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EXECUTIVE SUMMARY 
1. The goal of this report has been to assist the Kyrgyz authorities in designing 
and implementing their National Poverty Reduction Strategy (NPRS). An interim 
report focusing on the relation between growth and poverty, with detailed analysis o f  
transmission mechanisms in labor market and agricultural sector was presented to  the 
authorities in August 2002. The interim report delivery was driven by the schedule of  
NPRS preparation. This final poverty assessment report expands the interim report b y  
addressing key additional issues in the links between poverty and key public services 
such as energy, health, education, and social protection. The process o f  producing this 
report has involved close collaboration with Natstatcom, training Kyrgyz researchers on 
poverty analysis, and commissioning eleven independent researchers to write background 
papers on various aspects o f  poverty in the Kyrgyz Republic whose findings have been 
incorporated selectively in this report. Analysis in this report goes through the year 2001, 
but collaborative work between the Bank and Kyrgyz teams on poverty diagnostics and 
assessment i s  an ongoing process. 

2. Sustained and broad-based economic growth has to be the central component in 
the medium-term poverty reduction strategy. The Kyrgyz economy i s  characterized by: 

0 

0 

0 

very l ow  income levels, wi th  per capita GDP o f  about US$300 in 2001; 
moderate inequality, wi th  the Gini index o f  consumption inequality at the l ow  end 
o f  the 0.3-0.4 range; and 
high levels o f  poverty, wi th  about hal f  the population l iv ing in absolute poverty. 

Yet, the credibility of  this forward-looking strategy depends very much on the evidence 
on recent poverty reduction. Against a legacy o f  economic collapse in the first half of the 
1990’s, the Kyrgyz economy has been growing, though unevenly, since 1996. The key 
questions are : Has this recent economic growth translated into poverty reduction, and if 
so, how effectively? H o w  can the country ensure a sustainable path o f  pro-poor growth 
over the medium term? 

A. ECONOMIC GROWTH AND POVERTY REDUCTION 

Economic Growth 

3. The Kyrgyz economy has made major strides in attaining macroeconomic 
stability and putting the economy on a growth path. The collapse o f  the Former Soviet 
Union imposed a huge adjustment burden on the Kyrgyz economy. Output collapsed by 
50 percent between 1991 and 1995, and incomes fel l  substantially due to the loss o f  
transfers f rom the Union and terms o f  trade adjustment. Real GDP had a burst o f  rapid 
growth in 1996-1997 period, but i t  slowed down significantly in 1998-1999 in response 
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to the regional financial crisis, and then grew again at a rate o f  5.4 percent in 2000 and 
5.3 percent in 2001. 

Since 1996, the economy has shown a significant response to stabilization and structural 
reform efforts. With increased productivity and a shift toward higher-valued products, 
the agricultural sector has led economic growth since 1996, although gold and trade have 
also contributed to the recovery. The agricultural sector has particularly responded to  
price and trade liberalization, equitable land reform, and other supporting policies such as 
the expansion o f  micro-credit for farmers. On the other hand, the manufacturing sector 
has had a dismal performance, and continued to decline through the end o f  2001. 

Poverty Reduction 

4. 
escaped poverty as a result o f  economic growth during 1998-2001. 

Here are some key findings on how many people and which groups of people 

Economic recovery following the Russian crisis of 1998 had led to a significant 
reduction in poverty. 

Based on the full nationally representative Household Budget Survey (only 
comparable since 2000), the number of poorpeople was reduced by an estimated 
300 thousand individuals between 2000 and 2001. Table A shows that the 
headcount index o f  poverty declined from 62.5 percent to 56.4 percent, using the 
consumption per capita welfare measure, a 6.1 percent reduction for  a population 
o f  4.9 mi l l ion people. Poverty was reduced significantly in 2001, regardless o f  
the welfare measure used (see Table A). 

Table A: Poverty Declined in 2001 
Measure of welfare 
-P 

Absolute Poverty line, Headcount Index of Poverty (%) 
2001 Soms 2000 200 1 

Expenditure per capita 749 1 52.0 47.6 
Consumption per capita 6975 62.5 56.4 
Consumption per adult equivalent 6975 51.8 45.0 
Source: Table 1.4. 

Analysis o f  a panel data subset o f  the Household Budget Survey which can be 
used to  compare trends over the 1998-2001 period shows a similar trend. Out of 
every hundred poor people in 1998, 23people are estimated to have escaped 
poverty by 2001, on average. There was little change in poverty indicators 
between 1998 and 1999, but poverty declined substantially in 2000 and 2001 (see 
Figure A). 

The poorer segments of the population increased their consumption more 
proportionately than the richer segments. An estimated 80 percent o f  
households in the poorest two quintiles in 1998 increased their consumption 
levels, while only 40 percent o f  households in the richest two quintiles increased 
their consumption levels b y  2001. 
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Figure A: Poverty Incidence Curves, 
1998-2001; panel of 1108 households 
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0 Poverty reduction was broad-based across all oblasts. However, Naryn, the 
poorest oblast, benefited very l i t t le from poverty reduction. This i s  a high- 
mountain oblast with difficult transportation and costly access to  the market, that 
i s  predominantly rural, reliant on livestock rather than crop production. In 2001, 
out of  ten Naryn residents, an estimated nine people l ived in absolute poverty and 
six l ived in extreme poverty. 

0 Rural poverty consistently declined over the 1998-2001 period, at an average rate 
o f  8 percent per year. This growth has been largely driven b y  increasing 
consumption, which resulted from equitable growth in the agricultural sector. 

0 Urban poverty initially increased in 1999 as a result of the regional financial 
crisis, but then declined over the 1999-2001 period as a result of the economic 
recovery. 

Growth accompanied by moderate inequality led to a reduction in poverty from 
1998-2001. Inequality declined and therefore growth was pro-poor. 

Inequality declined slightly in 1999 and 2001, particularly in urban areas, 
contributing to poverty reduction. The Gini index o f  consumption inequality 
declined f rom 0.303 in 2000 to 0.290 in 2001. The inequality decline ameliorated 
the poverty-increasing impact of  declining urban consumption in 1999, and i t  
augmented the poverty-reducing impact o f  consumption growth in 200 1. 

B. SELECTED K E Y  FINDINGS ON PROFILE OF POVERTY 

5. 
the design and implementation o f  policy interventions in the NPRS. 

Selected key findings on the dimensions o f  poverty are presented here to inform 

6. Poverty has a very strong regional dimension. The capital ci ty o f  Bishkek and 
nearby Chui oblast are substantially less poor than the rest o f  the country, while Naryn 
oblast i s  the poorest oblast, and seems to be lagging behind. Talas oblast i s  the second 
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poorest; out o f  every ten residents in Talas in 2001, seven people l ived in absolute 
poverty and four people l ived in extreme poverty in 2001. The northern Issyk-kul oblast 
and three southern oblasts (Osh, Jalal-abad, Batken) are in the middle in terms o f  poverty. 
The regional differences in poverty largely reflect regional differences in average 
consumption levels (see Figure B). A household l iv ing in Naryn oblast i s  three times as 
likely to be poor as another household l iv ing in Bishkek City or Chui oblast. These 
differences clearly justify a regional focus in the poverty reduction strategy. This 
regional approach should take into account the poverty reduction benefits f rom targeted 
regional interventions as well  as the cost o f  implementing such interventions. Whi le 
intervention should mainly focus on creating j ob  opportunities, care should be taken to 
ensure they reinforce rather than undermine the incipient market economy that has been 
forming. Also, the types o f  interventions should include improving access to 
infrastructure, health services and education, as wel l  as improving social protection. 

Figure B: Average Consumption Per Capita in 1998 and 2001, (Regions Relative to Bishkek) - 
I 

Region 

Source: Figure 4.1. 

7 .  Despite the recent gains described above, rural poverty continues to be 
significantly higher than urban poverty. In 2001, two thirds o f  the Kyrgyz population 
l ived in rural areas, and almost three quarters of the poor l ived in rural areas. The rural- 
urban differential partially reflects the fact that Bishkek city accounts for half  the urban 
population but also has the lowest incidence o f  poverty. However, per capita 
consumption o f  the urban population was greater by 28 percent than that o f  the rural 
population in 2001, even after accounting for regional differences and household 
characteristics. The rural-urban differential in poverty would clearly have been worse 
without high agricultural growth and rural poverty reduction. I t  i s  therefore important 
that both the farm and non-farm rural sectors continue to grow (see Chapter 2). This 
requires consolidation and operationalization o f  many o f  the rural reforms already 
undertaken, including land reform and efficient allocation o f  resources, as wel l  as 
addressing the constraints to  agricultural trade and exports in particular. 

8. Transientpoverty is high as a result of high consumption volatility. Households 
have high exposure to  shocks and lack the ability to smooth consumption. High 
consumption volatility makes households even in the richest quintile experience transient 
poverty at times. Indeed, about 11 percent o f  households in the richest quintile in 1998 
experienced serious shocks to their welfare, falling down two quintiles or more by 2001. 
Consequently, transient poverty affects households across the welfare spectrum, even 
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among the richest quintiles. The low  coping capacity and vulnerability to poverty are 
likely due to  the absence o f  effective saving instruments and imperfections in financial 
intermediation, insurance, and storage markets. 

9.  Access to public services such as running water, public sewers, reliable 
electricity, district heating, or telephone service are very low (See Figure C). Overall, 
rural households have more l imited access to these services than urban households. 
Moreover, access to these services i s  lower for poorer households in both rural and urban 
areas. An implication o f  these findings i s  that given these services are subsidized, r ich 
households, usually consume more to  begin with, and therefore receive most o f  the 
subsidies. Moreover, while the lack o f  infrastructure maybe an important determinant o f  
poverty, increasing access to  network services may not be a cost-effective way o f  
reducing poverty with a dispersed population. A strategy on how best to improve access 
to  and reliability o f  services for  poor households needs to be developed. 

Figure C: Access to Public Services is Greater in Urban Areas and for Richer Households 
2001 
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C. FUTURE POVERTY REDUCTION 

Inequality and Poverty Reduction 

10. The country faces a huge poverty reduction challenge over the medium term, 
requiring a strong commitment to reform in order to sustain and accelerate growth. 
About 2.8 million people, a little over half of the Kyrgyz population, continue to live in 
absolute poverty, despite significant poverty reduction in recent years. Simulating the 
impact o f  uniform consumption growth from i t s  2001 level while holding inequality 
constant illustrates the seriousness o f  the poverty reduction challenge (see Figure D). For 
every 1 percent in uniform growth in per capita consumption, the headcount index o f  
absolute poverty declines by  0.8 percentage points. A 5 percent annual growth rate in per 
capita consumption i s  expected to: 

0 

0 

reduce the headcount index o f  poverty from 56.4 percent in 2001 to 36 percent in 
2006; and 
reduce the number o f  poor people by 200 thousand per year, with a cumulative 
reduction o f  one mi l l ion people over the 2001-2006 period. 

A less ambitious annual growth rate of 3 percent in per capita consumption i s  expected to 
reduce the headcount index o f  poverty to merely 45 percent by 2006, at an annual 
reduction o f  116 thousand in the number o f  poor people per year (see Figure D). 

Figure D: Simulating the Poverty-Reducing Impact of  Uniform Economic Growth, 2001-2006 
Expected Reduction in Poverty Headcount 

with Consumption Growth at 3% and 5% and unchanged inequality 
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Source: Figure 1.9. 

11. Even if desirable and ambitious growth goals are achieved, poverty reduction 
will be adversely affected if inequality begins to accompany growth. Inequality may 
very wel l  increase if growth i s  broadened outside agriculture to  industry and modern 
services, which w i l l  have to make more differentiated rewards to  factors o f  production 
than agriculture. I f  the Gini index o f  consumption inequality increases by 0.01 per year 
f rom 0.29 in 2001 to 0.34 in 2006, then a 5 percent annual growth rate in consumption i s  
expected to reduce the headcount index o f  poverty to merely 41 percent by 2006; instead 
o f  to 36 percent, which i s  expected if inequality remains unchanged. A 3 percent annual 
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growth rate in consumption with increasing inequality i s  expected to  reduce the 
headcount index o f  poverty to merely 50 percent by 2006. 

Investment and Trade 

12. Future poverty reduction will crucially depend not just on the level of growth 
but on the forces driving this growth as well. Growth needs to be broad-based. I t  i s  
possible that a scenario o f  3 percent growth that i s  based on trade and private investment 
could result in greater poverty reduction than a scenario o f  5 percent growth that i s  
primarily supported b y  fiscal and external imbalances. More specifically, the sources o f  
demand for growth are important for  the extent o f  poverty reduction. 

13. Growth in the most recent 2000-2001 period was more balanced but lacked the 
necessary exports and private investment dynamism (see Figure E). The authorities 
began adjusting private consumption and imports since late 1998 when the exchange rate 
was allowed to float. Further adjustment o f  public consumption and imports continued 
during the 2000-01 period, when external adjustment was complemented wi th  fiscal 
adjustment, and measures to initiate the process that would address the dire strait 
conditions o f  the banking and energy sectors. As a result, the trade balance improved 
substantially, but mainly due to a sharp fa l l  in imports. Exports (other than gold, and 
those related to the inter-governmental irrigation agreements wi th Uzbelustan) have 
shown no dynamism. Similarly, lagging reforms to improve the business environment, as 
wel l  as in the energy, telecommunications and mining sectors, have lead to an 
unfavorable investment climate, in turn resulting in very low rates o f  private investment. 
Saving rates have improved fol lowing strong stabilization efforts, but the ability o f  the 
financial sector to mobilize savings and investments i s  still in question. 

Figure E: Exports and Investment Savings 
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14. Sustaining growth is expected to be much harder over the coming few years, as 
the conditions for 1996-2001 growth appear unlikely to be replicated over the medium 
term. Aside from private investments in gold, growth since 1996 has relied substantially 
on public investments and consumption (including imports). These macroeconomic 
conditions are dif f icult  to  sustain. Current high levels of  external debt-at the moment 
transitorily mitigated by the recent Paris Club f low restructuring operation-pose too 
many r isks to external sustainability. 

Multi-Sectoral Growth 

15. While agriculture has generated a basic level of growth, without which the 
present levels of poverty would be significantly higher, this sector alone cannot 
continue to bring about rapid growth. As Chapter 2 shows, success in the agriculture 
sector can be attributed to a mutually reinforcing set o f  reforms that the authorities have 
been implementing consistently over the past six to eight years. These have been 
supported by several public interventions, some o f  which can be associated with the 
subsequent supply response (e.g., rehabilitation of irrigation, market-driven micro-credits 
schemes). I t  i s  important that agricultural growth i s  enhanced through market-driven 
productivity gains, consolidation o f  property rights and land reform, and the need to 
improve the marketing, particularly export orientation, o f  agricultural products. 
However, agricultural growth w i l l  be significantly conditioned by the extent of improving 
the export potential, as wel l  as by a rising domestic demand, which in turn requires 
significant growth in the non-agricultural sectors. Moreover, agriculture may be close to 
i t s  limit in providing a cushion to worsening conditions elsewhere in the economy by 
absorbing workers f rom collapsing sectors. Thus, there i s  a need for a more balanced 
growth that relies on multiple sectors growing at the same time, in order to ensure a solid 
and sustained growth in output and incomes over the medium term. 

16. Even after a decade of transition, the manufacturing sector shows no signs of 
revitalization. A detailed assessment o f  the current state o f  manufacturing i s  wel l  beyond 
the scope o f  this work. Yet, i t  i s  clear that growth in the goldmine sector cannot be the 
only source o f  industrial growth for broad-based industrial development. While the 
goldmine contributes to overall GDP growth, i t has l imi ted linkages wi th  the domestic 
economy and i s  therefore unlikely to have significant impact on poverty reduction. The 
dismal conditions o f  the manufacturing sector make it clear that the necessary conditions 
have not been created for stopping and reversing the rapid decline o f  this sector. 

17. Growth in labor-intensive sectors is  more pro-poor, but their progress is  
undermined by domestic constraints created by an excessively bureaucratic regulatory 
process, some features of the taxation regime and enforcement, and other factors 
including corruption. I t  i s  noteworthy that growth in 2001 was driven, in addition to 
agriculture, by construction, transportation, trade, and catering accounting for about 18 
percent o f  GDP. These sectors are dominated by micro and small-sized enterprises. 
Only the construction materials sector has a few medium-scale enterprises (a recently 
privatized cement plant as well  as newly created businesses specializing in brick-making 
and other related activities, mainly producing goods for export to Kazakhstan). L i ke  in 
agriculture, reforms and liberalization have led to some vibrancy in these sectors, wi th 
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notable exceptions in air transport, railways, and part o f  the freight truck fleet. As 
elaborated on in Chapter 3, and as commendable as has been the embracement by the 
Government o f  the objective o f  improving the investment climate for these small firms, 
significant and tangible gains have yet to materialized. 

18. I n  short, the analysis of sectoral sources of growth suggests that the significant 
gains in poverty reduction achieved in recent years are not likely to be sustained over 
the medium term unless there is a sustained broadening of the sources of growth. A 
commitment to a strong reform agenda that ensures broad-based growth is therefore 
crucial. 

Specific Sectoral Policy Implications 

19. Agricultural growth and rural poverty. The key challenge w i l l  be to maintain 
agricultural growth, which has helped to reduce rural poverty. Challenges in the areas o f  
land markets, land use and leasing include: (i) protecting the interests o f  small land 
holders; (ii) supporting the development o f  land rental markets to improve land 
distribution and prevent land fragmentation; (iii) addressing the future o f  land held in 
Land Redistribution Funds; and (iv) increasing the transparency in leasing arrangements 
to restructured corporate farms. Challenges in supporting the development o f  agricultural 
markets include: (i) phasing-out in-kind payments; and (ii) developing infrastructure to  
support market access. 

20. Formal job creation. The key challenges include: (i) improving incentives for  
businesses to operate in the formal sector; (ii) improving labor market data to address the 
problem o f  inadequate training o f  workers; (iii) improving collection and dissemination 
o f  j ob  opportunities to  the unemployed, in order to better manage migration flows; and 
(iv) improving the business environment to facilitate growth o f  small enterprises and the 
creation o f  productive jobs by reducing registration and licensing procedures and 
simplifying tax procedures. 

21. Education. The key challenges w i l l  be: (i) more evenly allocating funding for 
primary education across regions, to ensure that educational quality i s  more equal in al l  
regions; and (ii) ensuring that all primary school students have access to texts, so that the 
poor receive the same quality education as the non-poor. 

22. Health. The key challenge w i l l  be to consolidate the health reform and phase-out 
the system o f  informal payments for health services, which w i l l  improve the access o f  the 
poor to health care services. 

23. Dynamics of poverty. K e y  challenges include: (i) the creation o f  self-targeted 
policies to cure transient poverty; (ii) in regions such as Naryn where chronic poverty 
dominates, policies that emphasize increased access to infrastructure, and improved 
access to quality education and health services would help alleviate poverty; and (iii) 
better social risk management policies w i l l  help reduce transient poverty due to seasonal 
factors and imperfections in credit, insurance and storage markets. 
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24. Energy. Key challenges include restructuring o f  the sector, which should include: 
(i) service quality improvements; (ii) administrative reform to phase-out the system o f  
informal payments; (iii) social protection measures such as payment smoothing, direct 
income transfers or establishment of  life-line tariffs to increase access o f  the poor to 
electricity; and (iv) continued tariff and management reform. 

25. Social protection. K e y  challenges include: (i) extending coverage o f  the UMB 
for the working poor who are living in extreme poverty; (ii) using consistent criteria 
across all poverty alleviation programs; and (iii) improving monitoring and evaluation of 
SP programs. 

26. This report i s  structured in the fol lowing manner. I t  i s  divided into three sections: 
the first section comprises Chapters 1 through 3, and addresses growth-poverty linkages; 
the second section comprises Chapters 4 through 6, and presents a profile o f  both the 
income and non-income dimensions o f  poverty, and the third section comprises Chapters 
7 and 8, and examines policies o f  protecting the poor. Chapter 1 reveals that economic 
growth has led to poverty reduction f rom 1998-2001. Chapter 2 explores the linkages 
between growth o f  the agricultural sector and rural poverty reduction over the same 
period. The linkages between poverty and job creation are examined in Chapter 3. In 
Chapter 4 i s  an analysis o f  which characteristics are strongly or weakly correlated with 
income dimensions o f  poverty. The non-income dimensions o f  poverty, namely education 
and health, are explored in Chapter 5. A dynamic analysis o f  poverty i s  undertaken in 
Chapter 6. Chapter 7 presents an analysis o f  the impact o f  electricity sector tariff reforms 
on the poor. And Chapter 8 analyzes the effectiveness o f  existing social protection 
programs in targeting the poor. 
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PART I: GROWTH-POVERTY LINKAGES 

This f i rs t  section comprises Chapters 1 through 3, and addresses growth-poverty 
linkages. Chapter 1 reveals that economic growth has led to poverty reduction f rom 
1998-2001; and shows that economic growth was pro-poor f rom 2000-2001. Chapter 2 
explores the linkages between growth o f  the agricultural sector and rural poverty 
reduction, showing that the agricultural sector’s average annual growth rate o f  6% since 
1996 was accompanied by an average decrease in rural poverty by 8% per year f rom 
1998-2001. The linkages between poverty and job  creation are examined in Chapter 3, 
concluding that while the agricultural sector has absorbed workers who lost jobs in other 
sectors, the problem o f  a l ow  level o f  formal job creation partly explains the persistence 
in widespread poverty. 
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1. HAS ECONOMIC GROWTH REDUCED POVERTY? 
With half the population in absolute poverty, the Kyrgyz Republic faces a serious 
challenge of poverty reduction. This chapter addresses the fundamental relationship 
between economic growth and poverty in the Kyrgyz Republic. A key conclusion of the 
analysis is that economic growth, coupled with moderate and marginally declining 
inequality, has led to a reduction of poverty. Rural poverty consistently declined over 
the 1998-2001 period; while urban poverty increased in 1999 as a result of the Russian 
crisis, but declined during 1999-2001. I n  particular, the year 2001 represents a year of 
pro-poor growth, in which poverty and inequality were reduced while the economy grew. 
To reach these conclusions, data from the Household Budget Survey are used to analyze 
the linkages between growth, inequality, and poverty in the recent period 2000-2001. 
Poverty comparisons for earlier years are more challenging, owing to a change in the 
sample in 2000. The analysis here takes advantage of the panel structure of the 
Household Budget Survey in order to make consistent poverty comparisons over the 
whole 1998-2001 period. On this basis, we conclude that earlier evidence of a growth- 
poverty conundrum-i.e., earlier evidence that growth had not resulted in poverty 
reduction despite non-increasing inequality-was marred by various technical issues of 
non-comparability of surveys and welfare measures. 

A. THREE EPISODES OF GROWTH, 1996-2001 

1.1 With a per capita GDP o f  about US$300, the Kyrgyz Republic i s  the second 
poorest country in the former Soviet Union, after Tajikistan. Between 1991 and 1995 
cumulative decline in GDP amounted 50 percent o f  the 1990 level (Figure 1.1), due to 
economic restructuring and the loss o f  direct transfers f rom the central union budget, 
which amounted to 13 percent of GDP in 1991. This loss o f  income was f i l led by  
external borrowing, depletion of assets, and reduction in private consumption and 
government expenditures. During this period, various reforms were implemented laying 
the foundation for market-oriented growth: the introduction o f  the national currency in 
1993, liberalization of  prices, reforms in commercial legislation, agrarian reform, 
privatization o f  assets, and establishment o f  an open external trade regime. The decline 
itself and the additional impact o f  reforms during the early years o f  transition resulted in 
hyperinflation, rising unemployment, fal l ing real income, and rising poverty. GDP fel l  to  
i t s  lowest level in 1995. However, since 1996 positive GDP growth had resumed 
(Figure 1.1). 
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Figure 1.1: Economic Decline Up to Mid-1990's and Recovery Since Then, by Sector 
- 

Real GDP Index 1990=100 

140 

120 
e ' '  I 

100 
2 

80 
z 
8 60 

40 

20 

0 

m 

a 
E - 

GDP (index, 
1990=100) 

- 
- - Agriculture 

Construction 

- m  Manufacturing 
(incl. Kumtor and 
power) 

Services - _ _ _ .  

Source: World Bank Live Database. 

1.2 The pace o f  economic growth has been uneven wi th  three identifiable episodes o f  
two years each: rapid but concentrated growth in 1996-1997, anemic growth in 1998- 
1999, and a more robust and relatively more broad-based economic growth in 2000-2001. 
The initial burst o f  GDP growth was largely driven by rapid double-digit agricultural 
growth in 1996 and 1997, and by starting production in the Kumtor gold mine in early 
1997. Growth was rapid but concentrated in 1996-1997 due to growth o f  the gold mining 
and agricultural sectors. The value-added o f  the gold mining sector amounted to 4.2 
percent o f  GDP in the f i rs t  year o f  i t s  production-1997, but i t s  relative contribution 
stabilized at about 5 percent o f  GDP in the period since 1998 (see Table 1.1). 

