storage, as well as 
telecommunication, must obtain licenses. Given that 24.2% and 12.8% of the 
employed population are individual entrepreneurs in these sectors respectively, the 
challenges associated with obtaining licenses could have an impact on their 
productivity.    

Another important issue is the regulation of export and import of certain 
products through export and import licenses.  
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After Kyrgyzstan entered the EAEU, export and import licensing was regulated 
in accordance with the decision of the Eurasian Economic Commission on “Methods 
of Non-Tariff Regulation” issued in 2015. Based on this regulation, the Government 
published a unified list of goods to which the non-tariff regulation measures are applied 
when trading with countries outside the EAEU. This list contains a number of goods, 
the majority of which are forbidden to export to and import from third countries outside 
the EAEU. These include hazardous materials, weapons, polluting goods, drugs etc. 
Other goods, such as pesticides, medications etc. are subject to control and non-tariff 
regulations. Another important list contains agricultural goods, mainly meat and 
selected dairy products, which are restricted for import and are subject to import quota 
and requirement to obtain import license. 

 Despite the reforms, proclaimed by the above-mentioned Law on Licensing, 
the licensing and permitting system is still ineffective and the Law is not being fully 
implemented. The major problem is that the supplementary legislation has not been 
amended in accordance with the Law – there are many controversial regulations, 
collisions and contradictions in the current legislation.  

For example, besides the main law on licensing procedures are regulated by 
sectoral laws, international agreements and government resolutions. The sectoral 
laws – for instance, on veterinary, on transport, on protection of health of population 
etc. – have fixed their own procedures for issuing licenses. These laws identify the 
validity periods for licenses which are different from the main law; the order of revoking 
the licenses is different as well, and the licensing requirements contradict the law on 
licensing. Furthermore, there are no clear definitions of the licenses and permits and 
the process of issuing, extension and monitoring of them is not well defined. As a 
result, entrepreneurs face additional administrative barriers which lead to increasing 
time costs and creating opportunities for corruption.  

The Ministry of Economy is responsible to identify the gaps in legislation and 
draft a government resolution to amend the respective regulations. Since 2013, the 
Ministry proposed various amendments to the Law on Licensing and other documents 
regulating licenses and permits in 2015, 2016 and 2018. As of 2019, however, the 
conflicts and contradictions have not been resolved and more complex work is needed 
to finally enforce all the legislation.  

 

6.4. Taxation of SMEs and the patent system 

There are three approaches to taxation in Kyrgyzstan, from which 
entrepreneurs can choose in accordance with the scope of their activities and State 
registration (figure 15).  
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Figure 15. Taxation regimes in Kyrgyzstan

 
Source: Author’s review of the Tax Code of the Kyrgyz Republic. 

Under general taxation, entrepreneurs implement general registration 
procedures and pay business taxes without any exemptions – profit tax, sales tax, 
income tax, VAT. The simplified taxation regime is a voluntary regime which SMEs 
can follow if they satisfy the following requirements: the annual revenue value does 
not exceed the VAT registration limit and the SME is not a VAT payer. The right of the 
SMEs to use the simplified taxation regime is defined in accordance with their gross 
revenue (forecasted for new taxpayers). There are types of SMEs that are not allowed 
to use the simplified taxation regime, i.e. taxpayers based on the ‘patent’ system, 
SMEs in the financial sector, catering and resort and recreation sector, as well as 
SMEs who pay excise tax. The simplified taxation regime allows entrepreneurs to pay 
a lump-sum tax instead of profit and sales taxes.   

The “patent” system is a form of simplified taxation regime. Initially the “patent” 
system was introduced to support self-employed people, reduce poverty and facilitate 
transition of entrepreneurs to the formal sector. The patent system allows small firms 
and individual entrepreneurs to pay a lump-sum tax and social contributions instead 
of all taxes in accordance with the rates defined by the Government. The patent 
system can be voluntary or mandatory (the list of activities subject to mandatory patent 
taxation is defined by the government). 

Both the number of mandatory and voluntary patents has been increasing 
during the past five years. The number of voluntary patents has exceeded 1 million 
(figure 16). However, it is not possible to estimate the exact number of unique patent 
tax payers since the patent can be purchased at any time during the year and for any 
number of activities and employees.  
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Figure 16. Number of tax “patents” issued 

 

Source: State Tax Service under the Government of the Kyrgyz Republic. 

There have been debates about the efficiency of the “patent” system. In 
particular, the current patent system gives entrepreneurs a loophole for hiding their 
actual revenues and avoiding paying the real amount of taxes. It also provides 
incentives for entrepreneurs to operate in the informal or shadow economy which 
means that they can hide their actual amount of income and the number of employees. 

The official statistics provides data on the level of the informal economy which 
has been increasing during the past ten years (figure 17). It is worth mentioning though 
that the methodology of the National Statistics Committee has a lot of limitations and 
does not provide robust estimates for the level of the shadow economy. According to 
research23, the shadow economy was mush higher and amounted up to 40% of GDP. 
According to official figures, in 2018 the level of the informal economy exceeded 24% 
of GDP. While the share of the informal economy is increasing, the contribution of 
SMEs to GDP is decreasing simultaneously.  

1. Article 353 of the Tax Code states that the following taxpayers do not 
have the right to perform activities based on voluntary patent: (a) VAT payers and/or 
taxpayers whose annual income does not exceed the VAT registration threshold; (b) 
legal entities (organizations); and (c) individual entrepreneurs-importers, except for 
business in the textile and garment sector.  

