KYRGYZ
REPUBLIC

Recent developments

Table 1

Real GDP growth slowed to 3.5 percent in
2018 (from 4.7 percent in 2017). Excluding
gold production, output growth slowed to
3.5 percent from 5.1 percent a year earlier.
On the demand side, growth was supported by consumption (fueled by remittance
inflows and a relatively relaxed monetary
policy) and investment, with a negative
contribution from net exports. On the supply side, while slowing (only agriculture
grew at a faster rate than in 2017), a positive expansion was recorded in all sectors.
Following an improvement in 2017, the
external position deteriorated in the first
nine months of 2018. The current account
deficit widened to 12.2 percent of GDP
(from 6.6 percent a year earlier), reflecting
a larger trade deficit (which rose to 40.9
percent of GDP in January-September).
The current account deficit was financed
by foreign direct investment (FDI), a debt
write-off of $240 million by the Russian
Federation, and a drawdown on foreign
exchange reserves.
The fiscal accounts strengthened significantly in 2018. Strong tax collections,
coupled with the underperformance of
capital investment, reduced the deficit
to 1.6 percent of GDP in 2018 (from
4.6 percent in 2017). Tax revenue rose to
25.4 percent of GDP in 2018 from
23.9 percent in 2017, driven mainly by
higher collections of import taxes. However, non-tax revenue and grant support declined and, as a result, total revenues fell to 31.8 percent of GDP (from
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Real GDP growth slowed in 2018 reflecting a deceleration in most economic sectors. On the demand side, growth was
driven by private consumption fueled by
remittances and supported by monetary
easing. Growth is projected to accelerate
in 2019 before stabilizing in 2020–21 in
line with gold output projections. Risks to
the outlook include a slowdown in regional growth, fluctuations in global commodity prices, and failure to implement fiscal
consolidation measures.

FIGURE 1 Kyrgyz Republic / Real GDP growth and contributions to real GDP growth

32.6 percent in 2017). Total spending
was reduced to 33.4 percent of GDP
(from 37.2 percent a year earlier) due to
under-execution of the investment program. Excluding on-lending, the fiscal
deficit fell to 1 percent of GDP, a decline from the 3.1 percent of GDP deficit
recorded in 2017.
Annual inflation eased markedly in 2018,
falling to 0.5 percent by end-2018 from
3.7 percent at end-2017. Food prices
dropped by 2.6 percentage points as food
supply exceeded demand. A broadly stable exchange rate also helped to contain
inflationary pressures.
With inflation well below the target range
of 5-7 percent, monetary policy was loosened slightly in 2018. The National Bank
cut its policy interest rate by 25 basis
points to 4.75 percent in May 2018. The
som experienced some fluctuations
against the U.S. dollar in 2018, mainly
owing to seasonal factors. The National
Bank intervened in the foreign exchange
market both as a buyer and seller with net
sales of $134 million during the year.
Gross international reserves declined by
3.2 percent in 2018 but remained adequate at four months of goods and services import cover.
Banking sector performance remains
robust with the key indicators well
above the required levels. However, the
sector is vulnerable to interest rate and
concentration risks.
The poverty rate (measured at $3.20 per
day, in 2011 PPP terms) was estimated at
19.3 percent in 2018. Higher remittance
inflows supported household consumption while falling food prices supported

FIGURE 2 Kyrgyz Republic / Actual and projected poverty
rates and real GDP per capita
Real GDP per capita (constant LCU)
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the purchasing power of poor households. Moderate growth in construction
and agriculture—sectors that employ
more than one-half of the of the bottom
40 percent —constrained an increase in
real labor incomes and the number of
jobs for the poor.

Outlook
Real GDP growth is projected to accelerate to 4.3 percent in 2019 and stabilize at
around 4 percent thereafter. This scenario reflects the gold production forecast
and assumes moderate economic growth
in Kazakhstan and Russia, which will
benefit the Kyrgyz economy through the
traditional channels of remittances and
trade. Export earnings are expected to
provide an additional boost to growth as
access to the Eurasian Economic Union
market expands.
Average annual consumption growth is
projected at around 3 percent in 2019–21,
mainly reflecting rising remittance inflows. Investment is expected to grow at
about 12 percent per year.
More buoyant economic activity will
stoke inflationary pressures in 2019.
However, assuming exchange rate stability and no significant adverse shocks to

global food prices, inflation will remain
below the central bank’s target range
over the medium term.
The current account deficit is projected to
remain elevated at about 10 percent of
GDP, reflecting structural constraints, the
significant import content of public investment, and an indirect feed-through effect
via imports. Borrowing and FDI will finance the deficit.
To rebuild fiscal buffers, the authorities
are committed to reducing the deficit to 3
percent of GDP by 2020 and maintaining it
below this level thereafter in line with the
fiscal rule. In 2019–21, tax revenues as a
share of GDP are projected to rise on account of the government’s commitment to
implement policy measures to expand the
tax base and reduce tax exemptions.
Meanwhile, recurrent expenditures are
forecast to decline following efforts to
streamline non-priority purchases and
reduce the wage bill as a share of GDP.
Public investment spending is forecast to
decelerate slightly.
Further increases in remittances, together
with modest growth in the agriculture
and construction sectors, will support
household consumption and rural poverty reduction. Social transfers and pensions (which contribute 16.3 percent of
income among the poor) will continue to
support poor households. The poverty

TABLE 2 Kyrgyz Republic / Macro poverty outlook indicators

rate is projected to decline slightly to 18.8
percent in 2019 and 17.9 percent by 2021.

Risks and challenges
The Kyrgyz Republic's economic performance will remain vulnerable to developments in its major regional trading partners. Specifically, an unexpected slowdown in Russia or Kazakhstan could negatively impact the baseline scenario
through decreased remittances and trade.
A continuous real appreciation of the som
against trading partner currencies would
undermine the competitiveness of Kyrgyz
goods and services. Export earnings
could fall considerably in the event of a
slowdown in gold output or a decline in
gold prices. The inability to successfully
implement the fiscal consolidation plan
could jeopardize macroeconomic stability
and sustainability.
A central challenge for Kyrgyz producers
will continue to be meeting EEU standards. In addition, improving the business
environment and addressing issues related to energy pricing will be critical to
boost exports and support overall growth
in the medium term.
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