1.3 Economic growth was anemic during the 1998-1999period, due to the fallout of 
the Russian financial crisis. The regional financial crisis hit the economy in the second 
half o f  1998 and caused a reduction of  GDP growth in 1998 to 2.1 percent (0.5 percent on 
a per capita basis) and, excluding the Kumtor gold mine, only to 0.6 percent (-0.9 percent 
on a per capita basis). In the last two months o f  1998, inflation started to increase and the 
exchange rate depreciated dramatically. The real exchange rate o f  S o d $  depreciated by 
43 percent and SordRussian Ruble appreciated by 23 percent in second half of 1998 
(seeFigure 1.2). Exports to CIS countries affected by the Russian crisis suffered and 
trade impediments in Kazakhstan and Uzbekistan increased; the current account deficit 
increased f rom 8 percent in 1997 to 23 percent in 1998. 
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Table 1.1: GDP, Sectoral Distribution, and Growth Rates, 1995-2000 
1995 1996 1997 1998 1999 2000 2001 

GDP constant prices (som m.,1995=100) 
Agriculture 
Industry 

Construction 
Power sector 
Kumtor 
Manufacturing 

Services, etc 
Transportation 
Trade and catering 
Public administration 
Other and discrepancies 

Growth rates (% per annum) 
GDP 

Agriculture 
Industry 

Construction 
Power sector 
Kumtor 
Manufacturing 

Services, etc 
Transportation 
Trade and catering 
Public administration 

16145 
6568 
2924 
993 
547 

0 
1384 
5469 
536 

1831 
1748 
1353 

17289 
7566 
2999 
992 
557 

0 
1449 
5456 
602 

1874 
1779 
1201 

7.1 
15.2 
2.6 
0.0 
1.8 
0.0 
4.7 

-0.2 
12.4 
2.3 
1.8 

19003 
8493 
3588 
823 
503 
800 

1462 
5528 
635 

1996 
1698 
1200 

9.9 
12.3 
19.7 

-17.0 
-9.8 
0.0 
0.9 
1.3 
5.4 
6.5 

-4.6 

19406 20116 
8736 9453 
3447 3335 
595 583 
466 501 

1010 960 
1375 1291 
3783 3759 
615 635 

2164 2254 
1803 1987 
-799 -1117 

2.1 3.7 
2.9 8.2 

-3.9 -3.2 
-27.7 -2.0 
-7.3 7.6 
26.2 -4.9 
-5.9 -6.2 

-31.6 -0.6 
-3.1 3.2 
8.4 4.2 
6.2 10.2 

21211 22338 
9703 10365 
3500 3750 
757 875 
642 631 

1059 1234 
1042 1010 
4246 4262 
682 #N/A 

2495 #N/A 
1144 #N/A 

-75 #N/A 

5.4 5.3 
2.6 6.8 
4.9 7.2 

29.7 15.6 

10.4 16.5 

13.0 0.4 
7.5 #N/A 

10.7 #N/A 

28.0 -1.7 

-19.3 -3.0 

-42.4 #N/A 
Other and discrepancies -11.3 -0.1 -166.6 39.8 -93.3 #N/A 

Source: World Bank Live Database. Note: The Kumtor gold mine came on stream in early 1997, thus explaining growth in 
the “industrial sector” in 1997 while other sub-sectors of industry declined in that year. 

Figure 1.2. Real exchange rate (Jan. 1998=100) 
increase corresponds to depreciation 
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Source: World Bank Live Database. 
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1.4 Economic growth was anemic during the 1998-1999period, due to the fallout of 
the Russian financial crisis. The regional financial crisis hit the economy in the second 
half of  1998 and caused a reduction o f  GDP growth in 1998 to  2.1 percent (0.5 percent on 
a per capita basis) and, excluding the Kumtor gold mine, only to 0.6 percent (-0.9 percent 
on a per capita basis). In the last two months o f  1998, inflation started to increase and the 
exchange rate depreciated dramatically. The real exchange rate o f  S o d $  depreciated by 
43 percent and Som/Russian Ruble appreciated by 23 percent in second half o f  1998 
(see Figure 1.2). Exports to  CIS countries affected by the Russian crisis suffered and 
trade impediments in Kazakhstan and Uzbekistan increased; the current account deficit 
increased from 8 percent in 1997 to 23 percent in 1998. 

1.5 The financial sector suffered as well. The rate o f  inflation reached 36 percent in 
1999, eroding, in real terms, average wages by 15 percent, public sector wages by 19 
percent, and pensions by 25 percent. 

1.6 GDP growth in 2000-2001 was robust and relatively more broad-based than 
earlier episodes. Economic recovery increased GDP growth to  5.4 and 5.3 percent in 
2000 and 2001, respectively. Whi le  the 1996-1997 growth burst was faster and 
accompanied by a higher rate o f  investment, the recent growth episode was relatively 
broader. Over 2000-200 1, sectoral growth occurred in the traditionally growing sectors 
o f  agricultural and mining, in addition to  healthy growth in construction, power, as well  
as in the service sub-sectors o f  transportation and trading and catering. One noted 
weakness o f  growth in this two-year period i s  the continued deterioration o f  the 
manufacturing sector. However, the 2000-2001 growth episode appears more robust and 
probably less vulnerable to  short-run policy reversals. Indeed, this growth episode i s  
supported by macroeconomic and exchange rate stability, reduced fiscal deficits, tight 
monetary policy, and single-digit inflation (9.6 percent in 2000 and 3.7 percent in 2001; 
December to December change) for  the f i rst  time since independence (see Table 1.2). 

Table 1.2: General Macroeconomic Indicators, 1996-2001 
1996 1997 1998 1999 2000 2001 

Population (million) 
GDP growth, constant prices (percent) 
GDP growth per capita, constant prices (percent) 
GDP growth per capita w/o gold, constant prices (percent) 
GDP per capita constant price (1995=100) 
M 2  (end-of-period, % o f  GDP) 
CPI (percent year-on-year average change) 
GDP deflator (percent year-on-year average change) 
Exchange Rate ( s o d $ ,  period average) 
Current Account Balance (% o f  GDP) 
Fiscal Balance (accrual) (% o f  GDP) 
External Debt (% of GDP) 
Gross Domestic Investment (% o f  GDP)-of which 

Public 

4.7 4.7 
7.1 9.9 
5.5 8.3 
5.5 3.8 

105 114 
14.3 13.6 
32.0 23.4 
35.3 19.3 
13 17 

-24.6 -7.8 
-9.3 -9.0 
63.0 76.7 
25.2 21.7 
4.3 3.7 

4.8 
2.1 
0.5 

-0.9 
115 
14.4 
10.5 
9.1 

21 
-22.9 
-1 1.3 
89.9 
15.4 
6.1 

4.9 
3.1 
2.2 
2.5 

117 
13.5 
35.9 
37.6 
39 

-15.4 
-12.5 
134.0 
18.0 
10.1 

4.9 4.9 
5.3 5.3 
4.5 5.4 
3.8 4.3 

122 129 
11.8 11.1 
18.7 6.9 
27.2 7.4 
48 48 
-5.6 -0.7 
-9.8 -5.2 

125.0 11 1.5 
16.0 15.8 
8.0 5.3 

Growth rate of  per capita private consumption (%, CPI index) 18.5 -12.0 27.1 -8.9 -5.2 4.7 
Source: World Bank Live Database. 
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Sources of Growth, 1996-2001 

1.7 The agricultural sector has led overall economic growth since the mid-1990s. 
While overall real GDP in 2001 was 38 percent higher than i t s  level in 1995, the value- 
added o f  agriculture in 2001 was greater than i t s  1995 level by 58 percent. As a result, 
the share o f  agriculture in GDP increased from 41 percent in 1995 to  45 percent in 1997 
and reached 46 percent in 2001. The sustained increase in agriculture has been driven by 
structural reforms centered around a largely equitable land reform that transferred much 
o f  the land to private cultivation by peasant farmers, ended government intervention in 
price setting and procurement o f  agricultural commodities, and freed up the agricultural 
output and input markets. The land reform was conducted in stages, wi th much o f  the 
land distributed in the 1995-1997 period. A land lease market has since been active, and 
the temporary moratorium on land sale was l i f ted in 2001. Improved incentives led to 
increases in overall crop production through changes in the composition o f  crops to  
higher-value crops (wheat, potatoes, sugar beets, and f ru i ts  and vegetables), and to 
recovery o f  yields (see Chapter 2 on agricultural growth and rural poverty reduction). 
The value o f  traditional agricultural outputs (cotton, tobacco, livestock) also increased 
during this period but at a much lower rate. 

1.8 In contrast, the manufacturing sector has continuously declined and is  the worst 
performing sector in the Kyrgyz economy. The relative contribution o f  manufacturing to  
GDP declined f rom 8.6 percent in 1995 to 4.5 percent in 2001. The decline in 
manufacturing i s  attributable partly to economic restructuring, partly to trade 
liberalization at a time when the machinery and light industry sub-sectors have been 
unable to  compete wi th  imported cheaper and better quality goods. 

1.9 Another important reason for l imited growth in manufacturing and services i s  the 
unfavorable business environment for small and medium enterprises, which remains 
characterized by obstacles related to licensing, inspections, tax treatment, and corruption, 
as wel l  as by trade barriers by neighboring countries. The unfavorable business 
environment resulted in stagnation in the number o f  active small and medium enterprises 
(at about 9,000 enterprises) and in their contribution to  GDP (at 16 percent). As a result, 
j ob  creation has also been rather l ow  (see Chapter 3 on labor outcomes and poverty). 

1.10 The economic 
decline o f  the first half o f  the 1990’s has clearly led to a substantial increase in poverty. 
However, the implications for poverty reduction o f  economic growth since 1996 have 
been less clear. Earlier evidence seems to suggest that poverty continued to increase 
despite a growing economy (see Annex 2.1). O n  the basis o f  the available data (see Box 
1.1), the growth-poverty link i s  addressed below in two stages, to ensure strict 
comparability o f  results. First, the next section demonstrates that economic growth 
between 2000 and 2001 led to poverty reduction and was pro-poor. Second, using a 
continuous panel o f  the same households, i t  i s  demonstrated that overall poverty declined 
over the 1998-2001 period, as a result o f  a consistent decline in rural poverty, while 
urban poverty ini t ial ly increased in 1999 under the impact o f  the Russian crisis but 
continuously declined over the 1999-2001. 

Has economic growth since 1996 led to poverty reduction? 
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Box 1.1: Available Data Sources for Poverty Analysis in the Kyrgyz Republic 

The Kyrgyz Poverty Monitoring Survey (KPMS, 1993-1998) i s  a multi-purpose individual, 
household and community survey conducted respectively in October-November 1993 (round I), February- 
March 1996 (round II), October-November 1996 (round 111), October-November 1997 (round IV), and 
October-November 1998 (round V). The data are not panel but nationally representative cross-section 
samples. Rounds 1-111 covered approximately 2,000 households each, while subsequent rounds covered 
2,700 households to allow analysis at the oblast level. These are essentially l iv ing standards measurement 
surveys, collected with assistance from the World Bank. The household questionnaire contains extensive 
and detailed questions on food consumption and frequent expenditure items on a two-week recall period, as 
well as expenditure on other goods and services on a longer recall period. 

The Household Energy Survey (HES 1999) i s  a special multi-purpose survey with focus on  
energy. Information was collected from a random sample o f  3000 households in the fal l  o f  1999. The HES 
contains a different and more aggregated expenditure module than the KPMS, making i t  likely to 
underestimate the household consumption. 

The Household Budget Survey (HBS, ongoing since 1952) collects information on  household 
expenditures and income on a monthly basis, using the diary method, and cover a whole year period. The 
HBS started in 1952 using “quota sampling” o f  1000 enterprise workers, farmers, and pensioners. The 
sample frame was changed in 1997 to a more population-based sample o f  2000 households, and further 
expanded to 3000 households in 2000. The latest increase in the sample size was aimed at making the H B S  

1 representative at the oblast level, in particular with a better representation o f  the southern poorer regions. 
The survey also comes with a set o f  weights for the whole period 1998-2001 in order to re-calibrates the 
raw samples.2 The HBS i s  the only survey for the Kyrgyz Republic that has a panel structure. A 
household attrition rate o f  less than 7 percent i s  observed within any given year. Desertions from the 
sample are systematically replaced in order to maintain a constant sample size. There are 1108 households 
for whom information exists for the 48 months o f  the 1998-2001 period. This panel i s  used to estimate 
welfare changes during the 1998-2001 period. 

The United Kingdom Department for International Development (DFID) i s  supporting Natstatcom 
and i s  recommending a replacement of  the current H B S  with a Kyrgyz Integrated Sample Survey (KISS). 
This w i l l  enhance the quality o f  data collection for poverty monitoring and policy analysis (in various areas 
as health, education, energy, etc.) on the basis o f  a totally new random sample o f  the population. While 
introducing this integrated survey may generate a one-time comparability problem, i t  sets the future poverty 
monitoring system on a more solid basis. 

I 

B. GROWTH-POVERTY REDUCTION LINKAGES, 2000-2001 

Measuring Welfare 

1.11 The welfare measure utilized throughout the report i s  per capita consumption. In 
addition, the sensitivity o f  key results concerning the poverty trends and profile to the 
welfare measure are also carried out. Table 1.5 i s  based on two welfare measures - 

The HBS i s  a three-stage survey. First, there i s  a stratification by area and region. Second, Primary Sampling Unit 
PSU (streets) are selected within a strata. And third, there i s  a selection of households within a PSU. In the second 
step, the concept of  strata i s  quite fluid. Within a town or village, streets were randomly selected. In the third step, a 
number of households were systematically selected from that street. T h e  number o f  household to be sampled out o f  a 
street was determined using quota-sampling. 

The weights are constructed in order to achieve national representativity by area of residence (urban-rural), regions (8 
in total), and age and gender groups (children less than 18 years old, female adults of age 18-54; male adults o f  age 18- 
59; and the elderly). 

8 



consumption per capita and consumption per adult equivalent. In addition, consumption 
expenditure per capita has been used by Natstatcom for measuring welfare (see Box 1.2). 
The consumption aggregate used in this report was adjusted using oblast-level price 
indexes, separately for rural and urban areas, as obtained from the H B S  price data. For 
comparisons across years, consumption was adjusted into 2001 prices using the 
Consumer Price Index (CPI). While relying primarily on consumption per capita, the 
report often tests the sensitivity o f  the results to the welfare measure. For example, Table 
1.5 shows growth to be pro-poor, using both consumption per capita and consumption per 
adult equivalent. 

Box 1.2: Measuring Monetary Welfare 

As recognised in the 2000/2001 World Development Report (WDR) and the 2000 study o f  
poverty in the World Bank’s Making Transition Work for Everyone, poverty has a multi-dimensional 
nature, encompassing opportunities, security and empowerment. While recognizing the importance o f  the 
Droader definition o f  poverty, this f i rst  report focuses on monetary indicators o f  well-being. There are 
several possible methodologies used to measure household monetary welfare for poverty calculation, which 
are briefly reviewed below. Natstatcom has been publishing poverty statistics using expenditure per capita 
as a welfare measure. The other two measures are consumption per capita and consumption per adult 
equivalent. 

The expenditure/capita measure includes expenditures on food items, the estimated value o f  home- 
produced food items, and purchases o f  non-food items and services. In addition, this measure includes the 
hull purchase value o f  durable goods, real estate, livestock, assistance and gifts to others, as well as taxes 
and fees. 

The consumption/capita measure differs from expenditure in including the estimated use value of 
durables the household owns, with the exception o f  housing. The consumption measure does not include 
the purchase o f  real estate, livestock, assistance and gifts to others, as well as taxes and fees, as these are 
not consumed by  the household during the year. Consumption i s  perceived to be a better measure of 
household welfare than ex enditure because it measures the goods and services directly consumed by  the 
household during the year. 

Consumption per adult equivalent assigns to adult women, children, and pensioners a fraction in order 
to get a total “adult equivalent” household size. The fractions, or equivalent scales, used here were derived 
for the Kyrgyz Republic by  Barry Popkin (University o f  North Carolina), using 1993 data. The 
consumption per adult equivalent measure i s  used for identifying whether a particular household i s  poor or 
not. The specific scale used is: 1 for men 18 to 59 years old; 0.8 for women 18 to 54 years old; 0.78 for 
pensioners; 0.89 for children 14 to 17 years old; 0.78 for children 7 to 13 years old; 0.64 for children 4 to 6 
years old; and 0.49 for children 3 years and younger. 

Income per capita i s  not used in this report given that consumption i s  considered a better welfare 
measure. Consumption fluctuates less than income and hence measures long-run welfare better. 
Consumption i s  also subject to less measurement error, given the large informal economy and desire to 
avoid taxes. 

s 

Information on consumer durables are available in the HBS only since 2000. The welfare measure for poverty 
comparison after 2000 includes an estimate of use value of durables. However, the welfare measure for poverty 
comparison for the 1998-2001 period excludes the use value of durables in order to ensure comparison consistency 
across the whole period. 
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1.12 The absolute poverty l ine was re-constructed, jo int ly wi th Natstatcom, using the 
2001 H B S  data and i s  estimated at 6975 Soms per capita annually. This national poverty 
l ine i s  very close to the local equivalent o f  international poverty l ine o f  PPP$2.15 per 
capita per day, which i s  estimated at 6697 Somskapita per year in 2001. Earlier poverty 
lines were based on the 1996 KPMS data, and were updated using the CPI. I t  i s  
important to ground the poverty line in more recent data reflecting current consumption 
patterns. The estimation o f  the poverty l ine followed the same method utilized earlier by 
the Wor ld  Bank and Natstatcom for calculating the poverty line using the 1996 K M P S .  
The absolute poverty line method i s  estimated using the cost o f  basic needs approach, 
similarly to the established approach in the Kyrgyz Republic and elsewhere. A minimal 
daily calorie intake o f  2100 calories/person/day i s  adopted. The cost o f  the food basket 
providing this nutritional level i s  then estimated, using consumption habits o f  the second- 
to-fourth deciles o f  the population. The cost o f  this food basket was 4648 Som per capita 
annually in 2001. This i s  usually adopted in the Kyrgyz Republic as the “food poverty 
line”, and i s  treated as a threshold for identifying extreme poverty. Clearly, non-food 
basic needs should be accounted for as well. The cost o f  non-food basic needs i s  
estimated on the basis o f  calculating the food share for  households wi th  per capita food 
consumption in the neighborhood o f  the “food poverty line”. The calculated food share 
i s  66.6 percenta4 The overall absolute poverty l ine i s  then estimated at 6975 Soms per 
capita per year in 2001 prices. Prior to  this estimation, Natstatcom updated i t s  poverty 
l ine f rom i t s  1996 value to be 7491 Somskapita. An update o f  the Wor ld  Bank (2000) 
poverty line would give a poverty l ine o f  8509 Somdcapita in 2001 prices. 

Outcomes 

1.13 The robust economic recovery in 2000-2001 had a significant poverty reduction 
impact. Growth in GDP per capita was about 5 percent in each o f  2000 and 2001. 
Consequently, average consumption grew by about 8 percent each in 2000 and 2001 from 
the year earlier. Poverty had a reasonable decline in these two years as well. The 
headcount index o f  absolute poverty declined by about 6 percent each in 2000 and 2001 
(see Table 1.3). The poverty gap and severity indices had a comparable reasonable 
reduction in 2000 and 2001 .5 

One reason for such a high share i s  that the use value of durables computed here i s  relatively small at 3 percent of 
total consumption. 

T h e  improvement in 2001 of all poverty indicators based on the panel sample i s  fully consistent with the results from 
the whole survey sample discussed in the previous section; the improvement experienced by the panel households in 
2000 i s  however contrasted by a deterioration in the whole survey sample--explained, as discussed earlier, by the 
expansion of the sample that took place in that year. 
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grid Whole Sample 
1998 1999 2000 200 1 

Gr. Rate of GDP per capita (% per annum) 0.5 2.2 4.5 5.4 
Panel Households 
Headcount Index (PO) (%) 55.3 54.8 48.2 42.6 
Poverty Gap Index (Pl) 0.167 0.163 0.129 0.108 
Poverty Severity Index (P2) 0.067 0.064 0.048 0.039 
Whole Sample 
Headcount Index (PO) (%) 50.9 53.8 59.6 52.3 
Poverty Gap Index (Pl) 0.156 0.161 0.197 0.154 
Poverty Severity Index (P2) 0.063 0.065 0.086 0.062 

1.14 Absolute poverty was clearly reduced in 2001 compared to 2000, regardless of 
the poverty index or welfare measure. Given the pro-poor growth (Table 1.5), poverty i s  
expected to decline in 2001 due to both higher average consumption level and reduced 
inequality. Poverty indeed declined for al l  welfare measures (consumption per capita, 
consumption expenditure per capita, and consumption per adult equivalent, see B o x  1.2 
above) and for the three standard aggregate measures o f  poverty-Headcount Index (PO), 
Poverty Gap Index (Pl) and Poverty Severity Index (P2) (see B o x  1.3 on Poverty 
Measures). Using already reported Natstatcom figures, the fraction o f  the population 
below the poverty line declined from 52.0 percent of the population in 2000 to 47.6 
percent in 2001 (see Table 1.4).6 Using the consumption per capita, the headcount index 
o f  poverty declined from 62.5 to 56.4 percent o f  the p ~ p u l a t i o n . ~  There were fewer 
people below the poverty l ine in 2001. In addition, the average consumption level o f  
those remaining below the poverty l ine i s  closer to the poverty line, and there are fewer 
people who remain at the extreme bottom o f  the consumption distribution, as indicated by 
the poverty gap and poverty severity indices. 

Table 1.4: Absolute Poverty in the Kyrgyz Republic, 2000-2001 
Measure of welfare Absolute Headcount Index (PO) Poverty Gap (Pl) Poverty Severity 

poverty (%) (P2) 
line, 2001 (%) 

soms 
2000 2001 2000 2001 2000 2001 

Expenditure per 749 1 52.0 47.6 16.1 13.9 7 5.6 
capita 

capita 

adult equivalent 

Consumption per 6975 62.5 56.4 21.1 17.2 9.3 7 

Consumption per 6975 51.8 45.0 15.1 11.7 5.9 4.3 

Carrying out tests of signif icance for the differences in poverty rates requires additional information on the sample 
design structure, which are currently unavailable. 
’ Using the international poverty l ine of 6697 Soms per capita per year (PPP$2.15), the headcount index of poverty in 
2001 was 53.6 percent. The ECAPOV study, World Bank (2000) reports a headcount index of poverty of 49.1 in 1998, 
using the KPMS. Given these estimates rely on different survey instruments, the KPMS for 1998 and HBS for 2001, i t  
would be incorrect to conclude that poverty increased between 1998 and 2001. See the next section and Annex 1.1. 
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Box 1.3: Measures of Poverty 
This analysis uses the three standard Foster-Greer-Thorbecke (1984) aggregate poverty measures. 
The headcount index (PO) i s  a measure of the prevalence of poverty. I t  denotes the percentage of 
households who are poor-as defined by the poverty line-as a proportion of  total population. This 
measure was insensitive to the distribution of  the poor below the poverty line. The poverty gap index (Pl) 
i s  a measure of the depth of poverty, and it denotes the gap between the observed consumption levels of 
poor households and the poverty line. Assuming perfect targeting o f  resources (transfers), this poverty gap 
index indicates the total amount needed to bring all households in poverty up to the poverty line. 
The poverty severity index (P2) measures the degree of inequality in distribution below the poverty line, 
giving greater weight to households at the bottom o f  the consumption distribution. 

where n = total population, q = number of those with consumption yi less than the poverty line z. 

1.15 Indeed, for any poverty line, poverty i s  lower in 2001 compared to 2000. The 
cumulative distribution function graph shows the fraction of the population with 
consumption less than a given level. This graph effectively shows the poverty incidence 
for different poverty lines. A lower graph means lower poverty. Given that the fraction 
of the population with consumption less than a given level i s  lower in 2001 compared to 
2000 (see Figure 1.3), there i s  clearly less poverty in 2001. This i s  indeed true for any 
given poverty l ine and for the urban and rural population, taken separately.8 The 
implication of this i s  that social welfare in the Kyrgyz Republic i s  definitely higher in 
2001 compared with 2000, for the country as a whole and for the urban and rural 
population taken separately. 

Figure 1.3: Cumulative Distribution Functions, 2000 and 2001 

1 -  

35 - 

5 -  

z5- 

Source: HBS data. Note: weight, national sample of 3000 households. 