The VAT registration threshold is set by the Tax Code at the annual amount of 
8 million KGS (approximately US$115,000). Given the average patent rates, which 
fluctuate from 500-5000 KGS (20,000 KGS being the highest), the average patent 
taxpayer can receive income up to the VAT registration threshold and pay on average 
only 0.3% of the annual taxes. Even with the highest patent rate of monthly 10,000 
KGS, the tax burden could be only 3%. 

                                                
23 Address of the Vice-Prime-Minister of the Kyrgyz Republic to the Government: 
http://www.gov.kg/?p=52448&lang=ru. Accessed: 5 January 2019.  
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Figure 17. Informal economy and SMEs’ contribution to GDP, % GDP 
 

  
Source: National statistical committee. 

 

2. Article 353 of the Tax Code establishes that instead of paying income tax 
for each of the employee, an employer is eligible to purchase a voluntary patent for 
each of the employees and pay an amount of taxes based on the minimum calculated 
monthly income. With that, however, there is no effective mechanism for controlling 
and monitoring the number of employees when the patent is purchased. An 
entrepreneur can easily hide the information about employees even if there are any. 

3. There are a number of activities subject to the voluntary patent system, i.e. 
general construction activities, electric installation work, sanitary works, law activities, 
and catering services. Calculations of the tax amounts for catering services are based 
on the number of “tables” the facility has. This actually restricts the objective 
calculation of the appropriate tax amount in the restaurants/catering sector.  

 The Government has already attempted to reduce the number of tax patents 
issued by limiting the scope of activities under the voluntary “patent system”. However, 
these efforts, again, lack a strategic vision and state programmes are not implemented 
continuously. The main strategic document of the country’s development – National 
Development Programme until 2040 – mentions the “patent” system only once, with 
respect to introduction of the electronic “patent”.  

 In 2015, the Government adopted the Concept for Fiscal Policy for the period 
2015-2020. The Concept underlined the necessity to review the voluntary “patent 
system”, decrease the scope of patent-based activities and introduce a principle when 
a patent can be purchased only for individual entrepreneurial activity (without 
employment of additional labour). As a result, the scope of patent-based activities was 
reduced from 124 to 81. Twenty-seven of the activities were eliminated, while others 
were combined or renamed. The data suggest that these efforts did not reduce the 
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number of patents issued (see figure 16 above) and did not result in the increase of 
share of taxes collected (figure 18).  

Figure 18. Share of taxes collected under “patent” system, % of total 
taxes  

 
 

Source: Author’s calculations based on data of the State Tax Service. 

The annual share of taxes collected via the “patent” system (both mandatory 
and voluntary) has been decreasing during the last five fiscal years and constitutes 
roughly above 3% of the total amount of taxes collected by the State Tax Service. That 
means that given the high number of tax “patents” issued to taxpayers, the share of 
collected taxes is insignificant.  

The Government has proposed a long-term Concept for Fiscal Policy for the 
period 2017-2040 which has not been approved yet. The draft of the Concept mentions 
that based on a strategic analysis it is necessary to cancel the inefficient “patents”; 
however, no concrete measures have been developed. Given the sensitivities related 
to efforts to optimize the patent system in Kyrgyzstan, both strategic and short-term 
measures are necessary to reduce the number of patents, support SMEs and 
decrease the shadow economy.  

6.5. Recommendations to improve “patent” taxation 

Short-term (necessary to implement as soon as possible; premises 
already exist): 

Recommendation 1. Introduce electronic payment for social 
contributions 

Since 2018 there has been the possibility to purchase an electronic patent 
online. However, payment for social contributions (without which the patent is not 
valid) must be done in person. This reduces the efficiency of the patent system 
administration and limits the incentives of taxpayers.  

Recommendation 2. Optimize system of SMEs tax reporting 

Recommendation 2.1. Introduce electronic tax reporting in every region  
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Recommendation 2.2. Introduce digital signatures at all levels of tax reporting 

Recommendation 3. Improve SMEs statistics 

Within the framework of Open Government Partnership24 (Kyrgyzstan has been 
a member since 2017), draft a strategy for collecting SMEs statistics, create an open 
data portal and draft a methodology for collecting and monitoring detailed SMEs data.  

Mid and long-term: 

Recommendation 4.  Conduct an analysis of the efficiency of the patent 
system 

Based on unified tax declaration, conduct an analysis of the scope of activities 
performed on the basis of the voluntary patent system. The analysis will be aimed at 
identifying the average annual income of the individual entrepreneurs and can help 
identify inefficient activities. The results and conclusions of such research shall 
become public and shall be integrated into the mid-term programme for step-by-step 
optimization and cancellation of patents. 

Recommendation 5. Draft a mid-term step-by-step state programme for 
eliminating patents.  

Recommendation 5.1. Create a working group consisting of government 
officials, representatives of business-associations and other relevant stakeholders to 
discuss the step-by-step optimization of patents.  

Recommendation 5.2. Develop a detailed action plan and monitoring and 
evaluation matrix with indicators to assess the implementation of the Action plan on 
patent system optimization.  

Recommendation 5.3. Maintain consistency in the elimination of the 
inefficient patents on an annual basis.  

Develop a schedule for elimination of certain activities from the patent system, 
based on the results of the efficiency analysis and empirical research 

Recommendation 6. Introduce a ban for patent taxpayers to hire 
employees 

Recommendation 7. Adopt effective sanction instruments for false 
information and simultaneously introduce anti-corruption mechanisms.   

 

 

  

                                                
24 Open Government Partnership (OGP) was launched in 2011 and is a global partnership aimed at promoting 
accountable, responsive and inclusive governance. “OGP aspires to support both government and civil society 
reformers by elevating open government to the highest levels of political discourse, providing ‘cover’ for 
difficult reforms, and creating a supportive community of like-minded reformers from countries around the 
world”. 
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