~ 

The figure also illustrates that rural poverty i s  higher than urban poverty in both 2000 and 2001. 
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1.16 The reduction in poverty is  also evident for extreme poverty. Natstacom has 
utilized the cost o f  the food basket that provides minimal nutrition as an extreme poverty 
line. Adopting this, indicators o f  the prevalence, depth, and severity o f  poverty were 
lower in 2001 compared to  2000 (see Table 1.5). 

in the Kyrgyz Republic, 2000-2001 
Measure of welfare Food Headcount Index Poverty Gap (Pl) Poverty Severity (€2) 

poverty line, (PO) (%) (%) 
2001 s o m  (%) 

2000 2001 2000 2001 2000 2001 

Expenditure per 4510 17.8 13.5 3.9 2.7 1.3 0.8 
capita 

capita 

adult equivalent 

Consumption per 4648 32.9 24.7 7.7 5.3 2.6 1.8 

Consumption per 4648 20.6 14.6 4.1 2.7 1.3 0.8 

Pro-Poor Growth, 2000-2001 

Economic growth in 2001 was clearly pro-poor. Real GDP grew at a robust rate of 
5.4 percent. Using the Household Budget Survey data collected f rom about three 
thousand households in both 2000 and 2001 (see Box  1.1), the average consumption per 
capita increased by 8 percent in 2001 (see Table 1.6). There was a general improvement 
in welfare at all levels of  the consumption distribution between 2000 and 2001. Growth 
was pro-poor, since the percentage increase in per capita consumption at the lower 
deciles exceeded that at the upper deciles. 

Table 1.6: Average Consumption by Decile, 2000-2001 (in 2001 prices) 
Consumption per capita Consumption per adult equivalent 

Decile 2000 2001 % change 2000 2001 % change 
Poorest 1 2658 2945 10.8 3 145 3472 10.4 

2 3604 4017 11.5 4226 4684 10.8 
3 4220 4669 10.6 4969 5468 10.0 
4 4847 5395 11.3 5679 6208 9.3 
5 5500 6056 10.1 6363 697 1 9.6 
6 6297 6846 8.7 7246 7825 8.0 
7 7262 7892 8.7 8365 8995 7.5 
8 8515 9342 9.7 9773 10561 8.1 
9 10672 11515 7.9 12081 12890 6.7 

Richest 10 17220 17769 3.2 19234 19739 2.6 
Total 7084 7650 8.0 81 10 8686 7.1 

Source: HBS. Note: Weighted data, national sample of 3000 households. 

1.17 Growth was more pro-poor in urban areas than rural areas in 2001. All deciles 
o f  the population benefited f rom growth in 2001, regardless o f  whether they are in urban 
or rural areas (see Figure 1.4). The average improvement was greater in rural areas, as 

13 



consumption per capita increased by 8.9 percent in rural areas and 6.5 percent in urban 
areas in 2001.9 However, growth was clearly more pro-poor in urban areas, wi th the 
greater increase in consumption for poorer deciles. The pattern between relative 
improvement and decile position i s  less clear in rural areas. 

Figure 1.4: Change in per Capita Consumption by Decile for Urban- 
Rural Population, 2000-2001 (%) 

~ 180, I 

1 2 3 4 5 , . , 6  7 8 9 10 - average change in per capita consumption 
- I  - change in consumption per capita by decile (urban) - -change in consumption per capita by decile (rural) 

Source: HBS. Note: Weighted data, national sample of 3000 households. 

1.18 The poverty reduction in 2001 i s  also broad-based across the regions o f  the 
Kyrgyz Republic. No oblast had an increase in poverty. However, some oblasts had 
greater reduction in poverty than others. I t  i s  of  concern that the oblast with the highest 
incidence of poverty, Naryn, hardly experienced any poverty reduction (see Table 1.7). 
This calls for special attention to geographically concentrated pockets of poverty that 
appear to be caught in a “poverty trap” and unable to  benefit f rom relatively broad-based 
pro-poor growth. A regional emphasis on poverty reduction in the NSPR i s  necessary 
to supplement sustained pro-poor growth. 

Table 1.7: Incidence of Poverty by Location, 2000-2001 
Headcount index, consumption per capita 

Absolute Poverty Extreme Poverty 
2000 2001 2000 2001 

Total 62.5 56.4 31.9 24.7 
Urban 53.3 45.4 26.5 17.7 
Rural 67.4 62.4 34.7 28.4 
Oblast 
Bishkek 40.0 31.5 19.2 7.8 
Issyk-Kul 67.3 63.0 42.9 33.4 
Jalal- Abad 72.5 68.0 24.4 24.4 
Naryn 89.4 89.1 65.6 61.0 
Batken 76.0 54.5 43.6 17.6 
Osh 70.8 66.7 38.4 34.1 
Talas 83.0 72.3 53.3 39.1 
Chui 37.2 33.1 14.5 9.3 

Source: HBS. Note: Poverty estimates are weighted, national sample of 3000 households. 

Rural consumption levels were s t i l l  lower than urban consumption level, despite narrowing gap. Consumption per 
capita in rural areas in relation to that in urban areas increased from 82.4 percent in 2000 to 84.2 percent in 2001. 
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Inequality 

1.19 The overall reduction in poverty between 2000 and 2001 is  driven by growth, as 
well as by reduction in inequality. Between 2000 and 2001, consumption per capita 
grew at a faster rate in rural areas (8.9 percent) than urban areas (6.5 percent). Yet the 
reduction in absolute poverty was 7.9 percentage points for the urban population, greater 
than the poverty reduction for  the rural population, which was 5 percentage points. The 
primary reasons for the difference i s  that rural poverty reduction was basically driven by 
consumption growth wi th little change in inequality, while poverty reduction in urban 
areas was driven b y  both consumption growth and inequality reduction. T o  see that, the 
change in a poverty index of can be decomposed into a “growth component”, and a 
“redistribution component” indicating the impact o f  inequality change (see B o x  1.4). 
Practically all rural poverty reduction was practically al l  driven b y  growth, about 40 
percent o f  the urban absolute poverty reduction could be attributed to reduction in 
inequality among the urban population (see Table 1.8). 

A change in poverty between two years can be considered either as a result o f  changes in average 
standards o f  living, or a change in the distribution o f  consumption. A method developed by Ravallion and 
Datt (1992) i s  used here to decompose the overall change in poverty into a “growth” component”, a 
“redistribution” component, and a residual.” The growth component i s  the poverty change that would 
result i f  the consumption o f  al l  individuals in the second year i s  increased from its value in the first year 
equally by  the ratio of  average consumption between the two years. This would essentially leave the 
distribution of  consumption identical between the two years, thus providing the “growth component” o f  the 
poverty change. The redistribution component assumes that the average consumption between the twc 
years i s  identical, thus allowing us to measure the impact o f  a change in inequality on the poverty index. 
These “growth” and “redistribution” components do not typically add up to exactly the overall poverty 
change, and the difference i s  the “residual” in the equation. 

Table 1.8: Decomposition of  Poverty into Growth and Redistribution Components, 2000-2001 
Change in the headcount index. absolute Dovertv Change in the headcount index. extreme Dovertv 

Actual Growth Redistribution Residual Actual Growth Redistribution Residual 

All country -6.1 -5.85 -0.40 0.15 -7.2 -5.47 -2.26 0.52 

Rural -5 .O -6.53 0.73 0.80 -6.3 -6.22 -0.34 0.26 
Urban -7.9 -4.37 -3.02 -0.51 -8.8 -3.80 -4.81 -0.19 

Source: HBS. Note: Poverty estimates are weighted, national sample of 3000 households. 

1.20 In addition to having higher consumption and lower poverty, the inequality in 
consumption is  clearly reduced between the years 2000 and 2001. The Gini index o f  
inequality i s  lower in 2001 compared to a year earlier, for  the country as a whole and for 
the urban and rural sectors separately (see Table 1.9).” This i s  indeed expected given 

lo Datt, G. and M. Ravallion (1992), “Growth and Redistribution Components of Changes in Poverty Measures: A 
Decomposition With Applications to Brazil and India in the 1980s,” Journal of Development Economics, 38 
l1 The Gini inequality indices are low and should not be compared to Gini indices reported using a different welfare 
measure. For example, adding the full value of consumer durables to the welfare measure (and hence using 
expenditure) i s  expected to generate a higher Gini index of inequality. 
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that poorer segments o f  the population experienced a greater increase in their 
consumption between 2000 and 2001. Indeed, a Lorenz curve o f  consumption per capita 
shows the extent o f  inequality. The Lorenz curve for the 2001 distribution i s  closer to the 
diagonal, the line o f  perfect equality, and hence has less inequality than the 2000 
consumption distribution (see Figure 1.5). Given this, any methodologically reasonable 
measure of inequality w i l l  show a decline in inequality in the year 2001. This includes 
the Gini index, Theil indices, coefficient o f  variation, Atkinson indices, or any measure 
that i s  consistent with the Lorenz criterion. 

Table 1.9: Gini Index of  Inequality in 2000 and 2001 
2000 2001 

Total 30.3 29.0 
Urban 30.7 28.4 
Rural 29.2 28.8 

Source: HBS data. Note: weighted national sample of 3000 households. 

Figure 1.5: Lorenz Curves of Consumption Inequality, 2000 and 2001 
(dashed line=2000, solid line=2001) 
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C. POVERTY COMPARISON OVER A FOUR-YEAR PERIOD, USING HBS 1998-2001 

Methodological Issues 

1.21 Poverty comparison over 1998-2001 is seriously complicated by the expansion 
of the HBS sample in 2000. l2 About one thousand households were added to increase 
the sample size to three thousand households, in order to make the sample more 
representative at the oblast level. However, the added households had a per capita 
consumption that i s  about 70 percent of  the consumption level o f  the original sample 
households. While households weights were re-computed, these largely accounted for 
the population's demographic characteristics, and did not fully account for  the fact that 

l2 Electronic f i les  o f  the HBS are not available for years earlier than 1998. Poverty estimates for earlier years largely 
drew on other data sources, and are reviewed in Annex 1.1. 
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the added households were much poorer on average compared to  the original sampled 
households. Thus, poverty comparison over the four-year period, using the full H B S  
sample, i s  bound to show a worsening of poverty between 1999 and 2000, compared to 
any real change. Fortunately, the sample has a panel structure tracking the same 
households over time unless they drop out, when an appropriate household replacement i s  
found. 

1.22 Thus, the four-year poverty comparison i s  based on a continuous panel o f  
1108 households who were observed every month during the 1998-2001 period. The 
panel sample i s  the only dataset that can be used for consistent poverty comparisons in 
the Kyrgyz Republic over the 1998-2001 period. However, some qualifications on using 
the panel are in order. First, a panel o f  households does not represent the whole 
population at any particular moment. The reason for the addition o f  households in the 
year 2000 i s  to make the sample more representative o f  regions that are much poorer than 
average. Thus the poverty levels in the panel sample are l ikely to  be less than the true 
poverty levels for the population as a whole. Second, households dropping out o f  the 
panel sample are l ikely to be those with a high value o f  their time, and these are l ikely to 
be poorer households. For poorer households free time i s  an almost non-existent luxury, 
and often they do not have time to  participate in surveys, engaging in back-breaking and 
exhausting physical labor f rom dawn till dusk to make ends meet. Rich households also 
value time, but unlike the poor they can afford the luxury o f  taking time out to answer 
survey questions. This may make the panel sample biased toward the richer households 
(thus biased in favor o f  detecting less poverty than there actually is)  or toward households 
less l ikely to remain poor (thus biased in favor o f  detecting a reduction in poverty). 
These potential biases exist with every panel sample. Yet, there i s  a clear advantage o f  
carrying out poverty comparison over time using the panel sample, namely the data are 
indeed comparable across years, and the analysis w i l l  not be adversely influenced by the 
changing nature o f  the whole survey sample. Moreover, while the panel sample may not 
represent the whole population, i t  represents a sizable fraction o f  the population, for 
whom a better understanding o f  the growth-poverty links wil l  be feasible. 

Figure 1.6: Consumption per Capita for Panel and Whole Sample Households 

1.23 I t  i s  re-assuring to find that the per capita consumption for the panel and for the 
whole sample are fairly close for the years 1998-1999 (see Figure 1.6).13 Indeed, the 

l3 The use value o f  durables i s  not included in the consumption per capita variable that i s  used with the panel and for 
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average per capita consumption for the panel households was about 3 percent less in 
1998-1999 than that for the whole sample. This supports the view that households in the 
panel sample are slightly poorer than those dropping out for having a higher opportunity 
cost o f  their time. Following the expansion of  the whole survey sample in 2000, the 
average consumption for the panel households i s  about 16 percent greater than that for 
the whole sample in the years 2000-2001. The added households had a consumption 
level that i s  about 70 percent of the consumption o f  the panel and (pre-2000) sample 
households. Thus, in comparing welfare change between 1999 and 2000, indicators 
based on the whole sample are biased in favor of  showing lower consumption and greater 
poverty compared to indicators derived from the panel households. 

1.24 When consumption trends are disaggregated for the urban and rural populations, a 
similar trend emerges in the relation between panel and whole sample averages. 
Consumption average for the panel households i s  slightly less than that of  the whole 
sample for each of  the rural and urban sectors in 1998 and 1999. Yet, consumption for 
the panel households exceeds that for the whole sample in 2000 and 2001 by about 10 
percent for the rural and 13 percent for urban households (see Table 1.10). Thus, the 
biased nature of  expanding the whole sample in 2000 by  poorer households seems to 
apply equally for the urban and rural sectors. 

Table 1.10: Average Monthly Per Capita Consumption for Panel and Whole Sample Households, 
B y 2 0 0 1 ,  and by Urban-Rural (in monthly Dec. 2001 Soms) 
Quarter/ Year Panel Household Whole Sample households 

Rural Urban Total Rural Urban Total 
41-98 612.0 785.3 666.8 626.2 805.5 690.5 
42-98 594.8 733.8 638.8 630.3 757.1 675.8 
43-98 672.0 759.3 699.6 681.5 781.7 717.5 
44-98 638.6 732.5 668.3 658.4 767.7 697.6 
41-99 623.7 751.4 664.2 638.1 782.1 688.6 
42-99 617.5 651.9 628.4 621.5 692.7 646.5 
43-98 672.8 690.0 678.2 672.1 723.3 690.1 
44-99 677.5 731.1 694.5 695.6 75 1.6 715.3 
41-00 676.8 742.6 697.6 633.4 692.8 656.1 
42-00 656.3 724.1 677.8 611.9 672.8 635.1 
43-00 685.6 747.8 705.3 641.7 674.6 654.2 
44-00 791.0 826.3 802.2 756.7 782.9 766.7 
41-01 746.4 819.0 769.4 656.7 692.2 670.5 
42-01 693.4 760.1 714.5 610.1 637.7 620.8 
43-01 769.3 812.0 782.8 652.4 679.1 662.8 
44-01 832.0 868.6 843.6 737.1 752.3 743.0 

Note: Averages are for sample households only without weights. 

the whole sample in this section. Information on durables is  not available pr ior  to the year 2000. The absolute poverty 
l ine used with this consumption variable i s  accordingly adjusted to 6785 soms per annum in 2001 prices, in contrast to 
6975 soms when the use value o f  durables i s  included. The poverty l ine used for analysis in this section i s  converted to 
a monthly poverty l ine o f  568 soms per month in December 2001 prices. T h i s  i s  one reason that resulting figures for 
consumption and poverty in this section to differ slightly f rom those presented in the previous section. Another reasons 
i s  that figures are reported in th is  section for the panel sample individuals, given that weights differ across years. 
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Outcomes 

1.25 Growth was the driving force behind poverty reduction for rural households over 
the 1998-2001 period. Growth was also an important factor in reducing urban poverty 
since 1999. In addition, reduction in urban inequality had a poverty-reducing impact in 
1999 and 2001. The separate impacts of growth and inequality reduction on poverty 
during the 1998-2001 period can be identified though a decomposition analysis (see Box  
1.4). Table 1.11 shows the results o f  this decomposition. I t  clearly shows that the 
poverty reduction has been mostly driven by growth in average consumption levels. In 
1999, the urban households experienced a reduction in average consumption level, 
increasing the poverty headcount index by 3.9 percent, and a reduction in inequality, 
reducing poverty b y  3.1 percent. The net result was an observed poverty increase in the 
headcount index o f  1.5 percent, taking into account the residual effect. Inequality 
reduction had a major poverty-reducing impact in 2001 for urban households. Clearly, 
growth since 1999 has been reducing poverty, unhindered by worsening inequality and in 
some cases assisted by a reduction in inequality. 

Table 1.11: Decomposition of  Overall Poverty Change into Growth & Inequality Change, 1998-2001 
Actual Change in Growth Inequality 
Headcount Index Component Component Residua 1 

All households 
1999/ 1998 
2000/1999 
2001/2000 
Urban households 
1999/ 1998 
2000/1999 
2001/2000 
Rural households 
1999/1998 
2000/1999 

-0.5 
-6.6 
-5.6 

1.5 
-3.9 
-8.5 

-1.3 
-8.1 

1.5 
-5.3 
-6.0 

3.9 
-4.4 
-4.8 

-0.5 
-6.0 

-1.7 
-1.0 
-1.8 

-3.1 
-1.0 
-5.6 

-0.8 
-0.9 

-0.3 
-0.3 
2.2 

0.7 
1.5 
1.9 

0.0 
-1.2 

2001/2000 -4.2 -5.9 -0.1 1.8 
Source: HBS panel dataset. 

1.26 The change in poverty between 1998 and 1999 i s  more complex, and results f rom 
diverging trends in urban and rural poverty. The Russian crisis affected the Kyrgyz 
economy in the second half of 1998 andfirst half of 1999. The crisis affected the rural 
and urban sectors differently, thus making the sectoral change in poverty o f  greater 
interest than the aggregate change in poverty. For the panel households, rural poverty 
had a marginal decline while urban poverty increased in 1999. The net result turned 
out to be very little change in aggregate poverty between 1998 and 1999 (see Table 
1.12). Much o f  the GDP growth (3.7 percent) in 1999 i s  accounted for by the growth in 
agricultural sector (8.2 percent). Indeed, consumption o f  the urban households declined 
by about 6 percent in 1999 while i t  increased by about 3 percent for  the rural panel 
households. 
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1998 1999 2000 2001 
Urban 
Headcount Index (PO) (%) 44.6 46.1 42.2 33.7 
Poverty Gap Index (P 1) 0.127 0.135 0.115 0.091 
Poverty Severity Index (P2) 0.054 0.052 0.044 0.034 
Rural 
Headcount Index (PO) (%) 60.2 58.9 50.8 46.6 
Poverty Gap Index (Pl) 0.185 0.175 0.135 0.1 16 
Poverty Severity Index (P2) 0.073 0.070 0.050 0.041 

1.27 Relative food prices increased as a result o f  the Russian crisis, thus favoring the 
rural population that i s  largely food producers. The inflationary pressure o f  the Russian 
crisis occurred mostly between the middle o f  1998 and middle of 1999. During this 
period, food prices rose much faster than prices o f  non-food goods (see Figure 1.7).14 
Food production i s  the major source o f  income for the rural population, accounting for 53 
percent o f  their total income in 2001. The comparable ratio for  the urban population i s  
15 percent, and this i s  mostly food produced and consumed by the household. As a 
result, the relative price increase for food products had a favorable impact on the rural 
population. 

Figure 1.7: Food Prices Rose Faster Than Those for Non-food Goods 
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1.28 There was a small reduction in inequality during the 1998-2001 period (see 
Table 1.13). Using the four-year panel sample, the Gini index shows a small reduction in 
inequality for  urban households in 1999 and in 2001, while rural inequality declined in 
the year 2000. The Gini index o f  inequality for the whole panel sample registers an 
aggregate decline between 1998 and 2001. l5 These inequality reductions contributed to 
poverty reduction in this period. 

l4 T h i s  does not necessarily imply that terms of trade moved in favor of agriculture during the relevant period. 
l5 Given the likely attrition of richer people from a panel sample, due to their higher value of time, inequality indices 
are likely to be biased for a panel where quitting households are replaced. T h e  inequality indices computed here are for 
a panel wifhouf replacement, so the same set of households are observed all the time. Thus, attrition problems do not 
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Table 1.13: Gini Index of Inequality 1998-2001, in Consumption per Capita, for Panel Dataset 
Gini Index 1998 1999 2000 2001 
Total 0.318 0.306 0.299 0.299 
Urban 0.310 0.290 0.294 0.282 
Rural 0.315 0.311 0.299 0.304 

.6 - 

.4 - 

.2 - 

n -  

1.29 The growth-poverty conundrum would emerge if one were to compare poverty 
during the 1998-2001 using the whole sample. As Table 1.3 illustrates, and using the 
whole sample, the incidence o f  poverty would appear to increase slightly in 1999 but 
more significantly in the year 2000 while GDP was growing at a decent rate. The 
expansion o f  the whole sample that added poorer households in the year 2000 i s  indeed 
responsible for this apparent conundrum in poverty comparison between 1999 and 2000. 
No conundrum emerges when the analysis i s  carried out in a manner that controls for 
sample change, in this case with the panel sample. 

1.30 Using the four-year panel sample, i t i s  clear that aggregate poverty changed l i t t le 
between 1998 and 1999 and then consistently declined over the 1999-2001 period. 
Moreover, rural poverty consistently declined over the four-year period. Urban poverty 
increased in 1999 but consistently declined over the 1999-2001 period. The cumulative 
distribution functions in Figure 1.8 show the incidence o f  poverty for  various poverty 
lines. Given that the poverty incidence curve increased between 1998 and 1999 for urban 
households, this indicates that urban poverty increased in this period. But the graph also 
shows that urban poverty consistently declined f rom i t s  1999 level. The poverty 
incidence curves for the rural panel households show a consistent decline over the 1998- 
2001 period. (Specific poverty measures are reported in Tables 1.3 and 1.12). 

Figure 1.8: Poverty Incidence Curves for Panel Households, 1998-2001, for Rural and Urban Sectors 
1999 
2001 
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bias the panel inequality indices. The extent to which the panel sample (and therefore i t s  inequality indices) may or 
may not represent the whole population was addressed in paras. 1.20-1.22 above. 
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D. CONCLUSION: A SERIOUS POVERTY REDUCTION CHALLENGE CONTINUES 

1.31 This chapter has shown that the Kyrgyz economy experienced robust growth in 
2000-2001, recovering f rom anemic growth during the Russian crisis. The economic 
recovery resulted in pro-poor growth in 2001, and was accompanied by poverty and 
inequality reduction. Thus the economy scored wel l  on al l  three objectives o f  
development in 2001. Moreover, analysis o f  a continuous panel o f  households reveals 
that there i s  no growth-poverty conundrum, and that economic growth, coupled with 
relatively moderate and somewhat declining inequality, resulted in reduced poverty for 
the two consecutive years o f  economic recovery-2000 and 2001. The 1998-99 poverty 
change i s  more complex, given the increase in relative food prices as a result o f  the 
Russian crisis. This relative price increase favored rural households, making rural 
poverty decline marginally while urban poverty increased in 1999. 

1.32 Despite the fact that the Kyrgyz economy experienced poverty-reducing growth 
for two years in i t s  post-Russian crisis economic recovery, the poverty challenge remains 
large. One out o f  every two people lives in absolute poverty, and one out o f  every four 
people lives in extreme poverty. Sustainable economic growth will  have to be at the 
center of the Kyrgyz poverty reduction strategy. For sustainable growth to have a 
significant impact on poverty reduction, it is also important to maintain inequality at its 
moderate level, and prevent it from rising. While growth and poverty reduction have 
been relatively broad-based, i t i s  important to recognize that Naryn, the poorest oblast, 
benefited very little f rom the recent economic recovery. This calls for  an additional 
regional dimension to the broad poverty reduction strategy, in order to ensure that 
benefits from growth are more widespread, particularly in the poorest areas. 
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Simulation of Impacts of Growth Rates on Poverty Reduction 

1.33 Figure 1.9 presents the expected poverty-reducing impact of economic growth 
over 2002-2006 period. The graph presents simulation for two growth rates of real per 
capita consumption: 5 percent and 3 percent per annum. These simulations assume that 
inequality i s  held constant at i t s  2001 level. The starting point for the simulation i s  the 
headcount index of absolute poverty of 56.4 percent in 2001, given the full H B S  sample. 
Given the consumption distribution in the Kyrgyz Republic, a 5 percent annual growth 
rate in per capita consumption i s  expected to reduce the headcount index of poverty to 36 
percent in 2006, a reduction of 4 percentage points per year on average. Out of a 
population of almost 5 million people, this wi l l  effectively reduce the number of people 
living in absolute poverty from 2.8 million people in 2001 to 1.8 million people in 2006. 
A 5 percent consumption growth rate translates into 200 thousand escaping poverty every 
year, a million people over 5 years. 

Figure 1.9: Simulating the Poverty-Reducing Impact of  Economic Growth, 2002-2006 
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1.34 A less ambitious growth rate of  per capita consumption of 3 percent per year wil l  
only reduce the incidence of poverty to 45 percent by 2006, a 2.4 percentage point 
reduction per year. This implies that the number of people living in absolute poverty 
declines by 580,000 people over a five-year period, about 116,000 per year. 

1.35 These poverty reduction goals can only be achieved if growth is sustained and 
inequality does not increase. Inequality may very well increase if growth i s  broadened 
outside agriculture to industry and modern services, which wil l  have to make more 
differentiated rewards to factors of production than agriculture. I f  the Gini index of 
consumption inequality increases by 0.01 per year from 0.29 in 2001 to 0.34 in 2006, 
then a 5 percent annual growth rate in consumption i s  expected to reduce the headcount 
index of poverty to merely 41 percent by 2006; instead of  the 36 percent that i s  expected 
if inequality remains unchanged. A 3 percent annual growth rate in consumption with 
increasing inequality i s  expected to reduce the headcount index of poverty to merely 50 
percent, rather than 45 percent with unchanging inequality, by 2006. 
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1.36 Sustaining growth i s  expected to  be much harder over the coming few years, as 
the conditions for  1996-2001 growth appear unlikely to  be replicated over the medium 
term. Aside from private investments in gold, growth since 1996 has relied substantially 
on public investments and consumption (including imports). These macroeconomic 
conditions are difficult to  sustain. Current high levels of external debt-at the moment 
transitorily mitigated by the recent Paris Club f low restructuring operation-pose too 
many r i sks  to external sustainability. 

Importance of Broad-Based Growth 

1.37 Future poverty reduction w i l l  crucially depend not just on the level o f  growth but 
on the forces driving this growth as well. There i s  a need for a more balanced growth 
that relies on multiple sectors growing at the same time, in order to ensure a solid and 
sustained growth in output and incomes over the medium term. I t  i s  possible that a 
scenario o f  3 percent growth that i s  based on trade and private investment could result in 
greater poverty reduction than a 5 percent growth that i s  primarily supported by fiscal and 
external imbalances. More specifically, the sources o f  demand for growth are important 
for the extent o f  poverty reduction. 

1.38 Growth in the most recent 2000-2001 period, was more balanced but lacked the 
necessary exports and private investment dynamism. The authorities began adjusting 
private consumption and imports since late 1998 when the exchange rate was allowed to  
float. Further adjustment o f  public consumption and imports continued during the 2000- 
01 period, when external adjustment was complemented wi th  fiscal adjustment, and 
measures to initiate the process that would address the dire strait conditions o f  the 
banking and energy sectors. As a result, the trade balance improved substantially, but 
mainly due to a sharp fa l l  in imports. Exports (other than gold, and those related to the 
inter-governmental irrigation agreements wi th Uzbekistan) have shown no dynamism. 
Similarly, lagging reforms to  improve the business environment, as wel l  in the energy, 
telecommunications and mining sectors, have lead to an unfavorable investment climate, 
in turn resulting in very l o w  rates o f  private investment. Saving rates have improved 
fol lowing the strong stabilization efforts, but the ability of the financial sector to mobilize 
savings and investments i s  s t i l l  in question. 

1.39 Growth in labor-intensive sectors i s  more pro-poor, but their progress i s  
undermined b y  domestic constraints created b y  an excessively bureaucratic regulatory 
process, some features o f  the taxation regime and enforcement, and other factors. I t  i s  
noteworthy that growth in 2001 was driven, in addition to  agriculture, b y  construction, 
transportation, trade, catering together accounting for about 18 percent in GDP. These 
sectors are dominated by micro and small-sized enterprises. Only the construction 
materials sector has a few medium-scale enterprises (a recently privatized cement plant as 
well  as various business start up in brick and other related activities mainly focusing on 
exporting to neighboring Kazakhstan). L i ke  in agriculture, reforms and liberalization 
have led to some vibrancy in these sectors, wi th notable exceptions in air transport, 
railway, and part of the freight truck fleet. As elaborated in Chapter 3, and as 
commendable as has the embracement b y  the government o f  the objective o f  improving 

24 



the investment climate for these small f i r m s ,  significant and tangible gains are yet to 
materialized. 

1.40 While agriculture has generated a basic level of growth, without which the present 
levels of poverty would be significantly higher, this sector alone cannot continue to bring 
about rapid growth. Moreover, agriculture may be close to i t s  limit in providing a 
cushion to worsening conditions elsewhere in the economy, by absorbing workers from 
collapsing sectors. As Chapter 2 shows, success in the agriculture sector can be 
attributed to a mutually reinforcing set of reforms that the authorities have been 
implementing consistently over the past 6-8 years. These have been supported by several 
public interventions, some of which can be associated with the subsequent supply 
response (e.g., rehabilitation of irrigation, market-driven micro-credits schemes). I t  i s  
important that agricultural growth i s  enhanced through market-driven productivity gains, 
consolidation of  property rights and land reform, and the need to improve the marketing, 
particularly export orientation, of agricultural products. However, agricultural growth 
w i l l  be significantly conditioned by the extent of improving the export potential, as well 
as by a rising domestic demand, which in turn requires significant growth in the non- 
agricultural sectors (Figure 1.10). 

Figure 1.10: Exports and Investment-Savings 
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1.41 While the gold mining sector contributes to overall GDP growth, i t has limited 
linkages with the domestic economy and i s  therefore unlikely to have significant impact 
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on poverty reduction. Even after a decade o f  transition, the manufacturing sector shows 
no signs o f  revitalization.16 The dismal conditions o f  the manufacturing sector make it 
clear that the necessary conditions have not been created for stopping and reversing the 
rapid decline o f  this sector. 

1.42 The analysis o f  sectoral sources o f  growth suggests that the significant gains in 
poverty reduction achieved in recent years are not l ikely to be sustained over the 
medium-term unless there i s  a commitment to a strong reform agenda that ensures broad- 
based growth. 

l6 A detailed assessment o f  the current state o f  manufacturing i s  well beyond the scope o f  th is  work. 
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2. AGRICULTURAL GROWTH AND 
RURAL POVERTY REDUCTION 

Rural poverty fell steadily between 1998 and 2001, declining at an average rate of 
8percent a year, as the agricultural sector grew at an average rate of 6 percent a year 
starting in 1996. The agricultural growth rejected an increase in supply and demand, as 
well as an improved incentive framework and a shift towards higher-valued products. 
This chapter examines the relationship between agricultural growth and rural poverty. It 
starts by analyzing the recovery in agriculture that has occurred since 1996 and the key 
policies that supported it. It then analyzes the linkages between the agriculture sector 
and rural poverty, before concluding with an assessment of some of the key challenges 
and policy considerations for the continued pro-poor growth of the rural sector. 

A key factor in economic growth and poverty reduction is the increased level of assets 
(mainly land, livestock, and human assets) among rural households since the mid-1990s. 
An equitable land reform led to widespread land ownership, with 75 percent of rural 
households having access to land. Similarly, over half of the rural households own cattle 
and one third have small ruminants. Liberalizing the agricultural markets also 
contributed to agricultural growth and rural poverty reduction. 

Despite these impressive gains in ownership of agricultural assets, the sector remains 
characterized by traditional production techniques and low levels of market integration. 
With the high incidence of rural poverty (62.5% in 2001), continued rural growth wi l l  be 
crucial for future reductions in poverty. To capture the fu l l  potential for productivity 
gains, and to ensure an incentive framework that promotes an eficient and transparent 
allocation of resources in the sector, it is recommended that the Government consolidates 
reforms undertaken to date, such as: (a) promoting the development of rural land 
markets in the long-run and improved rental markets in the short run; and (b) supporting 
agricultural market development to reduce transaction costs and deepen rural markets; 
(c) enhancing agricultural support services; and (d) completing the institutional 
framework for water management and continuing investing in irrigation. I n  addition, 
data collection and analysis on rural living standards need to be improved. 

A. THE RECOVERY IN KYRGYZ AGRICULTURE 

Sectoral Performance 

2.1 Rural poverty fe l l  steadily between 1998 and 2001, declining at an average rate o f  
8 percent a year (Table 1.12), as the agricultural sector reversed a steep decline in the first 

27 



half o f  the 1990s and grew at an average rate o f  6 percent a year starting in 1996.’ The 
share o f  agriculture in overall GDP increased from 41 percent in 1995 to 46 percent in 
2001. Whi le overall real GDP in 2001 was 38 percent higher than i t s  level in 1995, the 
value-added o f  agriculture in 2001 was greater than i t s  1995 level by 58 percent (Table 
1.1 and Figure 1.1). This growth reflected an increase in supply, a recovery in national 
demand for food products, and an increase in value o f  agricultural output, as producers 
shifted away f rom fodder towards food crops. 

200.0 

150.0 

2.2 Reflecting the increased domestic demand for food products, crop production 
recovered faster than the traditionally more export-oriented livestock sector (Figure 
2.1). Crop production almost doubled between 1995 and 2001, while livestock production 
increased by only 20 percent. Within the crop sector, the major output gains were 
achieved by grains, f ru i ts ,  vegetables, potatoes and sugar beets, which experienced 
production increases o f  200 percent or more over this period (Annex 4.1).* In contrast, 
livestock production increased by only 20 percent during this period, with the largest 
increases in meat (which almost doubled), fol lowed by eggs and milk. Only wool 
production declined and by 2001 was less than 80 percent o f  i t s  1995 level (Annex 4.1). 
Under the Soviet system, the Republic had unsustainably high wool production, as the 
country’s ample pasture was supplemented wi th  fodder production on irrigated land and 
imported grain. 

__ - -- - - 
Figure 2.1: Evolution of  Crop and Livestock Production (1995-2001) 
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2.3 The increase in supply reflected rising yields, a large inflow of labor into 
agriculture (that was not associated with a decline in labor productivity), and relatively 
favorable climatic conditions. In general, yields were 60 to 80 percent higher in 2000 
than in 1995, with somewhat smaller yield increases for cotton and tobacco (Figure 2.2). 
Another factor driving the increase in supply was the rise in the share o f  the workforce in 
agriculture in the Kyrgyz Republic, which went f rom 33 percent in 1990 to 52 percent in 
1999. Moreover, despite this increase, which normally would lead to a decline in output 

T h e  analysis of the evolution of poverty between 1998 and 2001 i s  based on the panel dataset of 1108 households 
using constant December 2001 prices, while the analysis o f  rural poverty in 2001 draws on the full sample of about 
3000 households. T h e  data for both are from the Kyrgyz Household Budget Survey. * T h e  real value of agricultural and agro-industrial exports dropped by more than half, with their share dipping to 
39 percent of total exports in 2001, compared to 48 percent in 1995. T h i s  decline reflected a drop in wool exports from 
US$24 million in 1995 to US$4-2 million in 1998-2001. 
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per worker, value added per worker actually rose between 1995 and 1997 and then 
remained constant between 1998 and 1999 (Figure 2.3). 

Figure 2.2: Evolution of  Crop Yields (1995 = 100) 
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Figure 2.3: Evolution of  Agricultural Value Added and Labor Productivity 
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2.4 The growth in agriculture was also helped by the increase in overall demand, 
which was an important factor in creating an attractive incentive framework for 
producers (in the face of the rising domestic supply of food crops). T w o  factors explain 
the increase in demand. 

2.5 First, the national demand for food products rose steadily in the late 1990s, 
even during the Russia c r i ~ i s . ~  Compared to other CIS7 countries, the Kyrgyz Republic 
was less affected by the Russia crisis as i t  was less dependent on agricultural exports than 
other CIS countries. For example, the demand for Moldovan agriculture was terribly hurt 
by the Russia crisis, as the value added o f  agricultural and agro-processed exports in that 
country i s  about equivalent to agricultural GDP; and by 2000 exports were less than half 
o f  their 1997 level. 

Per capita consumption o f  most food products had recovered, or nearly recovered in the Kyrgyz Republic by 1999, 
reaching 75-100 percent o f  1990 levels. B y  2001, the food CPI was 340 percent above its 1995 level, compared to an 
increase o f  only 208 percent for the non-food CPI (Figure 1.7). 
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2.6 Second, in the Kyrgyz Republic, certain areas o f  food-processing started to 
rebound during the second half o f  the 1990s, fueled by growing domestic demand, 
although more export oriented light industry agro-processing activity such as wool and 
cotton textiles, continued to decline throughout the 1990s. 

2.7 Another factor behind the growth of value added in Kyrgyz agriculture was the 
shift away from fodder crops to support the traditional livestock sector, towards food 
crops, which led to an increase in the value of production. While total land area 
cultivated remained relatively constant, there was a shift away from fodder towards al l  
other crops reflecting the reduced importance of livestock, wi th the largest gains 
experienced by sugar beets, tobacco, potatoes and vegetables (Table 2.1 and Annex 4.1). 

Table 2.1: Crop Acreage 

2000( %) % Change 1996l2000 
Grains 56 10 
Cotton 3 7 
Sugarbeet 3 135 
Tobacco 1 67 
Potatoes 6 41 
Vegetables 4 44 
Fodder crop and others 28 -24 

2.8 Largely reflecting the net increase in demand, the incentive framework for 
agriculture improved in the latter half of the 1990s (Figure 2.4), which helped to buoy 
supply and raise valued added. Real food prices rose steadily throughout the late 1990s 
and by 2001, the food CPI was 340 percent above i t s  1995 level, compared to an increase 
o f  only 208 percent for the non-food CPI (Figure 1.7).4 Nevertheless, the profitability of 
agriculture was undermined, by the declining ratio o f  agricultural producer prices relative 
to industrial producer prices between 1996 and 2000 (suggesting that input prices and 
transport costs were increasing). 

~ 

Figure 2.4: Relative Prices of  Food and Agricultural Goods 
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Food prices are used as a proxy for producer prices. In fact, the latter may not have increased as much as food prices, 
if marketing costs are high. 
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Sectoral Policy 

2.9 By the late 1990s, the Kyrgyz Republic had established relative macroeconomic 
stability, which was an important condition for the growth of the agriculture sector. 
Structural reforms in the sector, some o f  which were put in place before 1995, also began 
to take hold at this time and played a critical role in supporting the recovery o f  the 
agriculture sector and in transforming it f rom a command economy structured around 500 
state and collective farms to  a dynamic private sector with more than 70,000 private 
farmers. The Government has implemented major reforms in the area of land policy, the 
incentive framework, financial services, irrigation and agricultural services. The key 
reforms and some o f  the remaining challenges are brief ly discussed below. 

2.10 The most important factor behind the transformation of the rural sector was the 
land reform program, which began in the early 1990s, the majority of land distributed 
between 1995 and 2000. By early 2002, the transfer o f  land previously held in state 
farms and agricultural cooperatives to peasant farmers was largely complete, wi th  the 
exception o f  about 25 percent of arable land held by the Land Redistribution Fund (LW) 
and the continued existence of less than 20 state farms (mostly seed and livestock 
breeding farms). As of January 2001, the Government had distributed about 1.06 mi l l ion 
ha in the form o f  permanent land shares to 2.67 mi l l ion people, and 510,551 families had 
received land certificates or titles (Annex 4.2).5 As a result, by this t ime about 50 percent 
o f  total arable land was cultivated by individual farms (762,488 ha), another 20 percent 
was held individually but managed under a reformed collective or privatized structure,6 
and approximately 30 percent was either under a state farm or managed by local 
governments in the Land Redistribution Fund (Box 2.1). 

Box 2.1: The Kyrgyz Land Redistribution Fund 

An additional feature o f  the Kyrgyz reform program was to place a large reserve o f  mainly irrigated 
land that previously had belonged to state and collective farms, under the control o f  local governments 
(along with pasture and forest lands). A land fund was created to: (1) support the development o f  rural 
settlements; (2) support the establishment o f  seed farms, livestock breeding stations and experimental 
peasant farms; (3) support the creation o f  special agricultural enterprises, (4) provide land rights to be sold 
through auction; and (5) allocate land plots to citizens who worked and l ived on the farms or came to the 
farms for permanent residence before July 1, 1996. 

Initially, about 50 percent o f  total irrigated arable land, in most cases the best land, was transferred to a 
National Land Fund. The land reserve has since been reduced to 25 percent and the National Land Fund 
was replaced by  the Agricultural Land Redistribution Fund (LRF), which as o f  2001 i s  managed by  the 
local governments. In 2002, the total area o f  the LRF was 324,048 ha (22 percent o f  total arable land). 
Most o f  the land i s  arable (84 percent, the majority o f  which i s  irrigated) and the remainder i s  fodder! 
perennials and fallow. Approximately one third o f  the land i s  in Chui (Annex 4.2). 

Currently, the LRF land can only be leased. Guidelines allow individuals to lease up to 50 hectares of 
arable land, but average leases have been much smaller averaging less than 3 ha in 1999.7 All leases of 
pastureland and LRF land have to be investigated and leases must be drawn by  the land management units 
o f  GosRegister (which takes a 10 percent commission for this). 

T h e  total amount of land shares distributed to each household i s  done on a per capita basis, and then each household 
receives one land certificate for all of i t s  shares 

These could either be a joint stock company, agro-company, agricultural cooperative or peasant collective. 
’ The World Bank (2002), Agriculture and Agribusiness: Growth, Opportunities and Obstacles (Revised Draft) 
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2.11 By the end of the 1990s’ the incentive framework for agriculture was largely 
liberalized, with the exception o f  l imited interventions in the wheat market, and the 
continued existence o f  a small number o f  government parastatals (e.g., for agricultural 
machinery and agro-processing). With respect to  seed production, the government has 
been slowly liberalizing the regulatory framework and i s  gradually allowing the private 
sector to produce and market seeds. In some cases, previously state owned enterprises 
that have been privatized continue to receive preferential treatment. For instance, the 
government has allowed privatized tractor and chemical input companies to  sell 
subsidized tractors and fertilizer at below market prices. Nonetheless, a recent analysis 
o f  agricultural marketing chains suggests that markets are operating reasonably 
efficiently in the Kyrgyz Republic (Box 2.2). 

Box 2.2: Emerging Agricultural Markets 

A recent analysis o f  marketing chains for wheat, fruit and vegetables in the Kyrgyz Republic suggests 
that markets operate reasonably efficiently, especially considering the relatively brief period during 
which they have been functioning. Price differences in these markets largely reflect differences in 
time, space and quality. Marketing margins are generally low in relations to cost, and where they are 
not, there i s  usually a specific explanation. Risk i s  an important factor, primarily because o f  the 
danger o f  spoilage o f  fresh products and unpredicted variation in processing. Unnecessary 
transaction costs in the form o f  bribery are widespread, but are not very high in relation to total costs 
(generally amounting to no more than 5 percent of total costs) (Stryker and Livinets, 2002). 

2.12 The government liquidated its state run credit agency and in 1997, introduced a 
new non-banking institution to provide the rural sector with financial services. The 
Kyrgyz Agricultural Finance Corporation, a commercially-oriented non-banking agency, 
was set up with IDA support to temporarily fill in the rural credit gap. I t  has been very 
successful in targeting the intended beneficiaries-Le., first-time rural borrowers seeking 
small loans. KAFC has about 30,000 total beneficiaries, which represent about 4 percent 
o f  the rural population.8 

2.13 The government has approved a new regulatory and institutional framework to 
improve the management and efficiency of both on-farm and off-farm irrigation 
networks and has invested in rehabilitation of the irrigation network. With respect to 
on-farm irrigation, the Government has decentralized the management to Water Users 
Associations (WUAs). Piloted since 1997, the Parliament recently approved (2002) the 
legal framework for  the WUAs and together wi th donors, including the World Bank, i s  
providing technical assistance to the emerging associations as wel l  as increasing 
investment in rehabilitation and maintenance o f  the sector. 

2.14 To support newly privatized farms, the government and several donors 
including IDA are supporting the development of a farmers’ advisory service that 

In addition to the KAFC, there are two other significant providers of rural financial services, F INCA and the 
Financial Company on Support and Development o f  Credit unions, as well as several other smaller providers. 
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would be quasi-independent from the Ministry of Agriculture, Water Resources and 
Food Industry as well  as local government officials. I t  i s  a flexible service able to 
provide a variety o f  assistance to farmers. 

B. RURAL POVERTY 

2.15 This section provides a profile of rural poverty (i.e., sources o f  income and assets 
o f  rural households) and discusses the determinants o f  rural poverty based on the results 
o f  a multivariate analysis. 

Rural Poverty Profile 

2.16 Rural poverty fel l  steadily between 1998 and 2001, declining at an average rate 
of 8 percent a year (Table l.12J9 The decline in rural poverty reflected mainly growth, 
as the Gini index o f  expenditure inequality declined only slightly during this period, 
hovering around 0.3. Poverty remains significantly higher in rural areas, with 62.4 
percent o f  the rural population beneath the poverty l ine in 2001, compared to  only 45.4 
percent o f  the urban population (Table 1.7). Whi le the numbers o f  rural poor are evenly 
spread between the North and South, the rural poverty rate i s  higher in the South, at 68 
percent compared to 53 percent in the North (Table 2.2). In both regions, slightly less 
than one third o f  the population i s  below the extreme poverty l ine for consumption. 

Table 2.2: R u r a l  P o v e 9 R a t e s  (2001) 
Rural Of  which: Share o f  

poverty Extreme rura l  poor 

- 4 

rate (%) poor (%) (%I 
Nor th  53  27 51 
South 68 29 49 
Total 62 28 100 

Source: HBS 2001, weighted sample of about 3000 households. 

Sources of Rural Income 

On average, rural households derived 52 percent of their income from the sale of home 
produced goods, 24percent from labor income and the remainder from public and 
private transfers, including 10 percent from property sales (Figure 4.2). 

2.17 I n  2001, 43percent of all households received credits, the North having 
somewhat higher access to credit markets (54 percent) than the South (36 percent). 
(Figure 2.5). In general, the average amount o f  credit provided from 26 and 100 percent 

~~ 

A l l  analysis of trends over time (between 1998 and 2001) i s  done using the panel dataset for both years. 
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o f  total annual consumption and input purchases for households in the f i r s t  consumption 
quintile, and 16 to 73 percent o f  consumption and input purchases for households in the 
fifth quintile Households in the higher quintiles received greater amounts than 
households in the lower quintiles (Figure 2.6 and Box 2.3). About 32 percent o f  
households were repaying debts in 2001. This i s  slightly less than the share who received 
credit and the net inf low o f  funds was positive overall. 

Figure 2.5: Participation in Credit Markets by Quintile 
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Box 2.3: Perceived Obstacles to Credit Expansion 

While post 1998 an increasing number o f  rural residents have obtained credits, some residents from 
Uchkun, Naryn oblast spoke o f  the bureaucratic and financial barriers to processing the paperwork 
to obtain credits: “Besides, to obtain a loan, one needs to provide a whole lot  o f  documents, and to 
get all these documents one has to go to the town or to the neighboring village where the village 
council is. Sometimes the right official isn’t there, and people go back without the documents they 
need, and have to pay 15 som for transportation. For many o f  us, i t ’s  not affordable.”” Another 
issue regarding access to credits i s  the perception o f  high risk by bankers, causing them to only offer 
short-term lending to borrowers. Furthermore there i s  the fear o f  rural residents that they w i l l  be 
unable to abide by  the terms o f  the loan (e.g., if there i s  a crop failure), which deters them from 
borrowing. One Uchkun resident notes “Many people want to obtain loans, but they’re afraid that 
their crops w i l l  be too poor and that they won’t be able to repay the loans on  time.”” 

lo Narayan, D. and P. Petesch (eds) (2002), Voices ofthe Poor: From Many Lands, New York and Washington, DC, 
Oxford University Press and The World Bank 

Narayan, D. and P. Petesch (eds) (2002), ibid 
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Figure 2.6: Credit Received by Quintile, 2001 I I 
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2.18 With the exception of livestock sales, participation in agricultural markets 
remains relatively low. In 2001, across al l  quintiles, 60 percent o f  the households 
engaged in livestock transactions, while only 25 percent were involved in fertilizer 
markets, 47 percent in the labor market and 9 percent in land rental markets (renting-in). 
In general, participation rates increased during the study period, particularly participation 
in livestock output markets, fertilizer and land markets (Table 2.3).'* 

Table 2.3: Rural Market Participation Rates(in percent) (HBS) 

Assets 

2.19 An increasing share of households own productive agricultural resources (land, 
and livestock). According to the panel data, the share o f  rural households wi th  access to 
land has increased since 1998 (Figure 2.7). In 1998, more than half o f  the rural 
households did not have access to land compared to  only 25 percent in 2001. Most land 
used was privately owned (Figure 2.8). According to the panel data, the share o f  land 
that i s  rented has decreased by about 80 percent in both the North and South between 
1998 and 2001, while the share of land owned has increased. In 2001, households in the 
fifth quintile rented larger amounts o f  land (0.1 ha) than households in the bottom 

l2 I t  appears that while the amount o f  land rented has decreased, the share o f  households engaged in renting land has 
increased, suggesting that the amount o f  land rented per transaction has decreased. 
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quintile (0.05 ha), while in 1998 the amount o f  land rented was relatively equal across the 
expenditure quintiles. 

Figure 2.7: Evolution of Land Area per Household (panel data) 
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Figure 2.8: Land Tenure by Consumption Quintile (2001) 
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2.20 Livestock herd sizes are small, but growing. Table 2.4 shows the household 
distribution o f  cattle by herd size for  2001, while Table 2.5 shows the same for small 
ruminants. The majority o f  households have one head o f  cattle or less and no small 
ruminants. However, based on panel data, the mean herd size for cattle has increased 
from 2 in 1998 to  6 in 2001, while the mean small ruminant herd size has increased f rom 
6 to 20. 

Table 2.4: Distribution of Cattle by Household, 2001 Full Rural Sample (%) 
Herd Size 

Region Ohead 1 head 2-6 head 7-11 head >11 head Total 
Total 25 53 17 4 0.9 100 
North 33 36 23 6 1 100 
South 19 58 18 3 7 100 
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Table 2.5: Distribution o f  Small Ruminants by Household, 2001 Full Rural Sample (%) 
Herd Size 

Region 0 head 1-9 head 10-24 head 25-59 head >59 head Total 
Total 65 5 7 13 10 100 
North 67 8 6 10 9 100 
South 66 6 7 12 9 100 

2.21 Despite increases in land and livestock assets, farm size remains quite small and 
production technologies are fair ly rudimentary. The farm sector i s  dominated b y  small 
farms wi th less than 2 ha. In 2001, o f  the 75 percent o f  the rural households with access 
to land, the majority had 0.1 to 2 ha (Table 2.6). Since 1998, the share o f  fa rms  under 2 
ha increased f rom just over 30 percent to more than half of al l  households (including the 
landless), while the share o f  farms with more than 5 ha has grown only marginally. 

Table 2.6: Distribution of  Agricultural Land Area by Household, 2001 Full Rural Sample (%) 
Land Area 

Region 0 ha O<ha<2 2<=ha<5 5<=ha<12 12<=ha Total 
Total 25 53 17 4 1 100 
North 33 36 23 6 1 100 
South 13 79 8 0.3 0.2 100 

2.22 Overall, in the entire sample there were only 32 tractors owned by rural 
households with an average of 12.5 years of services (Table 2.7). Of these tractors, 60 
percent were owned by households in the top quintile and 78 percent were owned by 
households in the North. There were only 15 trucks owned by households in the sample, 
again mainly b y  households in the North. Compared to  the tractors, the trucks were more 
recent acquisitions, with on average two years o f  service. There were 89 horses in the 
sample, mainly owned by households in the North. The distribution o f  horse ownership 
was significantly more evenly spread among the consumption quintiles than tractor or 
truck ownership. 

Table 2.7: Ownership of Tractors, Trucks and Horses by Consumption Quintile, 
2001 (number o f  units) 

1 2 3 4 5 Total 
Tractors 0 4 4 5 19 32 
Trucks 1 2 5 0 7 15 
Horses 20 20 17 15 17 89 

2.23 In  general, input use is relatively low, with 33 percent of the households 
purchasing seed and 26 percent purchasing fertilizer. Feed fol lowed by fertilizer are the 
largest inputs purchased.” Households in the first quintile spend 26 percent o f  what 
households in the fifth quintile spend on inputs. Overall, the level o f  input purchases i s  
similar for households in the North and South, but households in the South purchase 
more fertilizer, while those in the North purchase more feed. 

l3 Seed purchases are mainly carried out by households in the fifth quintile. 
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2.24 There are differences in access to land resources between the North and South. 
More households in the South have access to land, but in general they have smaller plots. 
In 2001, 33 percent o f  the households in the North did not have access to  land, while only 
13 percent o f  the households in the South did not have access. However, in the South, 
farms with less than 2 ha, account for  79 percent of al l  households, compared to only 36 
percent o f  the households in the North (Table 2.6). These differences are due in part to 
the higher population density in the South, but also to  the greater non-farm opportunities 
available in the North, where some households specialize in agriculture while others are 
engaged in the non-farm sector (Box 2.4). 

I percent) 

2.25 The 2001 Gini index o f  inequality underscores the regional differences in the 
distribution of assets, particularly land, and fertilizer use (Figure 2.9). Fertilizer, land 
and consumption al l  had statistically significant higher Gini indices in the North than in 
the South, only the Gini index for small ruminants revealed more equality in their 
distribution in the South compared to the North. In general, the distribution o f  assets 
appears more equal than the distribution o f  input purchases and credit borrowing. 

I percent) I (hdcapita) 

Box 2.4: Regional Differences in Kyrgyz Agriculture 
The country broadly splits into two main “regions,” the heavily populated and climatically warmer 

South consisting of three oblasts, Batken, Osh and Jalal-abad, separated by  the Tien Shan mountains f rom 
the more sparsely populated North. 

The arable landrural capita i s  about 3 times higher in the North than in the South (See Box Table 
2.1). The South has only 33 percent of total arable land, yet i t  has 60 percent o f  the total rural population. 
In contrast, the North has 67 percent o f  arable land and less than half o f  total rural population, which 
explains i t s  significantly higher land share per capita. Within the North, there are also differences with 
Chui having a larger amount o f  the arable (and irrigated) land (See Box Table 2.1). 

Box Table 2.1: Distribution of Arable Land by Oblast (2001) 

I Oblast I Share of total oblast I Share of total arable I Share of total rural I Arable 
I I land that is arable ( in 1 land (in percent) I population (in I Lundcapita I 
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Figure 2.9: Gini Coefficients for 2001 (full sample) I 
Credit 

Seeds 

Fertilizer * 
Small ruminants * 

Cattle 

Land * 
Consumption * 

0 0.2 0.4 0.6 0.8 1 

* statistically significant regional differences at the 95 percent confidence interval I '  

Determinants of Rural Poverty 

2.26 This section provides insight on exactly how this growing involvement in 
agriculture led to a reduction in rural poverty. A multivariate analysis i s  used to assess 
the relationship between key household characteristics and welfare measured by 
consumption in rural areas over the 1998-2001 period (see Annex 4.3). The specific 
variables used for the analysis are human, physical, financial, infrastructure and market 
assets, as well  as regional and time dummy variables. The analysis reveals that gains 
f rom growth were transmitted to  rural households through increasing asset levels (mainly 
livestock, human assets and land), which were productively l inked to welfare, as wel l  as 
through participation in agricultural markets. 

2.27 Human assets, notably education and household size are strongly associated 
with household welfare. Household size has a large and inverse relationship with 
household welfare and education has a positive, but somewhat smaller relationship. 
Labor market assets (Le., the number o f  household members between 18 and 60) and age 
o f  the household head also had a positive relationship wi th  household welfare. The 
positive coefficient for labor assets suggests that these assets were constrained and 
implied the existence o f  unexploited income generating activities (either on the farm or  
o f f  the farm). Female headed households were found to have lower per capita 
expenditures. 
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2.28 Land assets were positively linked to household welfare, but the relationship as 
not as strong as e~pected.'~ This may reflect the relatively equal distribution o f  land 
across households, the relatively low productivity of  land, the fact that most o f  the land 
was distributed between 1995 and 2000 (which was during the study period), the small 
size of  private plots (e.g., fragmentation), and/or the fact that the data do not reflect the 
quality of  the land (including access to irrigation). Another explanation may be that the 
allocation of  land does not maximize i t s  marginal productivity, as land was allocated by 
fiat and restrictions on land exchanges and rentals were only recently, and not completely 
lifted. 

Rural 
Phones 8 

2.29 Livestock assets are significantly and positively linked to household welfare. 
The importance of livestock may reflect the fact that these assets can be easily sold or 
liquidated, and are less affected by institutional barriers to  trade compared to land assets. 
In addition, livestock provide an easily accessible store of wealth, which i s  important in 
periods o f  shocks and when financial markets are weak. 

Urban 
60 

2.30 Financial assets were weakly correlated with household welfare in Kyrgyz 
Republic. In addition to  the sharp increase in income from financial assets,15 the 
apparent lack o f  a capital constraint among rural households may also reflect the high 
share o f  households in the Kyrgyz Republic receiving formal and non-formal credit 
across al l  expenditure quintiles. In contrast, access to infrastructure assets tended to be 
positively associated wi th  household consumption in Kyrgyzstan.16 Rural households 
face particularly limited access to infrastructure assets compared to  their urban 
counterparts (Table 2.8 and Box  2.5). 

Piped Water 

Sewage 
Gas 

Table 2.8: Access to InfrastructureKJtilities in 2000 
(percent of  population with access) 

1 59 
29 71 
19 77 

l4 Bucknall, J. et al(2003), Irrigation in Central Asia - Social, Economic and Environmental Considerations, World 
Bank, also find a significant relationship between land assets and income in Kyrgyzstan, which i s  slightly stronger than 
the elasticity found in t h i s  study, perhaps reflecting the fact that irrigation access i s  reflected in the model. 
l5 Rural households in Kyrgyz Republic saw their financial income increase sharply, reflecting an average annual 66 
percent increase in asset income between 1998 and 2000. In contrast, transfers declined for all quintiles and especially 
for the bottom quintile. Between 1998 and 2000 transfers to the bottom quintile declined by 7 percent, but by only 1 
percent for the top quintile. 
l6 The importance of infrastructure assets was particularly strong in the random effects models, which was more likely 
to capture the differential impact of infrastructure assets than the fixed effects model, which only assessed the impact of 
intra-household changes during the study period. 
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Box 2.5: Infrastructure and Rural Poverty 

Decline o f  infrastructure (e.g., electricity, transport, communications) i s  an issue that needs to be addressed 
in rural areas. A related study highlights the state o f  infrastructure in rural areas: ''. . . in the fertile valleys o f  
Chui, Ferghana and Issyk Kul, they were not immune to the general breakdown in transportation and 
communications infrastructure.. .Deteriorating roads inhibited travel to employment services offices, banks, 
jobs. Fuel shortages, breakdowns o f  buses and trucks, and difficulty in finding spare parts had seriously 
affected food production and distribution. In addition, few rural households had telephone; most depended 
on a central telephone  tati ion..."'^ The poor l iv ing in rural areas are particularly vulnerable to destruction 
o f  already poor infrastructure by  natural disasters (e.g., flooding) which causes landslides and mudslides. 
An example o f  the impact o f  a mudslide in the town o f  Mai lyy Suu, Jalal-Abad oblast shows that landslides 
were responsible for the destruction o f  the town's central heating system, water supply and irrigation 
networks and roads." Improvement o f  rural infrastructure (e.g., the repairing of deteriorating roads; 
increasing the reliability o f  public transport services to bring people in remote villages to 'neighboring' 
towns) w i l l  enable poor households to take advantage o f  opportunities to improve their well-being (e.g., 
finding work in the industrial or service sectors; being able to sell their home-produced goods, produce and 
livestock in towns). Access to markets in nearby towns i s  critical for rural residents, as they derive the 
largest share o f  their income (52 percent) from the sale of home-produced goods. 

2.3 1 Market participation in agricultural markets was positively linked to welfare, 
suggesting that rural product markets were effective in transmitting the gains of 
growth to rural households. In contrast to  agricultural product markets, participation in 
input markets was not significantly related to  household welfare (Annex 4.3). In general, 
purchasing inputs tends to be positively associated with household welfare. In this case, 
their lack o f  significance suggests a number of possible explanations-households 
purchasing inputs are not using them productively, the quality o f  the inputs purchased i s  
not high, households are not accurately reporting their purchases o f  these inputs, or the 
marginal revenue from the use o f  inputs i s  not consumed, but saved or i n ~ e s t e d . ' ~  
Participation in labor markets was significant and positive for  household welfare. This 
suggests that both labor assets and labor market participation were constrained. 

C. CONCLUSIONS ON ENHANCING RURAL GROWTH AND POVERTY REDUCTION 

2.32 The key challenge for the Kyrgyz Republic will  be to maintain agricultural 
growth, which has helped substantially to reduce rural poverty in recent years. K e y  
challenges to support agricultural growth include: (a) promoting the development o f  
rural land markets in the long-run and improved rental markets in the short run; and (b) 
supporting agricultural market development to reduce transaction costs and deepen rural 
markets; (c) enhancing agricultural support services; and (d) completing the institutional 
framework for water management and continuing investing in irrigation. In addition, data 
collection and analysis on rural l iv ing standards need to be improved. 

l7 Dudwick, N., E. Gomart, A. Marc, K. Kuehnast (eds) (2003), When Things Fall Apart: Qualitative Studies of 
Poverty in the Former Soviet Union, Washington, DC, World Bank 

Mukanbaev, A. (2002), "Multi-dimensional Nature of the Poverty: Social and Economic, Environmental Factors of 
the Employment of Population that Impact the Process of  Migration in the Kyrgyz Republic" (Unpublished) 
l 9  Another explanation i s  measurement error since a dummy variable was used that did not take the amount purchased 
into account. 
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Land Markets, Land Use and Leasing 

2.33 Land use i s  broadly distributed among the rural population. The challenge for 
the Government will  be to protect the interests of the smallholders that have emerged 
from the land reform, while at the same time allowing for an efficient and transparent 
allocation of land resources to support continued agricultural growth. The finding that 
land i s  only weakly correlated with household welfare does not mean that land reform 
programs were not effective, but rather that they are not complete and that 
complementary public goods are required to ensure that privately held land assets achieve 
optimum levels o f  productivity. 

2.34 The key policy challenge will  be to support the development of land rental 
markets to facilitate a more efficient distribution of land and to address problems of 
land fragmentation (due to very small farm sizes). Following the broad distribution o f  
land among rural households, the Government followed a gradual approach in 
liberalizing the land market, given concerns over distress sales and urban migration. The 
moratorium on rural land sale was l i f ted in September 2001, while placing certain 
restrictions on such sales. Fully liberalizing land sale may not be an urgent priority if an 
efficient and transparent rental market operates, leading to a more efficient use of land. 
Moreover, many o f  the institutions required for an effective land sales market-c lear 
titles, easily accessible registries, the availability o f  standardized leasing contracts, 
market price information, etc-are also important for a land rental market to  develop. 
The Government may wish to implement qualitative studies to deepen i t s  understanding 
of rural households' perceptions o f  land leasing and sales markets. Over time, 
particularly once financial and labor markets are more developed (including their 
regulatory frameworks), i t  i s  recommended that the Government remove remaining 
restrictions on land sales, which wil l  be important for mortgaging land, and encouraging 
investment in land plots, in order to address the fragmentation issue. 

2.35 Another important challenge will  be to address the future of the land held in the 
LRFs. About 25 percent o f  agricultural land remains government-owned at the 
community level. The rental fees f rom this land provide important revenues to rural 
community governments. Given that the LRF i s  operated by local governments, 
management practices vary and concerns have been raised that LRF land i s  not always 
managed transparently and that the practice of providing short-term leases undermines 
incentives to  invest in the land.20 Moreover, official data f rom GosRegister suggests that 
less than half o f  the land was off icial ly leased in 2001, indicating that the leasing 
arrangements may be complicated and transactions costs and fees too, high. 

0 Government could monitor and disseminate widely who accesses LRF land and 
under what conditions (e.g., cost and length of  contracts), and should promote the 
use o f  open registries for  publicly rented lands, as wel l  as standardized leasing 
contracts. 

*' Renee, G., C. Aidarbekova, J. Duncan, K. Rasmussen, and A. Tabyshalieva (2001), Women's Rights to Land in the 
Kyrgyz Republic, Washington, DC, World Bank; The World Bank (2002a), ibid 
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0 In addition, the Government could explore the use o f  multi-year or even long- 
term leases, to  ensure adequate incentives for proper land management and 
investment and to minimize bureaucratic interference in land rental decisions. 

0 In the long-run, i t  i s  not l ikely to  be efficient for  large amounts o f  arable land to 
remain under government ownership; but governments may wish to  delay 
privatizing the land until local communities develop alternative sources o f  
revenue, and rural financial and land markets deepen which would allow broader 
access by rural households to this land. In the meantime, the Government could 
implement some pilots to examine different approaches to privatizing land in the 
LRFs. In some Eastern European countries, auctions have been effective, as wel l  
as opening up this land to purchase by private farmers. 

2.36 Similar to the issues related to the leasing of public land, the leasing 
arrangements to restructured corporate farms could also be rendered more 
transparent. About 15 percent o f  arable land in the Kyrgyz Republic i s  cultivated under 
some collective structure, generally either a restructured and privatized state 
farm/cooperative or some form o f  producers’ association. Often former state 
farm/cooperative managers are in charge o f  these collective structures, renting land that 
has been distributed to  rural households. While these collective farms may be more 
successful in procuring inputs and accessing markets, i t i s  important that leasing 
arrangements maximize land productivity and also respect the interests o f  landlords, who 
tend to be the elderly or those not capable o f  farming their land. 

0 The Government could monitor and disseminate the leasing arrangements and, 
where applicable, the profit sharing mechanisms o f  these entities, so as to  ensure 
that the land i s  wel l  managed and that the landlords receive fair lease payments. 

Supporting Development of Agricultural Markets 

2.37 The analysis underscores the importance of agricultural markets in 
transmitting growth and supporting rural poverty reduction. T o  facilitate their 
development, i t  i s  recommended that governments: 

0 phase out in-kind payments, which typically undermine incentives to  develop a 
market economy, favor certain specific marketing chains (often government 
owned, or previously government owned), and raise transaction costs for 
producers, consumers and the government; 

0 evaluate the possible gains f rom input market interventions (e.g., importing 
agricultural inputs for free or subsidized prices) against their drawbacks4.g.  that 
subsidized input distribution suppresses the development o f  private importers and 
retail chains; 

43 



0 re-assess their involvement in output processing and marketing parastatals, which 
are s t i l l  common for agro-processed crops and which may not offer competitive 
prices and services to the small farmers who often grow these crops (e.g., tobacco 
and cotton); 

develop public goods that support access to  markets - roads, telephones, transport 
services and market information systems; 

evaluate the extent to which fiscal incentives suppress the development o f  larger 
scale traders (e.g., raise the minimum business threshold required to pay value 
added tax). 

Agricultural Support Services 

2.38 Since the mid-l990s, over 70,000 new farms have been established, which 
require public goods and support services to maximize their potential. Most o f  the new 
farmers have little experience wi th  the complete farming cycle. Over time, as land 
holdings become more concentrated and agriculture becomes more commercially 
focused, many o f  these support services wil l  be provided by the private sector and 
producers themselves. 

2.39 The Government has established a Rural Advisory Service that is  quasi- 
independent from the Ministry of Agriculture, Water Resources and Food Industry 
with support from IDA and other donors. I t  i s  important that this new agency be 
strengthened and also that i t  retain a flexible and independent structure. Experience f rom 
other transition economies suggests that the demand for government TA and the types o f  
demand evolve significantly in the years after independence. I t  i s  l ikely that over time, 
technical assistance from the Government wi l l  be increasingly replaced by private sector 
providers. 

2.40 Almost half  o f  al l  rural households received credit in 2001, with households in the 
higher income quintiles receiving significantly more resources than those in the lower 
income quintiles. The survey did not provide information on the source o f  the credit or 
on the terms. This high rate o f  access i s  al l  the more impressive when seen within the 
overall context o f  emerging financial markets, which remain quite shallow and 
characterized by high risk and transactions costs leading to high interest rates. The 
challenge ahead w i l l  be to continue to  support the development o f  KAFC, but at a 
sustainable pace. Government should also continue to  support the development o f  other 
forms o f  non-bank finance in rural areas and should ensure that proper prudential 
supervision o f  these non-formal financial intermediaries occurs. 

Irrigation Policy 

2.4 1 While the legal, institutional and financial framework for irrigation has largely 
been put into place, the implementation of this framework is in the early stages. Over 
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the next few years, the subsector wi l l  need to address several important challenges that 
are brief ly described below. 

2.42 First, available resources for operation, maintenance and rehabilitation of the 
off-farm network remain far below what is  needed. The current framework for the 
collection o f  water user fees for off-farm irrigation sets fees below cost-recovery levels. 
A new Water Code i s  expected to address both the fee setting restrictions and to  allow for 
long-term leasing arrangements o f  water rights. 

2.43 Second, while the legal framework for Water Users Associations (WUAs) is now 
in place with the Water Law, the institutions are still relatively weak Jinancially and 
institutionally and on-farm infrastructure (O&M) continues to suffer as well as 
rehabilitation. The WUAs w i l l  need support to ensure that transparent water distribution 
systems from on-farm irrigation, and financial mechanisms are put in place for fee 
collection and O&M and conflict resolution. 

2.44 Third, the current institutional andfinancial arrangement, as well as the way in 
which land was distributed under the reform, have raised some equity concerns about 
irrigation policy.21 I t  i s  important to  monitor access to  irrigation both between districts 
and within districts to  ensure fair access to  water, particularly during water shortages. 
Currently, there i s  little information available on household access to  irrigation and the 
quality o f  irrigation. 

Monitoring Rural Development 

2.45 The HBS provides critical information to examine the evolution of poverty and 
inequality. However, i t does not include certain variables which are important for  rural 
poverty, such as: (a) information on land quality (e.g., the amount o f  land tax paid, 
irrigation fees, and/or access to water for  irrigation); (b) spending on social services and 
(c) access to road infrastructure which i s  an important determinant o f  market access. 

2.46 In sum, the findings in this chapter suggest that poverty reduction can continue in 
rural areas if poor rural households have easier access to credit markets; production 
techniques are modernized (e.g. increased ownership o f  tractors as opposed to horses w i l l  
increase worker productivity and enable farmers to increase output levels); and farmers 
have increasing levels o f  access to agricultural markets to sell their produce and non- 
farming households can sell their home-produced goods (e.g., public transport system i s  
created where non-existent and improved where existent). 

21 See Thurman, M. (2001), “Irrigation and Poverty in Central Asia: A Field Assessment,” (Mimeo) 
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3. WHY I S  FORMAL JOB CREATION SO LOW? 
Chapter 1 has shown that sustained economic growth accompanied by slightly declining 
inequality led to an overall decrease in poverty starting in 1998. Yet, the challenge of 
poverty remains daunting, with a peak in urban poverty in 1999 in the aftermath of the 
Russian crisis, and continuous widespread poverty. Looking further at the profile of the 
poor, Chapter 4 reveals that poverty was disproportionately high among the unemployed. 
Given this strong correlation between poverty and employment status, the fact that job 
creation in the formal sector and outside agriculture remains very low is a reason for 
special concem. The aim of this chapter is to better understand the reasons for such a 
weak labor demand and the process by which labor demand and labor supply get 
matched. This chapter starts by reviewing some recent labor market developments, 
drawing mainly upon administrative data, and paying particular attention to the nature 
of employment and non-employment, labor market restructuring and job reallocation. It 
then examines a number of institutional factors affecting job creation and the size of the 
informal sector, before tuming to an investigation of skills and regional mismatches. A 
key conclusion of the analysis is that the overall decline in poverty can be explained by 
an overall rise in formal sector wages, combined with employment growth in subsistence 
farming and small scale informal activities, which have acted as a safety valve for many 
families aflected by enterprise restructuring. Yet, the persistence of widespread poverty 
seems to be due to the presence of a large pool of jobless and discouraged workers that is 
imperfectly captured in traditional statistics, as well as to the low level of formal job 
creation that has prevented informal jobholders from moving from a situation of mere 
survival into a stronger economic position. Addressing the problem of low formal job 
creation appears essential, and this would require removing the many barriers that still 
prevent the harmonious development of small and medium enterprises in the Kyrgyz 
Republic. 

A. OVERALL LABOR MARKET DEVELOPMENT 

3.1 As explained in Chapter 1, the macroeconomic situation in the Kyrgyz Republic 
improved substantially in 1996 and 1997. Yet, in 1998, the Kyrgyz Republic was 
affected by a regional financial crisis and a series of  environmental and trade shocks. 
These resulted in the sharp deceleration in growth f rom 9.9 percent in 1997 to 2.1 percent 
in 1998. The economic downturn in the region continued to exert a downward pressure 
on the economy in 1999, with a GDP growth of only 3.7 percent. The economy 
recovered however after 2000 with higher growth rates and lower inflation. 

3.2 This section w i l l  examine to  what extent macroeconomic developments have 
affected labor market outcomes; and the extent to which the overall decline in poverty 
was due to better employment prospects. 
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Stable Employment and Low Open Unemployment 

3.3 With a positive annual growth rate averaging 5.5 percent over the period 1996- 
2000, the number of people in employment remained grew on average by 1.5 percent 
per annum during the same period. This l imi ted but positive employment growth 
echoes the overall decline in poverty discussed in Chapter 1. Table 3.1 shows annual 
percentage changes in GDP, employment and open unemployment for the period 1995- 
2000 on the basis o f  administrative data, revealing some interesting patterns regarding the 
relationship between economic activity and jobs. 

Table 3.1: GDP Growth, Changes in Employment and Unemployment, 1995-2000 

GDP real growth 

Annual % change 
Total employment 

Annual % change 
Unemployed Annual % change 

ILO 
Registered 

Annual % change 

CPI (e.o.p., %) 
GDP deflator (avg. 
%) 

Labor force 

Inflation 

-5.4 7.1 9.9 2.1 3.7 5.0 

0.6 2.3 0.9 3.5 0.2 

40.0 -26.4 3.3 28.6 5.5 
53.1 -29.3 2.5 -2.1 6.5 

2.9 0.0 1.1 5 .O 0.6 

32.1 34.8 13.0 16.8 39.9 9.6 
42.0 35.3 19.3 9.1 37.6 21.0 

Source: National Statistical Committee; reported in Babetski, J. and M. Maurel(2002), “Unemployment, Poverty, 
and Reallocation of the Labor Force in the Kyrgyz Republic”, World Bank 

3.4 The stability of employment has been accompanied by a small overall increase 
in open unemployment. Between 1996 and 2000, the number o f  unemployed increased 
by an average o f  6.1 percent annually according to registration data (the so-called 
registered unemployed) and by 10.2 percent according to other data produced by the 
National Statistical Office (Natstatcom) and based on the strict ILO concept of 
unemployment (see Box  3.1). Open ILO unemployment increased nonetheless 
substantially in 1996 and in 1999, in the aftermath of  the Russian crisis. Given the strong 
correlation between poverty and unemployment highlighted in Chapter 4, the large 
increase in unemployment in 1999 may be one of  the most important reasons for the 
increase in urban poverty that occurred during the same year (Chapter 1). 
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Box 3.1: Defining Labor Market Indicators 

Registered unemployment: Registered unemployed refers to individuals who are 
registered at labor offices as unemployed. This administrative approach reflects national rules 
and conditions and usually generates figures that are different from those resulting from surveys 
relying on the so-called strict “LO” concept” o f  unemployment or on a very similar concept. 

Strict ZLO unemployed. The strict ILO concept i s  based on three criteria and defines as 
unemployed those people who are: (i) without work; (ii) available for work within the next two 
weeks; and (iii) have been seeking work for the preceding four weeks. 

ZLO Unemployed relaxed criterion: The L O  has an alternative definition o f  
unemployment, which i s  more relevant for transition countries. I t  relaxes the third criterion to 
include the discouraged unemployed who have not been looking for work because they have lost 
all hope o f  finding a job. 

Unemployment rate and unemployment-to-population ratio: The unemployment rate 
corresponds to the segment o f  the labor force (unemployed and employed) which i s  unemployed. 
A different indicator i s  the unemployment to population ratio which refers to  the overall share of 
the unemployed in the working age population (15 and above in the Kyrgyz Republic). The 
unemployment rate i s  less sensitive than the unemployment ratio to changes in inactivity, and the 
larger the number o f  inactive, the smaller the unemployment ratio relative to the unemployment 
rate. 

3.5 As elsewhere in the CIS, the absolute level of open unemployment observed in  
the Kyrgyz Republic is  very low, especially when compared with Eastern European 
countries. In 2000, there were only 58,000 registered unemployed and about 144,000 
individuals look ing for a job in the Kyrgyz  Republic.’ And as shown in Table 3.2, this 
corresponds to unemployment rates as low as 3 percent for the registered and 7.5 percent 
for  the L O  unemployed. F o r  comparison, in 1999, the registered unemployment rate 
was 3.9 percent in Kazakhstan, 3 percent in Tajikistan, and 1.7 percent in Russia, but 12 
percent in Poland, 13.8 percent in Bulgaria and 18.4 percent in Albania, according to  a 
study done by UNICEF in 2001. The same table also shows higher unemployment rates 
and lower  employment ratios among women, indicating a relative disadvantage of 
women in the Ky rgyz  labor market. 

The  number o f  individuals looking for a job i s  estimated by Natstatcom using various available surveys and census 
data. 
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Table 3.2: Level of  Employment, Unemployment, and Labor Participation Rate by Sex, 1995-2000 
(percent) 

1995 1996 1997 1998 1999 2000 

Employment ratio* 
Total 
M 
F 

L O  Unemployment rate** 
Total 
M 
F 

Registered Unemployment rate** 
Total 
M 
F 

Labor force participation rate*** 
Total 
M 
F 

56.1 

5.7 

2.9 

59.5 

55.6 
62.2 
49.3 

7.8 
6.5 
9.4 

4.3 
3.4 
5.4 

60.3 
66.5 
54.4 

56.0 
62.0 
50.4 

5.7 
5.1 
6.5 

3.0 
2.4 
3.8 

59.4 
65.4 
53.8 

55.7 
61.7 
50.0 

5.9 
5 .O 
6.9 

3.1 
2.3 
3.9 

59.2 
65.0 
53.7 

56.5 
64.0 
49.5 

7.2 
5.7 
9.0 

2.9 
2.3 
3.5 

60.9 
68.0 
54.2 

55.5 
63.4 
48.0 

7.5 
6.0 
9.4 

3.0 
2.6 
3.6 

60.0 
67.2 
53.2 

Notes: *) ratio of the number of employed (aged 15 and more) to total population (aged 15 and more) 
**) ratio o f  the number o f  unemployed to the sum employed (aged 15 and more) and unemployed 
***) ratio of the sum of employed (aged 15 and more) and unemployed to total population (aged 15 and more) 
Source: National Statistical Committee ; reported in Babetski, J. and M. Maurel(2002), ibid. 

3.6 While open unemployment does not seem to have increased substantially in 
recent years, long-term unemployment has increased dramatically. This i s  a matter of 
concern since evidence around the wor ld has shown a strong negative correlation 
between the probability of finding a job  and the time spent unemployed, indicating that 
the long-term unemployed are at a higher risk o f  permanent labor market exclusion and 
poverty. The prevalence o f  long-term unemployment increased from less than 10 percent 
in 1995 to nearly 30 percent in 2001 (Table 3.3). This shows the growing dif f iculty for  
the registered unemployed to find a job. 

Table 3.3: Distribution o f  Registered Unemployment Spells by Duration - - 
1995 1996 1997 1998 1999 2000 2001 

<6 months 73.4 57.4 51.9 48.7 38.0 40.0 32.8 
<12 months 90.6 82.9 75.4 78.4 70.4 69.8 71.4 
12+ months 9.4 17.1 24.6 21.6 29.6 30.2 28.6 

Source: National Statistical Committee; reported in Babetski, J. and M. Maurel(2002), ibid. 
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Large Hidden Unemployment and Widespread Informal Employment 

3.7 Depending on the concept that is  used, the extent of unemployment can vary 
substantially. The previous data have shown a very l ow  level o f  open unemployment in 
the Kyrgyz Republic, as measured both by the registered and the strict ILO criteria. The 
data on unemployment need to  be treated wi th  great care, however. As regards the other 
measure based on the strict ILO criteria, the reason for the apparent l ow  level o f  
unemployment i s  that i t does not capture the number o f  discouraged workers. 

3.8 As regards registered unemployment, the figure is small because individuals 
who lose their jobs have weak incentives to register. The level of unemployment 
benefits i s  indeed low  and the eligibility conditions to  receive these benefits are very 
strict (see Box 3.2). 

Box 3.2: Eligibility Conditions for Unemployment Benefits 

Duration of the previous work 
Between 1 and 3 years 
Between 3 and 5 years 
Between 5 and 10 years 
Higher than ten years 
The duration o f  unemployment benefit i s  six months within a calendar year, but no more than 

twelve months within three years. Every year the minimum level o f  unemployment benefit i s  established 
(150 som in 1999, 250 som in 2000). This amount depends on  the budget constraint of the Employmenl 
Fund, and i t  i s  approved by  the Parliament. Only those who paid social insurance and employment fund 
deductions during at least twelve months before applying are eligible. The benefit depends upon the 
duration o f  the last job, according to the previous scheme, which implies that unemployment benefit i s  no1 
linked to the actual wage the worker had before being unemployed. 

Unemployment benefit 
Minimum level 
Minimum level * 1.5 
Minimum level * 2 
Minimum level * 2.5 

3.9 There is  a large and growing population of discouraged individuals among the 
jobless, a population that is  also not adequately monitored in official statistics. A large 
pool of jobless and discouraged workers is  one reason for the large extent of poverty. 
When discouragement i s  taken into account, the number o f  unemployed individuals 
appears much higher. Table 3.4 sheds some light on this issue by presenting various 
estimates o f  unemployment computed f rom the Kyrgyz L iv ing Standards Survey 
(KPMS). The f i rs t  two definitions refer to the same concepts o f  registered 
unemployment and strict ILO unemployment published by the National Statistical Office. 
The third definition i s  more comprehensive. I t  refers to the ILO relaxed concept of 
unemployment and includes the number o f  individuals who do not work because they 
have lost any hope o f  finding a job. As can be seen f rom this table, survey and 
administrative data are broadly comparable for  open unemployment. However, moving 
from the strict to the relaxed ILO criteria, the unemployment rate i s  much higher. For 
instance, in 1998, the figure becomes 22 percent instead o f  5 percent. Moreover, 
according to the same KPMS data, the share o f  the relaxed I L O  unemployed who were 
discouraged increased from 66 percent in 1996 to 78 percent in 1998. 
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Table 3.4: Hidden Unemployment and Informal Employment, 1996-1998 (percent) 

1996 1997 1998 

Open unemployment 

Registered unemployed 2.5 0.9 1.5 

Strict ILO unemployed 10.1 6.9 5.1 

Hidden unemployment 

ILO unemployed relaxed criterion 25.8 20.4 22.0 

Note: As a percentage of the labor force. Uses working age population (16-57 for females, 16-62 for males) 
Source: KPMS. 1996-1998. 

3.10 Another important characteristic of the labor market i s  the large incidence of 
informal employment. In the Kyrgyz Republic, however, massive layoffs did not give 
rise to large inf lows into open unemployment. The collapse o f  industrial enterprises 
combined with the impossibility to survive in unemployment and the lack o f  formal j ob  
opportunities has seen the emergence o f  a widespread informal sector. This informal 
sector i s  often acting as a safety valve for a large unemployed and discouraged population 
that i s  imperfectly captured in official statistics. Many  observers have noticed that a 
good deal o f  activities takes place in the informal sector in services, street trading and 
subsistence farming. Accurate estimates o f  the share o f  individuals engaged in the 
informal labor market are difficult to obtain, however. There are also a number o f  
practical problems in measuring the size o f  subsistence farming, not least i s  the difficulty 
in distinguishing between small agricultural businesses and unpaid work on family 
garden plots. Table 3.5 uses data from the KPMS to explore the extent o f  informal 
employment, where informal employment i s  defined as the wage employed with no 
contract, the self-employed outside agriculture in enterprises wi th a total o f  1 to 5 
employees, and self-employed in agriculture working on land plots smaller than 50 
percent o f  national median. The data reveals a number o f  interesting patterns. First, 
throughout the period 1996- 1998, informal employment represented a huge proportion o f  
total employment: about half  o f  the employed population. Second, most o f  the informal 
j ob  holders were employees with no contract. And third, subsistence farming increased 
substantially in 1998, during the financial crisis. I f  informal employment has been an 
important coping mechanism, i t  i s  nonetheless associated with very high poverty 
(forthcoming work on the labor market and poverty outcomes). This points to the 
importance o f  formal job creation for the Kyrgyz poverty reduction strategy. 
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Table 3.5: Informal Employment in the Kyrgyz Republic (percent) 

1996 1997 1998 

Informal 
Of which: 

Non-regular wage employed 
Informal non-agricultural self-employed 
Informal agricultural self-employed 

54.5 51.4 45.3 
100.0 100.0 100.0 
77.9 78.8 62.0 
14.2 12.3 14.1 
7.9 8.9 24.0 

Notes: Non-regular wage employed: wage employees without a written contract, which specifies wage. 
Informal non-agricultural self-employed: self-employed outside agriculture in enterprises with a total of 1-5 employees, 
including the owner (standard ILO definition of informal sector employment). 
Informal agricultural self-employed: self-employed in agricultural on land plots smaller than 50 percent of national 
median that year. 
Sources: KPMS. 

B. LABOR MARKET RESTRUCTURING AND JOB REALLOCATION 

3.11 The previous discussion has documented an apparent stability in the labor 
market over the period 1995-2000, which contrasts with the changes observed in richer 
transition countries. In countries such as Hungary and Poland, for  instance, employment 
fe l l  and unemployment increased dramatically. Restructuring implied a process of job 
destruction, which was instantaneous, while the process of job creation, accompanying 
the slower process o f  economic recovery, took time. In these countries, the existence o f  a 
labor compensation scheme was instrumental to help the temporary unemployed to  quit 
non-profitable enterprises and look for new jobs, or to  become self-employed. Job 
reallocation took place f rom the state sector to the private sector, including new and 
privatized f i rms,  and from traditional industrial sectors to new activities in services and 
trade. The development of SMEs,  which have been recently identified as the main engine 
o f  growth2 in transition countries, was strongly supported by the building-up o f  a 
favorable institutional environment and business climate, particularly in Poland. What, 
then, has happened in the Kyrgyz Republic? H o w  much restructuring has taken place? 
Has the apparent stability in aggregate employment and open unemployment hidden 
important differences taking place between and within sectors? Are S M E s  playing such 
an active role in terms o f  j o b  creation? This section w i l l  try to address these questions. 

Privatization Has Been Faster Than Restructuring 

3.12 The Kyrgyz Republic has undergone far-reaching small-scale privatization, but 
progress on large-scale privatization has proceeded more slowly. By 2000, al l  
commercially viable small-scale enterprises had been fully privatized. These firms were 
predominantly in the light manufacturing, wholesale trade and transportation sectors. 

See the symposium on transition in the (2002), Journal of Economic Perspectives, 16(1). 2 
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About 1,300 medium and large scale enterprises were fully or partially privatized through 
a mass privatization voucher program. The privatization o f  the largest infrastructure 
enterprises, primarily in telecommunication, mining, power and energy, have proved 
more difficult and have lagged behind. 

3.13 Despite these successes in privatization, little enterprise restructuring has taken 
place, even among privatized firms, presenting one of the most challenging parts of 
economic reform. Some o f  the privatized enterprises were restructured or closed, and 
this led to the massive lay-off and reduced working schedules observed in the early years 
o f  transition (Namazie, 2002). Other privatized enterprises, however, are s t i l l  awaiting 
restructuring or liquidation, despite the presence o f  new owners and the hoped-for results 
o f  their efforts to revive these companies. The extent o f  enterprise restructuring i s  
mirrored in Table 3.6, which provides trends in the number of active industrial 
enterprises since 1991. I t  shows that the number o f  industrial enterprises has declined 
substantially, but that the drop occurred mainly in the earlier years o f  transition. In only 
one year, between 1991 and 1992, nearly one third o f  all industrial enterprises were shut 
down (although the reader i s  cautioned regarding inaccuracies in these early statistics, 
when many divisions or subsidiaries of companies were counted as separate units.). In 
2000, the number o f  industrial enterprises s t i l l  operating stood at about 65 percent o f  i t s  
1991 level. 

Table 3.6: Number of  Industrial Enterprises, 1989-2000 

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 
Numberofenterprises 3386 2405 2315 2121 2418 2639 2423 2365 2225 2204 

Source: National Statistical Committee. 

3.14 Apart from the initial spate offirm closings and the attempts under the World 
Bank PESAC program to restructure a limited number of large enterprises, there has 
been no concerted effort either on the part of the authorities or private owners to 
restructure ailing enterprises. Recent efforts to investigate the status o f  several dozen 
medium and large f i r m s  under an Asian Development Bank program show that many 
f i r m s  require substantial refocusing o f  their businesses, including the curtailment o f  
unprofitable business lines, the disposal o f  non-core assets and the downsizing or 
repositioning o f  labor. The stagnation in restructuring efforts i s  also visible in data f rom 
unemployment registry (Table 3.7) in which, despite these data capturing only a small 
fraction o f  the jobless, since 1999 the share o f  the registered unemployed who did so 
because they were laid-off has held steady just below 20 percent, down f rom 28.2 in 
1995. 
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Table 3.7: Reasons for Being Registered as Unemployed 

1995 1996 1997 1998 1999 2000 2001 

Number of persons 

% of total 
Total 50,409 77,198 54,557 55,906 54,749 58,329 60,522 

Laid-off 28.2 23.0 24.3 22.4 19.5 19.3 18.9 
Voluntary quit 53.6 50.5 49.0 52.0 52.1 52.3 52.5 

Released from prison 0.1 0.1 0.1 0.2 0.2 0.1 0.1 
Laid-off from the military forces 1.1 1.1 1.4 1.5 0.9 0.8 0.8 

Did not find job after graduation 15.3 15.2 14.0 12.8 15.2 16.2 17.1 
Other reasons 1.7 10.0 11.1 11.2 12.1 11.3 10.5 

Source: National Statistical Committee; reported in Babetski, J. and M. Maurel(2002), ibid. 

Movement of Labor Towards Agriculture and Trade 

3.15 As shown in Table 3.8, over the period 1996-2000, cumulative economic growth 
has been positive in agriculture, trade, transport, and communication, but negative in 
construction and almost zero is other services. In industry, the apparent large 
cumulative growth rate in GDP observed between 1996 and 2000 i s  almost entirely due 

declined sharply in manufacturing. Privatization and land distribution also led to  
important sectoral changes that the overall positive growth rates and stability in 
employment have largely hidden. 

+ to the start o f  production in the Kumtor gold mine in 1997, while economic output 

Table 3.8: Cumulative Growth in Real GDP and Employment During 1996-2000 (percent) 

Real GDP Employment 

Agriculture and forestry 
Industry, of which 

Manufacturing 
Construction 
Transport 
Communication 
Trade and catering 
Other services 
Total 

28.3 
49.2 

-28.1 
-25.5 
13.3 
10.6 
36.5 
0.4 

22.4 

21.0 
-19.5 
n/a 
-22.3 
-27.6 

-5.8 
21.3 
-2.7 
7.0 

Note: Industry includes gold mine, energy and manufacturing. 
Source: National Statistical Committee; reported in Babetski, J. and M. Maurel(2002), ibid. 
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3.16 Apart from agriculture and trade, where positive economic growth has 
translated into net employment gains, positive economic growth in other sectors has 
been associated with a reduction in employment. The fal l  in employment was 
particularly important in transport, where large-scale privatization was important, and in 
construction, where output declined. In industry, the fal l  in employment largely reflected 
the collapse o f  economic output in manufacturing. The impact o f  sectoral growth on 
employment has also been uneven. 

3.17 There has been migration across sectors among the unemployed. Those 
previously employed in the industrial sector migrated to trade or agriculture. Industrial 
workers that were made redundant and who lost any hope to find a decent job had often 
no other choices but to accept whatever small jobs they could find, in particular in trade, 
or to go back to the villages and work on the small pieces o f  lands that were recently 
redistributed. As discussed in Chapter 2, improvement in agriculture has also been a pull 
factor, making work in agriculture more attractive. 

3.18 The data indicate that the stability in total employment mentioned in the 
previous section has hidden a significant shift away from transport, construction, and 
manufacturing; and a shift towards agriculture and-to a lower extent-to trade. As a 
result, in 2000, the share o f  agriculture accounted for 53 percent of total employment, 
compared with 47 percent in 1996 (Table 3.9). The share o f  trade was also slightly 
bigger-10 percent in 2000 compared with 9 percent in 1996-while the weight o f  al l  
other sectors declined. The same table shows that the overall share o f  services (transport, 
trade and other services) in total employment (about 35 percent in 2000) i s  s t i l l  very l ow  
compared to other transition countries. 

Table 3.9: Employment by Sector (thousand of  people and as % of total employment) 

1996 1997 1998 1999 2000 

Agriculture and forestry 
Industry 
Construction 
Transport 
Communication 
Trade and catering 
Other services 
Total 

47.1 
11.1 
3.5 
4.1 
0.8 
8.8 

24.6 
200.0 

48.3 
10.2 
3.4 
3.9 
0.7 

10.2 
23.3 

100.0 

49.1 52.5 
9.8 9.0 
3.0 2.7 
3.7 3.0 
0.7 0.7 

10.4 9.8 
23.2 22.4 

100.0 100.0 

53.3 
8.3 
2.5 
2.8 
0.7 

10.0 
22.4 

100.0 

Note: Industry includes gold mine, energy and manufacturing. 
Source: National Statistical Committee; reported in Babetski, J. and M .  Maurel(2002), ibid. 

55 



Positive but Uneven Gains in Labor Productivity and Wages 

3.19 I t  is  important to mention that administrative data on wages provide an 
imperfect picture of the size and evolution of labor income. Accurate and comparable 
data on non-wage labor income for the period 1996-2000 and by sectors are unfortunately 
not available. First, with a large informal sector, any data on wages are l ikely to be 
subject to  large measurement errors. Second, given the large incidence o f  self- 
employment, which represented about 48 percent o f  total employment in the late 1990s, 
wages represent only a fraction of labor income. According to  income data f rom the 
H B S ,  for instance, in 2001, wages represented about 54 percent of total labor income3 in 
urban areas, but only 16 percent in rural areas. The fact that the poverty rate among 
individuals engaged in agricultural activities declined suggests, however, that non-wage 
labor income in agriculture may have increased as well. 

3.20 What was the overall evolution of labor productivity in recent years? H o w  far 
have the changes in labor productivity affected wages? Table 3.10 tries to  answer these 
questions, relying on administrative data that show the cumulative growth in labor 
productivity and real wages for the period 1996-2000 in the real sector o f  the economy. 
Over the period 1996-2000, aggregate labor productivity increased by 14 percent, and 
this i s  because employment adjustment lagged the increase in economic activity. At the 
same time, real wages increased by about 10 percent. This overall positive growth of 
wages is another reason for the overall decline in poverty discussed in Chapter 1. 

Table 3.10: Cumulative Growth in Labor Productivity and Real Wages During 1996-2000 (percent) 

Labor Productivity Real Wages 

Agriculture and forestry 
Industry 
Construction 
Transport 
Communication 
Trade and catering 
Other services 
Total 

6.0 
85.2 
-4.1 
56.3 
17.5 
12.5 
3.2 

14.4 

47.9 
-28.7 
-0.7 
36.9 
8.6 

10.8 
-4.8 
9.8 

Note: Industry includes gold mine, energy and manufacturing. 
Source: National Statistical Committee; reported in Babetski, J. and M. Maurel(2002), ibid. 

3.21 Sectors with high labor productivity were also in general the ones with high 
wages. The data also indicate large differences across industries. In 2000, the highest 
wages, as measured f rom administrative data, were observed in communication, then 

Where total labor income includes wages and salaries, earnings from self-employment, and imputed value of home- 
produced goods. 
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followed by transport, construction, and industry. 
remained the lowest, although they have increased more than the national average. 

Wages in agriculture and trade 

3.22 The past ten years have also seen a growing public/private wage differential. 
Private wages started to outstrip public wages in 1996, and f rom thereafter the gap has 
continued to increase, with a small reversal in 2000. In the late 1990s, average wages in 
the private sector were almost two times bigger than in the public sector. Very l ow  
public sector wages i s  a matter o f  concern, as this often results in a greater scope for 
briberies and corruption among c iv i l  servants. 

Formal Job Creation Remains Very Low 

3.23 Administrative data reviewed in the previous section have shown that the 
sustained positive growth rate over the period 1996-2000 has led to a l imited overall 
growth in employment and an increase in wages, which echoes the overall decline in 
poverty discussed in Chapter 1. A more disaggregated look at employment by sectors 
further indicated that employment growth took place mainly in agriculture and trade, 
while employment declined in all other sectors. At the same time, open unemployment 
remained very low, but this hided a large pool of discouraged unemployed. This points 
to a fairly depressed labor market with very l o w  formal j o b  creation outside agriculture. 
But i s  that truly the case? 

3.24 T o  answer this question, i t  i s  important to  complement our analysis o f  j o b  
reallocation with an investigation o f  firm-level data on j o b  creation and j o b  destruction. 
Such data are obtained from Natstatcom’s annual survey on small enterprises and its 
survey on medium and big enterprises. These surveys cover al l  registered enterprises and 
include information on total number o f  employees, hiring, lay-off and vacancies. One 
problem wi th  these data, however, i s  that information i s  available only for continuing or 
entering f i r m s  (with no distinction between j o b  openings and expansion), but not for 
f i r m s  which exit the sample. As a result, only j ob  creation and job contraction are 
observed, but not j o b  closures. Another problem i s  that these surveys o f  registered 
enterprises exclude many small informal enterprises which often have high turnover. 

3.25 Overall, job creation appears very close to job contraction, but there are 
substantiaz differences across industries. Table 3.11 presents gross j o b  creation, gross 
j ob  contraction and gross job turnover rates around 1999.4 Most o f  new jobs are created 
in trade and construction, where the largest share of  j ob  turnover i s  accounted for b y  j ob  
creation. In contrast, in agriculture, job turnover i s  mostly attributable to j o b  contraction. 
This last result may appear surprising given the overall increase in employment observed 
in agriculture f rom other data. But i t  could simply reflect the importance o f  individual 
farmers in agriculture who are not captured in these surveys on registered enterprises. 
Finally, in other sectors l i ke  industry, transport, and other services, job turnover are 

Gross j ob  creation rates are constructed as the sum of all employment gains in expanding or newly created firms 
divided by  total employment. Gross job contraction rates are the sum o f  employment contraction in continuing f i rms  
divided by  total employment. Gross job tumover rates are the sum o f  gross job  creation and gross job contraction rates. 
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equally spread between job  creation and j o b  contraction, indicating the existence of job 
reallocation within sectors. 

Table 3.11: Gross Job Flow Rates, 1999* 

Job expansion rate Job contraction rate Job turnover rate 

Agriculture and forestry 
Industry 
Construction 
Transport 
Communication 
Trade and catering 
Other services 
Total 

0.8 
2.6 
4.2 
1.4 
0.5 
9.5 
1.2 
2.0 

9.0 9.8 
2.2 4.9 
1.2 5.3 
1.4 2.7 
0.7 1.2 
2.9 12.4 
1 .o 2.2 
1.9 3.9 

Notes: Industry includes gold mining and manufacturing. *) 1999 data for big and medium firms, and 2000 data for 
small firms 
Source: National Statistical Committee; reported in Babetski, J. and M. MaureZ(2002), ibid. 

3.26 Clearly the data show that the Kyrgyz Republic faces a serious problem of very 
low job creation. Table 3.12 compares j ob  creation and j o b  destruction rates for several 
countries. For instance, in the late 1990s, the job creation rate stood at 2 percent in the 
Kyrgyz Republic, compared with around 10 to 13 percent in Bulgaria, Poland, Russia, 
and Lithuania. 

Table 3.12: Job Creation and Job Destruction: Kyrgyz Republic Versus Selected Countries (%) 
Transition economies OECD economies 

Bulgaria Kyrgyz Lithuania Poland Russia Slovakia France Germany United 
2000 1999 1998-99 1998- 1998- 1997-98 1984- 1983-90 1984- 

QQ QQ 91 Ql 
Job creation rate 10.6 2.0 13.6 9.7 12.2 2 12.7 9 13 

0 pen i n g s 3.8 n.a 3.8 4.4 n.a. n.a. 6.1 2.5 8.4 
Expansions 6.8 n.a 9.7 5.3 n.a. n.a. 6.6 6.5 4.6 

Job destruction rate 14.1 n.a. 17.7 11.5 13.8 6.9 11.8 7.5 10.4 
Closures 3.3 n.a. 7 1.4 n.a. n.a. 5.5 1.9 7.3 
Contractions 10.8 1.9 10.7 10.1 n.a. n.a. 6.3 5.6 3.1 

Job turnover rate 24.7 n.a. 31.2 21.2 26 8.9 22.4 16.5 23.4 
Continuing establishments 17.6 3.9 20.4 15.4 n.a. n.a. 12.9 12.1 7.7 
only 
Employment change -3.5 3.4 -4.1 -1.8 -1.6 -4.9 0.9 1.5 2.6 
Continuing establishments -4.1 -0.9 -0.9 -4.8 n.a. n.a. 0.3 0.9 1.5 
only 
Note: *) 1999 data for big and medium firms, and 2000 data for small firms 
Source: Kyrgyz: National Statistical Ofice; reported in Babetski, J. and M. Maurel (2002), ibid. Other countries, 
Rutkowski, J. (2002), “Why is Unemployment So High in Bulgaria?”, Policy Research Working Paper, No 3017, World 
Bank, Washington DC.. 
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3.27 Most of the new jobs are being created in the private sector, and in small firms. 
At the same time, most j ob  contraction and j o b  vacancies are also reported in small and 
private enterprises. The data show important differences in j o b  creation and j o b  
contraction by f i rms ’  ownership and f i rms ’  size (Table 3.13). The fact that a higher share 
o f  j ob  creation and job  contraction i s  taking place in small f i rms than in big f i r m s  points 
to higher f lexibi l i ty in small f i r m s ,  but also more instability. This shows the importance 
o f  supporting a sound and stable business environment to  stimulate the development and 
the growth o f  small enterprises in the formal sector and to  boost j o b  creation. 

Table 3.13: Job Flows by Firm Size and by Ownership Status, 2000 

Job exDansions Job contractions Job vacancies 

All firms 10758 1764 
among which, % 

Small firms 48.5 78.7 
Medium firms 28.4 13.9 

Public firms 1.9 1.2 
Private firms 98.1 98.8 

Big firms 23.2 7.4 

500 

61.2 
19.2 
19.6 
2.6 

97.4 

Source: National Statistical Committee; reported in Babetski, J. and M. Maurel(2002), ibid. 

c. BARRIERS AND OPPORTUNITIES FOR JOB CREATION 

3.28 The previous discussion has shown that the Kyrgyz Republic faces a serious 
problem of very low formal job creation. Employment in agriculture has grown- 
largely in the form o f  subsistence farming-but i t  has declined in al l  other sectors, except 
in trade. The aim o f  this section i s  now to better understand the reasons for  such a weak 
labor demand. I t  starts b y  looking at the pattern o f  economic growth and i t s  impact on 
employment. I t  then discusses different institutional factors, namely: (i) the investment 
climate; (ii) the business environment; (iii) taxation policies; and (iv) labor market 
regulations and institutions, and reviews the extent to which these factors have been in 
favor o f  j ob  creation. 

Public Investment Has Been the Main Source of Demand and Employment Growth 

3.29 Over the period 1995-2000, economic growth has been mainly determined by 
investments, which grew at an annual average rate of 6.2 percent. Until 2000, 
however, much o f  these investments were generated by the public sector and financed 
through borrowing f rom abroad. Another source o f  economic growth was achieved 
through increase in exports, which grew at an annual average rate o f  3.8 percent during 
1995-2000. Over the same period, there was a reduction in imports, which went down by 
an average of  3.3 percent annually. Private and public consumption were other important 
components o f  economic growth, as they grew at an average annual rate of  respectively 
3.2 and 3.4 percent. H o w  has this pattern o f  growth affected j o b  creation? 
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3.30 One way to answer this question i s  to decompose the sources o f  growth and look 
at the dynamics of  productivity as well as aggregate demand and i t s  components: 
domestic consumption, investment, exports, and imports. Growth of  domestic 
consumption and exports would be conducive to employment growth, while the growth 
o f  imports, which means that foreign labor i s  substituted in place o f  domestic labor, 
would contribute to reducing domestic employment (see Annex 3.1). 

3.3 1 Between 1995 and 2000 the growth in investment has had the strongest positive 
impact on job creation. The results of this decomposition are presented in Table 3.14. 
The growth in exports had also a positive impact on employment growth, that i s  bigger 
than that o f  the growth in domestic consumption. The reduction in imports in the Kyrgyz 
Republic had also a positive impact on job creation. However, part of the positive 
impacts of  exports and domestic demand on employment was offset by  productivity 
improvements. As discussed earlier, indeed, gains in productivity, in particular in 
industry, were obtained through labor shedding. 

Table 3.14: Decomposition of Employment Growth (percent) 

1996/95 1997/96 1998/97 1999/98 2000/99 Average 
(1995-2000) 

Employment 0.60 2.29 0.92 3.49 0.23 1.51 
Aggregate demand 17.50 41.09 -27.50 20.08 31.47 16.52 

Exports 6.70 2 1.05 -8.74 -10.4 10.5 1 3.82 
Imports -6.89 20.18 - 1.55 4.92 -0.39 3.25 
Domestic consumption 6.27 -6.38 13.99 2.58 -0.30 3.23 
Investment 11.46 6.24 -31.21 22.98 2 1.66 6.22 

Productivity -6.45 -7.46 -1.19 -0.16 -5.2 -4.09 

Source: National Statistical Committee; reported in Babetski, J. and M. Maurel(2002, ibid). Note: See Annex 3.1 for 
the methodology of deriving these numbers. 

3.32 One of the most important policy challenges for the Kyrgyz Government is  to 
stimulate export activities and make the country more attractive to foreign investors. 
Table 3.15 presents net FDI in the Kyrgyz Republic and in selected countries during the 
period 1996-2000. I t  shows that F D I  flows were relatively high as a percent of  GDP 
between 1996 and 1998, but this was due to few key investments per year in one gold 
mine. This points to the importance o f  attracting foreign direct investments in new 
sectors. This i s  not an easy task given the country’s relative isolation from export markets 
and i t s  limited domestic market. Policies that promote increased exports may include not 
only measures to increase foreign sales o f  enterprise products but may include inter alia 
production o f  intermediary goods for foreign producers, subcontracting by Kyrgyz f i r m s  
for foreign manufacturers, and leasing of  production facilities in underutilized Kyrgyz 
plants. Increasing direct foreign investment has been one of the most important 
challenges for the Kyrgyz Government. However, relationships established with foreign 
f i r m s  in this manner may ultimately lead to direct investments as both sides become 
increasingly familiar with each other. 
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Table 3.15: Net Foreign Direct Investment in the Kyrgyz Republic and Selected Countries 
4 

1996 1997 1998 1999 2000 

Czech Republic 
Estonia 
Hungary 
Kyrgyz Republic 
Poland 
Slovak Republic 

2.2 2.4 4.7 9.2 7.1 
2.5 2.7 11.0 4.2 6.1 
4.4 3.8 3.3 3.5 3.0 
2.6 4.7 6.6 3.6 -0.2 
2.1 2.0 3.2 4.0 2.8 
1 .o 0.4 1.8 3.6 8.0 

Sources: Kyrgyz Republic: Bank staff estimates; other countries, World Bank and reported in Babetski, J. and M. 
Maurel(2002), ibid. 

Small and Medium Enterprises Still Face a Rather Unfavorable Environment 

3.33 The high level of uncertainty and institutional rigidities has inhibited the 
development of a strong formal private sector that could have absorbed workers in 
declining industries and youth entering the labor market. I t  i s  widely acknowledged 
that small and medium enterprises (SMEs) are crucial for  j ob  creation. The Kyrgyz 
Republic has undergone important reforms to  improve the climate for  businesses and 
support the development o f  SMEs, but there are s t i l l  a number of  barriers to  job creation. 
As a result, j o b  reallocation was mainly characterized by large inf lows in subsistence 
agriculture and petty trade, mostly in the informal ~ e c t o r . ~  

3.34 I n  1998, SMEs contributed to less than 8percent of total employment and about 
14 percent of GDP (Table 3.16). In 1998, there were only 1.8 SMEs  per 1,000 
population in the entire country, which i s  very low in comparison wi th  Poland, Hungary, 
or the Czech Republic, where their numbers are between 20 and 24 per 1,000 people.6 
Addressing the very low number of S M E s  should thus be a top pol icy priority for  the 
Kyrgyz Republic. 

Table 3.16: Contribution of SMEs to GDP and Employment, 1998 
Share in Share in GDP (%) Share in GDP over 

Employment (%) share in 
1. Small enterprises 3.0 9.3 3.1 

3. Individual entrepreneurs 5.3 8.5 1.6 
4. Farms 47.1 12.5 0.3 
TOTAL 60.0 35.5 0.6 

2. Medium enterprises 4.6 5.2 1.1 

Source: World Bank (2000), Kyrgyz Republic Growth Study: Volume 11: A Strategy for Private Enterprise 
Development. National Statistical Committee (1998), Bulletin on Small and Medium Entrepreneurship. 

T h i s  was also the case in Poland, as shown in DuchEne, G., P. Rusin, and G. Turlea (2002), “Entrepreneurships and 

World Bank (2000), Kyrgyz Republic Growth Study, Volume 11: A Strategy for Private Enterprise Development 
Institutions in Transition”, mimeo. 
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3.35 Available data for 1998' show that the vast bulk of SMEs are in trade and 
catering (99percent of the production). S M E s  also play an important role in 
construction (53 percent), communications (41 percent), agriculture (35 percent), and 
transport (33 percent). Their contribution in nonetheless more l imi ted in manufacturing 
(20 percent). 

3.36 There is  also a growing concern that many SMEs are operating in the informal 
economy and that several barriers prevent them from growing in the formal sector. 
The constraints that have emerged from previous studies on the business environment in 
the Kyrgyz Republic by the Wor ld  Bank in 2000 and 2001, and USAID in 2000 were 
related with the overwhelming entry regulations, the large extent o f  corruption, the 
complexity of tax regulations, the restrictive access to credit, and the barriers to exit. 

3.37 The Government has taken some important steps to remove some of the barriers 
to entry, but continuous efforts are needed. The start up o f  a company i s  no longer 
expensive but i t  continues to  take a lot  of time. As shown in Table 3.17, in 2000, the 
overall direct costs to  open a business in the Kyrgyz Republic was about US$420 
(including registration, licensing, and other required documents). For comparison, the 
cost o f  opening a Limited Liabi l i ty Company was approximately US$l,OOO in Poland'. 

Table 3.17: (Direct) Cost of Opening a Business in the Kyrgyz Republic, 2000 

Real Registration * Licensing ** Certification Other Inspections 

Min Soms 1,000 1,213 3,192 2,050 2,125 1,595 3,313 2,566 
Max Soms 3,464 4,523 11,756 5,073 7,691 7,150 19,154 8,591 

Sectors regions Sectors regions Sectors regions sectors regions 

Std. Dev. % average 27 41 78 30 40 53 79 39 
Average Soms 2,826 3,620 3,813 3,717 6,057 
Average Dollars 59 76 80 78 127 
Average % average 230 295 311 303 494 

Notes:*: The official cost i s  set equal at 200 soms. 
**: 65 percent spend no more than 3000 soms; the remainder from 4000 to 40000. 
Source: USAID, 2000. 

3.38 Registration and licensing procedures are nonetheless particularly d$ficult and 
lengthy in the Kyrgyz Republic and are entry barriers for new SMEs. The starting up o f  
a company requires on average 2 licenses, 6 certificates, and 30 additional permits in a 
six-month period to continue operations. In 1999, the processes took f rom 10 days to 21 
days for licensing, 26 days to  obtain a single certificate, and over two weeks to obtain a 
single permit according to  a study by USAID in 2000. These statistics are quite similar 
to the Romanian ones, where the start-up o f  a company requires f rom 49 to 102 days, but 

National Statistical Committee, (1998), ibid. 
Duchkne, G. et al., (2002), ibid. 
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contrast sharply with Poland, where formalities to register a company i s  reduced to the 
maximum and takes less than a week’. 

3.39 The frequent number of inspections, and the frequent need to negotiate with 
government officials over the application of inconsistent and non-transparent 
regulations is  another major problem that restrained the development of a sound 
business environment and which has left the door open to widespread bribery and 
corruption. A recent survey of  entrepreneurs illustrates, for instance, that corruption i s  
well present in the day-to-day l i fe  in the Kyrgyz Republic (Box 3.3). 

Box 3.3: Perception and Attitude to Corruption Among Managers of Enterprises 
in the Kyrgyz Republic 

The World Bank recently conducted a survey (2001) on corruption in the Kyrgyz Republic which 
provided useful insights into the phenomenon. About half  o f  al l  respondents (48.3 percent) think that 
:orruption i s  not very widespread and 26 percent o f  respondents think that corruption i s  very widespread in 
the Kyrgyz Republic. Almost half  o f  the interviewed managers believed that bribery was altogether a part 
3f contemporary l i fe in the Kyrgyz Republic (44.5 percent o f  respondents). 

Managers o f  enterprises shared the same definition o f  corruption as public officials-money or a1 
least some gift given to somebody to avoid problems or ensure higher quality of service. A company gives 
some gift or money (in addition to the official payments) to a tax inspector to avoid paying more taxes 
(86.3 percent o f  respondents). During a visit at the hospital, money (in addition to the official payments) i s  
requested by  doctors and nurses to ensure proper care (81.3 percent o f  respondents). Respondents indicated 
Police (52.3 percent), Courts (39 percent) and Prosecutors (38.3 percent) as the most corrupted fields 01 
public service. 

Talking about corruption in state bodies, managers indicated Customs Authorities (48.5 percent: 
and Tax Authorities and Inspectors (48.3 percent) as the public institutions with the highest levels oi 
corruption. Significant numbers o f  managers had experience in paying bribes to public o f f i c i a l s 4 E  
percent o f  companies made unofficial payments (extra money, gifts, favors, services) at the public sector ir 
the past 12 months. Unofficial payments occur most often in trade and catering (64 percent o f  respondents: 
and in production (57 percent o f  respondents and 22 percent o f  the managers also confessed that they hac 
to give a bribe when registering their companies. 

Respondents indicated low l iving standards o f  the population (46.5 percent) and increasing 
impoverishment o f  the poor and the increasing wealth o f  the rich (43.3 percent) as the main effects ol 
corruption in the Kyrgyz Republic. 

Despite the fact that managers suffer from corruption, 45.3 percent o f  respondents said they woulc 
not report or complain if somebody requested a bribe from them. One o f  the possible reasons for this-the 
managers don’t believe in anti-corruption reforms and are losing trust in the Government. This i s  alsc 
supported by  the high percentage o f  those who did not agree with the statements about the Government’! 
willingness to carry out reforms and fight corruption. 

I 

3.40 Taxation policies are another major obstacle to enterprise development in the 
Kyrgyz Republic. According to a 1999 survey of  f i r m s  financed by USAID, the rate o f  
taxation was reported to be a problem for 43 percent o f  SMEs, and 39 percent had 
problems with both the rates of taxation and the tax regulations. Significant 

DuchCne, G. et al., (2002), ibid. 
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improvements have been introduced since then, in particular with reform o f  the tax code 
in September 2001 that resulted in a sharp reduction in profi t  taxes. But tax arrears 
remain a problem for a number o f  enterprises. A large number o f  inspections and permits 
are actually motivated by a drive to collect the stock o f  tax arrears. Another remaining 
problem i s  the complexity o f  tax procedures, especially for  small companies wi th little 
expertise in tax matters, which would need to  be simplified. 

3.41 Limited access to financial services is  another obstacle to the growth of SMEs.” 
The formal banking sector i s  small, and i t s  weaknesses in terms o f  institutional capacity, 
corporate governance, and practices o f  banking supervision were revealed by the Russian 
crisis and the downturn that followed. Bankers are reluctant to  lend as the ability to 
enforce the terms o f  loan and collateral agreements remains weak. As a result, when 
funds are made available, interest rates are set high and maturities are short, reflecting the 
perception o f  bankers’ perceived risks. Nevertheless, in most recent years several banks 
have begun increasingly to  lend to  small enterprises. This reflects not only increased 
economic stability but the recognition that small f i r m s  are often more profitable and have 
more attractive prospects than large, privatized or state-owned f i rms .  In addition, as 
banks continue to demand high levels o f  collateral relative to  loan values in order to 
compensate them for the perceived risks o f  non-payment, they have been increasingly 
wi l l ing to provide smaller loans to SMEs, which cannot provide the high levels o f  
collateral demanded b y  larger loans. In addition to banks, in the last few years there have 
been established a plethora o f  non-bank micro-finance institutions and credit unions, 
typically donor financed, offering very small loans to micro-enterprises. 

3.42 Exit barriers also hamper the growth of SMEs in the formal sector. Efforts to 
enforce “exit” mechanisms appear to have faded after the Private Enterprise Reform 
program in 1995. Enterprise restructuring i s  s t i l l  lagging behind what was observed in 
Eastern European countries during the init ial  years o f  transition, and according to a 
World Bank study in 1998 the number o f  unprofitable enterprises reached at least 35 
percent o f  al l  enterprises. I f  the slow pace o f  restructuring allows these unprofitable 
enterprises to survive and thus to maintain artificially jobs in the short term, i t  
nonetheless impedes the reallocation of factors towards the more productive sectors. 
This contributes to  the crowding out o f  viable (specially S M E  and micro-enterprises) 
f i r m s  from access to credit, and ultimately affects negatively the creation o f  viable jobs. 

Social Security Contributions are High and Contributors A r e  Prone to Skepticism 

3.43 Another constraint to SME development in the formal economy is  the fairly 
high costs of employer-paid social security contributions. Table 3.18 shows that in 
2001, social security contributions amounted to 37 percent o f  the salary, o f  which 29 
percent were paid b y  the employer. High payroll taxes increase the costs o f  labor and 
may discourage hiring, especially among youth and low-skilled workers. Further, i t  may 
shift labor demand in the informal sector, inducing a loss o f  revenue for  the state and a 
loss o f  social protection for the workforce. This i s  lower than in countries l ike the Slovak 
Republic, Poland, the Czech Republic, Hungary, and Bulgaria, where payroll taxes range 

lo For more details, see World Bank ( ~ O O O C ) ,  ibid. 
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f rom 44 percent to 50 percent, but i t  i s  much higher than in countries l i ke  Germany, 
Austria, Belgium and the US, where the rates oscillate f rom 20 to 23 percent. 

Table 3.18: Social Contributions, 2001 ( percent of gross wages) 

Paid by employer Paid by employee Total 

Pension 
Health 
Unemployment 
Social 
Income tax 
Total 

24.5 
2.0 
1 .o 
1.5 

29.0 

7.5 
0.0 
0.5 
0.0 

20 
8.0 

32.0 
2.0 
1.5 
1.5 

20 
57.0 

Source: Bank staff calculation. 

3.44 The link between social taxes and social security benefits is  indeed very loose in 
the Kyrgyz Republic. Social benefits have been imperfectly protected against inflation, 
or sometimes not paid at all for long periods of time. As a result, many social 
contributors are prone to  skepticism about the future o f  the overall system and perceive 
social contributions only as taxes. International evidence shows that the reduction in 
social security contributions can increase their incentives to j o i n  the formal sector and to  
boost j ob  creation. But these cuts would need to be carefully designed as to avoid further 
straining the government budget. Moreover, to  be effective, the reduction in social 
security contributions needs to be accompanied by other measures that increase the 
willingness o f  small businesses to register formally, as wel l  as by measures that provide 
more transparency on the use o f  public money and on the benefits that social security 
contributions can provide. Creating a favorable environment for the formalization o f  
small business would thus requires a m i x  o f  measures l ike the reduction in taxation, the 
simplification o f  bureaucratic regulations, the strengthening o f  the tax administration, the 
improvement o f  public services, and a strong commitment to fight corruption. 

Labor Market Flexibility and Labor Standards 

3.45 Labor market regulations and institutions, including the regulatory framework 
anchored in the Labor Code, the existence o f  the statutory minimum wage, the strength o f  
union representation, and the design o f  policies aimed at supporting the unemployed, al l  
have an important impact on labor market outcomes. They influence the extent o f  labor 
market flexibility in the formal sector and set the norms for core labor standards, 
including workers’ rights and working conditions. There are some specific areas, 
however, where the regulatory framework may turn out to be rather rigid. 

3.46 On the whole, existing legislation and institutions in the Kyrgyz Republic do not 
seem to be an obstacle to labor market flexibility, and they seem to comply with 
conventional ILO recommendations in the field of labor. As regards the legislation, the 
Labor Code was approved in September 1997 and further amended in 1998, 2001 and 
2002. Monetary costs o f  dismissal are not particularly high, as the employer as to pay 
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only one fourth o f  the average monthly wage, times the number o f  years o f  service, and 
not less than the average monthly salary. The use o f  fixed-term contract i s  allowed, as 
long as the nature o f  the work does not have a “permanent” character-but this leaves the 
door open to  many interpretations. The duration of a fixed-term contract i s  also rather 
flexible, with a maximum o f  five years. And in case o f  dismissal, a short-notice i s  
usually required prior to termination o f  employment: two months for  employees wi th  
open-ended and fix-term contracts, and only three days for those on probationary period 
or under short-term contract. What may be more constraining are some other aspects o f  
the dismissal procedure. Although the l i s t  o f  val id reasons for dismissal include poor 
performance or violation o f  the work discipline on the part o f  a worker, as wel l  as 
business needs (changes in technologies or in organizations o f  the enterprise), in the latter 
case, the employer i s  obliged to offer another j o b  to  the employee. Moreover, the proof 
that a dismissal i s  justified must be provided by the employer-but that i s  usually the 
case in most countries. There are also some strong restrictions on the use o f  overtime 
work. The Labor Code imposes a yearly limit o f  120 hours, compared for  instance to 
respectively 150 and 300 yearly hours in Bulgaria and Hungary. 

3.47 At the same time, given the large incidence of informal jobholding, there are 
some concerns that the true level of workers’ protection may be far below what is 
stipulated in the labor legislation. Worker associations are quasi-absent in the new 
private (and often informal) sector. Minimum wage setting exists, but the level o f  the 
minimum wage i s  extremely low--US$2 a month in January 2002. Unemployment 
benefits are also rather l ow  and their eligibility conditions are very restrictive, so the 
system i s  unlikely to have some disincentive effects on unemployment. At the same 
time, given the low level o f  benefits, the nature of the role played by the unemployment 
insurance system raises a number o f  questions. I s  i t  o f  any help with j o b  search? Does it 
protect effectively the income o f  those eligible individuals affected by labor shedding? 
These questions would need further investigations that go beyond the scope o f  this 
chapter. 

D. THE CHALLENGE OF MATCHING JOBS WITH PEOPLE 

3.48 The previous section has reviewed various factors affecting job creation, thus 
focusing on the demand for labor, but ignoring the constraints that Kyrgyz citizens 
may experience getting these jobs. A more complete picture o f  the labor market would 
thus require looking more carefully at the process through which jobs get matched wi th  
people. The aim of  this section i s  to  complement our understanding o f  this process by 
examining two crucial dimensions: (i) the extent to  which the sk i l l s  offered in the labor 
market are demanded by employers; and (ii) the extent to which jobs are created in areas 
where workers are available. 

The Skills Gap 

3.49 Unemployment data by educational level are available from the KPMS, and 
they suggest that the skills gap may be an important issue. As shown in Table 3.19, 
indeed, there i s  a large variation in unemployment (relaxed I L O  criteria) across different 
types and level o f  education. In 1998, the incidence of  unemployment was above the 
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overall average o f  22 percent among individuals with incomplete secondary or less (29 
percent), and among those with general secondary (26 percent) or technical secondary 
(24 percent) education. In contrast, unemployment was below the overall average among 
individuals with no education at a l l  (17 percent) and among those with higher technical 
education (18 percent) or general higher education (9 percent). 

Table 3.19: Relaxed ILO Unemployment Rate by Level of Education (percent) 
~ 

Level of education Unemployment rate 

Average 21.9 
No education 17 
Incomplete secondary or less 29 
Complete general secondary 26 
Professionalltechnical secondary 24 
Technical higher education 18 
General higher education 9 

Source: KMPS. 

3.50 I n  many countries of Central and Eastern Europe, changes in the structure of 
economic production, the appearance of new forms of organization and a greater 
exposure to international competition have rendered certain skills and specializations 
obsolete and have caused others, such as language skills and computer literacy, to 
become more in demand. Basic work competencies are often n o  longer sufficient, and 
formal assessments o f  attitudes, individual potential and l i fe s k i l l s  are gaining ground. In 
these countries, employer surveys also show that hiring practices are changing rapidly. 
Unfortunately, the Kyrgyz Republic lacks employer surveys that could inform the needs 
and expectations o f  employers. 

3.51 All in all, these results points to the importance of higher general education as 
a way to avoid unemployment, but they also cast some doubts on the relevance of 
secondary and technical education. Individuals wi th some secondary education usually 
have more expectations than those wi th  no education at all-and are thus more reluctant 
to accept low-qualified jobs. However, the problem i s  that individuals with secondary 
education do not seem to be particularly well-equipped to compete for  more qualified 
jobs. This obviously poses considerable challenge for the reform o f  the educational and 
training systems. Addressing the problem o f  low, narrow and inadequate sk i l l s  should be 
another priority for the Kyrgyz government. 

Regional Mismatch 

3.52 There are some disparities in unemployment across regions and localities, but 
these differences are not enormous. As shown in Table 3.20, in 2000, the region 
reporting the highest level o f  open (strict) ILO unemployment was Bishkek city. Other 
regions with unemployment rates above the national average o f  7.5 percent were the 
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districts (oblasts) o f  Batken, Naryn, Chui, and Issyk-Kul. Slight regional differences are 
also observed among the registered unemployed. 

Table 3.20: Unemployment Rates by Region, 2000 (percent) 

Region Unemployment rate* 
Strict ILO Registered 

Batken oblast 9.7 3.2 
Jalal-Abad oblast 6.5 3.4 
Issyk-Kul oblast 7.6 3.0 
Naryn oblast 9.4 7.0 
Osh oblast 4.7 1.9 
Talas oblast 7.5 2.5 
Chui oblast 7.8 3.5 

Kyrgyz Republic average 7.5 3.0 
Bishkek city 11.0 3.7 

Note: *) as percent of the labor force 
Source: National Statistical Committee, authors’ computations. 

3.53 Even though these regional disparities in open unemployment do not appear 
dramatic, they are nonetheless growing. As indicated in Table 3.21 indeed, variability 
of unemployment rates across regions has increased over time. Between 1995 and 
2000, the standard deviation o f  regional unemployment rate (a measure o f  absolute 
variability) increased f rom 1.35 to 2.01 based on the ILO concept, and f rom 0.87 to 1.64 
based on registration data. During the same period, the coefficient of  variation o f  
regional unemployment rates (a measure o f  relative variability) has also increased quite 
substantially: f rom 0.23 to  0.26 based on the ILO unemployment rate, and f rom 0.26 to 
0.46 based on the registered unemployment rate. I t  i s  l ikely that these differences w i l l  
continue to  increase in the future i f more enterprises are restructured. 

Table 3.21: Variability of Regional Unemployment, 1995-2000 

Unemployment rate Standard deviation * Coefficient o f  variation ** 
1995 2000 1995 2000 1995 2000 

Administrative 5.74 7.54 1.35 2.01 0.23 0.26 
Registered 2.98 3.19 0.87 1.64 0.26 0.46 

Notes: 
*) Measure of absolute variability 
**) Measure of relative variability (equal to the standard deviation divided by the mean) 
Both measures are calculated across eight regions in 2000 and seven regions in 1995 (data for Batken oblast are 
unavailable in 1995). 
Source: National Statistical Committee; reported in Babetski, J. and M. Maurel(2002), ibid. 
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3.54 I n  the Kyrgyz Republic, regions with high open unemployment rates like 
Bishkek city and Chui oblast are also the regions with the highest number of SMEs. 
According to data on the regional distribution o f  SMEs, in 1998 about 70 percent o f  all 
small and medium enterprises were concentrated in Bishkek and Chui oblast (World 
Bank, 2000). I f  this likely reflects the problems of  low job creation and s k i l l  mismatch, i t 
also mirrors the negative impact o f  large labor migration flows that have saturated the 
most dynamic local labor markets. 

External and Internal Migration 
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3.55 Labor mobility has always been high. The Kyrgyz people were traditionally 
nomadic and even during the Soviet period, the authorities managed only to constrain 
internal migration flows through a strict system o f  residence registration and internal 
passport, but not to stop it. To date, this rigid system of residence registration has been 
softened but not abolished. During the early years of transition, the break down of 
industry, trade, and the collapse of the collective farm system and rural infrastructure 
that followed the disintegration of the Soviet Union led to large migration flows-both 
external and internal. Figure 3.1 presents official data on the number o f  inflows and 
outflows of  migrants for the period 1989 to 2000. As shown in this figure, the 
disintegration o f  the Soviet Union and the centrally planned economy led to a first mass 
migration outflows from the Kyrgyz Republic that took place mostly between 1991 and 
1994. In contrast, there was a continuous and steady decline in the number o f  immigrants 
throughout the period 1989-2000. External migration reached i t s  peak in 1993, when 
about 143,000 individuals emigrated. The International Organization for Migration 
(IOM) noted that the f i rs t  wave o f  emigrants was mostly composed o f  ethnic Russian, 
Germans, Ukrainians, Tartars and Uzbek. The trend in migration outflows was reversed 
after 1993, and by 1998, the number of emigrants reached a low of  about 
16,000 individuals. Since 1998, however, the volume of emigrants has started to increase 
again. In 2000, more than 27,000 people left the country. 
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3.56 Internal migration from small towns and remote areas to big cities like Bishkek 
and Osh is  also important-and even bigger than external migration+lthough it has 
recently slowed down with the distribution of land and the improvement of the situation 
in agriculture. T o  date, several workers affected by labor shedding in semi-urban areas 
have continued to  arrive to  Bishkek with the hope o f  finding a job, but others have 
decided to go back to the villages, especially if they s t i l l  have relatives there. Off icial 
data on internal migration are available, but they tend to be underestimated, as many 
internal migrants do not register their departure or arrival as currently required under the 
law. According to  these data, the number o f  internal migrants increased by more than 
120 percent between the two sub-periods 1989-1993 and 1994-1998 (Table 3.22). An ad 
hoc survey on internal migrants conducted by the IOM in 2000 showed that the main 
cause for internal migration i s  the lack o f  job opportunities in the place of origin and the 
search for job. 

Table 3.22: Internal Migration and Immigration in the Kyrgyz Republic 

1989-1993 1994-1998 
~ 

Number of  migrants (‘000s) 220,3 495,2 
Of which %share 

Internal migrants 77.3 83.9 
From CIS and Baltic’s countries 22.2 15.2 
From other countries 0.5 0.9 

Source: National Statistical Ofice. 

3.57 Candidates for migration often have an unrealistic vision of what urban labor 
markets can offer them, with no real information on job vacancies and skills required 
for jobs, as this information is  not readily available. As a result, large internal migrant 
influxes have contributed to increase local unemployment and depress the level o f  wage 
among low-skilled workers. High internal labor mobil i ty i s  important to ease the process 
by which labor demand and labor supply get matched. But to be truly effective, labor 
mobility should be based on reliable information on j ob  opportunities between regions 
and districts. In Bishkek, the problem i s  particularly acute. 

3.58 Various studies point to the sub-standard living conditions of internal migrants, 
who often have to struggle to find a proper work and a decent place to live (see Box  
3.4). Moreover, the problem o f  internal migrants i s  often exacerbated by their lack o f  an 
official registration permit (propiska), which makes the access to off icial jobs, social 
benefits, and political rights more difficult. 
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ergence o f  new slums in the periphery o f  Bis the so-called "Novostroiki". Today there are 23 
ecarious settlements in Bishkek, and al l  o f  them were named b y  their residents. The largest new 
ttlements are Archa-Beshik (with 4800 land units), Ak-Orgoo (3500), Ak-Bosogo (2600), K o k  Jar 
355), Kolmo (2040), Ala-Too (1867), and Bakai-Ata (1123). Other smaller and more recent slums are 
ok (284), Aska-Tash (195), Salam-Alik (148), Keremet (log), and Madaniyat (103). Many internal 

migrants often lack the funds for the construction o f  real houses and therefore l ive in shoddy settlements. 
Most o f  these settlements that lack basic infrastructure services and are often located in areas where there 
are adverse environmental health-related impacts. 

One o f  the most populated slums, the Ak-Bosogo settlement, has very serious problems with water 
supply. Another populated area, Bakai-Ata, i s  located close to the ash-dump o f  the Bishkek power and 
heating station which i s  the source o f  heavy pollution, and any slight wind l i f t s  a lot o f  ash in the air 
covering all houses and facilities in this residential area. Underground water i s  very close to the surface 
and causes destruction and flooding o f  houses during winter and fall. Other settlements l ike Altyn Beshik, 
Kolmo, Ak-Bosogom Aska-tash, Burdinsky, and Ak-Telek are also located in the lower part o f  the city and 
are flooded after rains or melting snow, which regularly destroys the houses. Drainage systems are also 
collapsing due to the lack o f  funds to repair these systems. 

There are important differences across the "Novostroiki" in terms o f  the demographic 
characteristics o f  the residents, which reflect the various regions where the people migrated from. In the 
Salam-Alik settlement, children comprise only 10 percent o f  the total population. In the Kelechek 
settlement, for instance, the children make up 70 percent o f  the total population. Kelechek i s  mostly 
inhabited by  migrants from the Batken region, which has the highest birth rate in the country. 

E. CONCLUSION AND RECOMMENDATIONS 

3.59 Sustained economic growth in the past five years has translated into modest net 
employment creation and growth in real wages in the formal sector that mirrors the 
overall decline in consumption poverty observed in recent years. Open unemployment 
has also increased only slightly, partly reflecting the slow down o f  employment 
restructuring in the late 1990s. Besides the limited growth in open unemployment, what 
i s  also remarkable i s  the l o w  level o f  open unemployment. But this has hidden a large 
population o f  jobless and discouraged individuals that i s  imperfectly captured in 
traditional indicators. The number o f  discouraged and jobless workers i s  high for a 
country wi th such a low level o f  income, and this i s  one reason for the persistence o f  
widespread poverty. Another reason for the large extent o f  poverty i s  the l ow  level o f  
formal j ob  creation that have prevented informal jobholders to move f rom a situation o f  
mere survival, into a stronger economic position that could have enhanced their 
contribution to economic growth and increase their participation in society. Informal 
employment in the form o f  subsistence farming and non-regular wage employed i s  indeed 
widespread, accounting for nearly hal f  o f  total employment. 

3.60 The labor market has also experienced large sectoral re-allocation o f  labor. 
Employment in the most productive sectors has collapsed and there was a shift towards 
agriculture where labor productivity i s  the lowest. To a large extent, employment growth 
in agriculture was resulting f rom the relative improvement in this sector and the success 
of land redistribution. Employment growth in agriculture has also acted as a safety valve 
for  many of the unemployed. But this coping mechanism has some limitations as well. 
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Chapter 4 shows that poverty remains the highest in rural areas, and the very low level o f  
j o b  creation outside agriculture should be a matter o f  concern for  pol icy makers. 

3.61 A further analysis o f  the patterns o f  growth and i ts impact on employment 
indicates that most o f  the employment growth has been achieved largely through public 
investments. Of major concern, 
however, i s  that the contribution o f  small and medium enterprises to GDP and 
employment generation remained very limited, reflecting the many barriers that s t i l l  
prevent the development o f  SMEs. Despite substantial improvement in the business 
climate - more specifically the diminution in the direct costs to  open a business and the 
reduction in profi t  taxes-limited financial intermediation, the overwhelming entry 
regulations, the large extent o f  corruption, the complexity o f  the tax regulations, and the 
barriers to exit remain the main obstacles to  j ob  creation and the formalization o f  the 
economy. 

Exports had also a clear net job-creating effects. 

3.62 Besides a weak labor demand, the results also indicate some disfunctioning in the 
process through which jobs get matched with people. Despite high levels o f  education, 
many individuals wi th secondary or technical education do not seem to be adequately 
equipped with the sk i l l s  demanded in the labor market. The lack o f  employer surveys 
that could have informed on the needs and the expectations o f  the employers, and on the 
real employment opportunities available in big cities, has also left  the door open to large 
internal migration flows to Bishkek that have saturated the local labor market and 
intensified the problem o f  unemployment and low  wages. 

3.63 
would require a comprehensive approach that could include: 

Addressing the problem of  l ow  formal j ob  creation i s  therefore essential. This 

0 Improving the business environment to  facilitate the growth o f  small enterprises 
in the formal sector and the creation o f  productive jobs. This should involve 
further substantial easing o f  registration and licensing procedures, reducing the 
number o f  inspections and the scope for corruption, simplifying tax procedures, 
improving financial intermediation, and removing the barriers to  exit; 

0 Stimulating the incentives to operate in the formal sector. This can be done by a 
gradual and careful reduction in social security contributions, accompanied by 
other measures that increase the willingness o f  businesses to  register formally, 
that provide more transparency on the use o f  public money, and that increase 
willingness to pay for public goods and public social protection. The latter would 
usually require to: 

- Strengthen the link between social contribution and benefits; 

- Seek higher resources to  increase social benefits and improve the 
quality o f  public goods through improvement o f  tax collection and 
a widening o f  the tax base combined with a reduction or no 
increase in taxes; and 

- Improve the quality o f  public goods provision. 
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0 Starting to address the problem o f  inadequate sk i l l s  in secondary and vocational 
education through a better assessment o f  labor market needs. This requires 
improving the quality o f  labor market data; 

0 Seeking to  manage better labor migration flows through collection and 
dissemination o f  information on real j ob  opportunities, combined with programs 
contributing to  the reduction in regional inequalities, rather than through the 
continuation o f  rigid bureaucratic controls that prove ineffective. 
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PART 11: PROFILE OF POVERTY 

This second section comprises Chapters 4 through 6, and presents a profile o f  both the 
income and non-income dimensions o f  poverty. In Chapter 4 i s  an analysis o f  which 
characteristics are strongly or weakly correlated with income dimensions o f  poverty, 
concluding that the regional dimension, sources of  household income and housing 
conditions are important correlates with poverty. Chapter 5 explores the non-income 
dimensions of poverty, namely education and health. The section on education shows that 
the quality o f  education i s  heavily dependent upon household expenditures on education, 
and the cost o f  education and low level o f  public expenditures benefiting the poor deter a 
large share o f  the poor f rom progressing to non-compulsory levels o f  education, i.e., 
secondary and higher education. And the section on health shows that the utilization o f  
health services has decreased, indicating that the poor cannot afford the costs o f  medical 
care, which i s  partly due to rising levels o f  out-of-pocket payments and informal 
payments for treatment fol lowing the introduction o f  fee-based health services. A 
dynamic analysis o f  poverty i s  undertaken in Chapter 6, revealing that poverty i s  
primarily transient in al l  oblasts, wi th  the exception of Naryn oblast which suffers f rom 
high levels o f  chronic poverty. 
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4. PROFILE OF INCOME POVERTY IN 2001 
Chapter 1 showed that economic growth, coupled with moderate and slightly declining 
inequality, has reduced poverty starting in 1999. Yet, the poverty level is still very high, 
requiring sustained and comprehensive policy attention. While poverty reduction has 
been relatively broad-based, some groups of the population have benefited more than 
others, and some groups continue to have much higher rates of poverty than others. 
Therefore, an effective poverty reduction strategy is one that is informed by these 
comparative levels of and trends in poverty risks for various groups of the population. 
This chapter relies on the full sample of the 2001 HBS to construct the poverty profile for 
the year 2001, in order to examine the key correlates and determinants of poverty in 
2001. The section on labor market outcomes however relies on KPMS data from 1997 
and 1998, as these were the latest available data. 

I n  the Kyrgyz Republic, the following characteristics are found to be important 
correlates with poverty: regional dimension, sources of household income, and housing 
conditions. Poverty has a clear regional dimension, with Naryn oblast substantially 
poorer than the rest of the country, and falling behind as other regions benefit from 
growth far more than Naryn oblast. Chapter 6 examines the trends in chronic and 
transient poverty for different groups of the panel sample during 1998-2001. The pattem 
of poverty is different for rural and urban areas. Poverty is higher in rural areas; 
Chapter 2 examines the rural poverty profile in relation to agricultural activities. Rural 
poverty continues to significantly exceed urban poverty despite sustained rural poverty 
reduction since 1998. An estimated 62 percent of the rural population was poor in 2001, 
compared to 45 percent of the urban population. While two thirds of the country’s 
population lived in rural areas in 2001, 72 percent of the poor lived in rural areas. The 
main source of income for the rural poor is home-produced goods, particularly 
agricultural products, while it is wages and income from informal activities for the urban 
poor. Poverty in the Kyrgyz Republic is reflected in housing with unsanitary conditions, 
where poor households have limited access to running water, public sewers, or intemal 
plumbing; and limited access to reliable electricity, heating, and telephones as well. 

Determinants of poverty include level of participation in the labor market, 
characteristics of the household head, and the composition of the household. Chapter 3 
shows that there is a link between unemployment and poverty. Poverty is correlated with 
household head characteristics: a household is less likely to be poor if the head has 
university education or is employed. Whi le  accounting for economies of scale, poverty 
increases with household size, with the presence of young pre-school children, and the 
presence of a disabled individual in the family. Having a pensioner in the family does 
not increase its risk of poverty, and if anything, reduces this risk. 
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A. CHARACTERISTICS OF POVERTY 

Regional Dimension of Poverty 

4.1 Regional differences in poverty are very large and striking in the Kyrgyz 
Republic. There i s  a clear regional ranking in terms of poverty measures, with: (i) 
Naryn oblast having the highest poverty; (ii) followed by Talas oblast; (iii) followed by 
the three southern oblasts of Jalal-Abad, Osh, and Batken and the Northern oblast of 
Issyk-Kul; ( iv)  the least poor regions being Chui oblast and Bishkek City. The regional 
ranking in poverty can be analyzed using data f rom the H B S  2001, which i s  designed to 
be representative at the oblast level. A household living in Naryn oblast i s  three times as 
l ikely to be poor as another household l iv ing in Bishkek City or Chui oblast. The 
regional poverty ranking emerges regardless o f  the measure o f  poverty used: headcount 
index, poverty gap index, or severity o f  poverty index (see Table 4.1). A similar ranking 
emerges if one were to  consider consumption per adult equivalent, implying the regional 
ranking i s  not sensitive to household composition. The ranking o f  regions also emerges 
in Chapter 6, using the concept o f  chronic poverty. Clearly, the distribution o f  the poor 
across the regional oblasts reflects both the incidence o f  poverty as well as the share o f  
the total population in each oblast. Thus, about half  o f  the country’s poor reside in the 
two most populous states o f  Osh and Jalal-Abad. 

Table 4.1: Poverty and Inequality by Oblast, 2001 

M e a n  per Regional Oblast Headcount Poverty Gap Poverty Gini Index capita Distribution of 

(%) consumption the Poor (%) 
(Somdyear) (Total=100 %) 

Index Index Severity 
PO (%) Pl(%) P2  (%) 

Bishkek 31.5 7.4 2.5 26.6 9912 8.7 

Jalal- Abad 68.0 18.6 6.5 21.9 6576 22.0 
Naryn 89.1 37.3 18.9 23.4 4559 8.2 
Batken 54.5 14.4 5.5 23.6 7406 7.7 
Osh 66.7 21.6 9.1 27.1 664 1 29.2 
Talas 72.3 24.8 10.6 24.4 5978 5.3 
Chui 33.1 8.3 3.1 28.8 10235 9.2 

Issyk-Kul 63.0 21.8 9.9 30.9 7084 9.5 

Source: 2001 HBS. Note: Weighted data. 

4.2 The regional ranking of poverty is largely a reflection of average standards of 
living across the oblasts. The per capita consumption in the H B S  reflects the same 
regional ranking as that o f  poverty in the previous paragraph (see Table 4.1). The 
average per capita consumption o f  Naryn, the poorest oblast, i s  only 46 percent o f  that o f  
Bishkek; the average per capita consumption o f  Talas, the second poorest oblast, i s  about 
60 percent o f  that o f  Bishkek. These differences in average per capita consumption may 
partially reflect different characteristics o f  households who l ive in different regions, for 
example more educated people living in richer oblasts. Analysis o f  the determinants o f  
poverty (see Annex Table A5.1-2) uses regression analysis and estimates the regional 
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differences in per capita consumption while holding constant various household 
characteristics (see Figure 4.1). The emerging ranking in the standards o f  living i s  s t i l l  
the same: Naryn i s  the poorest oblast, followed by Talas, wi th  the three southern oblasts 
o f  Osh, Jalal-Abad and Batken and the northern oblast o f  Issyk-Kul in the middle. Chui 
oblast and Bishkek city are the least poor regions. 

4.3 Regional differences in average consumption levels narrowed, with the 
exception of Naryn which lagged behind. The poverty ranking o f  regions in 1998 was 
the same as that in 2001’. However, an important change i s  that the average consumption 
level has increased, relative to Bishkek, in al l  other oblasts wi th  the exception o f  Naryn 
(see Figure 4.1). Holding household characteristics constant, the average consumption 
level in Naryn was 46 percent o f  the consumption level in Bishkek in 1998, wi th this 
relative consumption level dropping to  41 percent in 2001. Given that Bishkek has the 
lowest incidence o f  poverty, this pattern i s  consistent wi th  broad-based pro-poor growth 
identified in the previous chapter, with the exception o f  Naryn which lagged behind. 

igure 4.1: Average Consumption Per Capita in 1998 and 2001, (Regions Relative to Bishkek) 
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Note: Data for 1998 are computed by the World Bank. Data for 2001 are computed from Annex Table A5.1-2. Bot 
of the regressions underlying these estimates hold other household characteristics constant. 

4.4 The poorest regions are not poorer than others due to higher inequality within 
the regions, but due to lower standards of living. Inequality in al l  the oblasts i s  
relatively low, with the oblast-specific Gini index of consumption inequality ranging 
between 22 percent and 31 percent in 2001. Moreover, Table 4.1 above shows that 
inequality in the poorest two oblasts o f  Naryn and Talas i s  fair ly low, while inequality i s  
higher in the richest areas o f  Chui oblast and Bishkek city. This indicates that average 
standards o f  l iv ing measured b y  an oblast’s per capita consumption i s  a good indicator o f  
the poverty ranlung o f  the country’s oblasts. 

4.5 Of particular concern is  the persistence of poverty in Naryn, the poorest oblast, 
which benefited little from broad-based poverty reduction between 2000 and 2001. 
Naryn’s population i s  mostly rural (8 1 percent), predominantly of Kyrgyz ethnicity 
(99 percent), wi th larger families and hence a younger population (43 percent younger 

‘ World Bank (2001), Kyrgyz Republic : Poverty in the 1990s in the Kyrgyz Republic, Report No. 21721 
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than age 16) than the country as a whole. The whole oblast i s  located in high-mountain 
areas, wi th  difficult transportation routes and costly access to  markets. The mountainous 
terrain o f  the oblast i s  unsuitable for cultivating crops (vegetables are brought in f rom 
Chui oblast), and its rural population largely relies on livestock. Given that livestock 
production has not done as wel l  as crop production in recent years (see Chapter 2), 
Naryn’s population has not experienced poverty reduction to the same extent as other 
regions that have greater reliance on crop cultivation. In 2001, an estimated nine out o f  
ten Naryn residents l ived in absolute poverty, while six out o f  every ten residents l ived in 
extreme poverty. Naryn’s population contributed 5.2 percent to  the Kyrgyz Republic’s 
total population, yet 8.2 percent o f  the country’s absolute poor lived in Naryn oblast in 
2001. Also, an estimated 12.8 percent o f  the country’s extremely poor people l ived in 
Naryn oblast. There i s  a need for a better understanding o f  the causes for the persistence 
o f  poverty in Naryn, and for building on this understanding in targeting public 
interventions to accelerate poverty reduction in this very poor region. 
Income Sources and Poverty 

4.6 As the H B S  i s  geared toward collecting consumption information, the income 
sources modules have not been fully developed or utilized to the same extent as the 
consumption modules. Nonetheless, the survey collects some information on income 
sources that i s  used here.2 

4.7 There are wide differences between rural and urban areas in income sources. 
An average household derives 38 percent o f  i t s  total income f rom labor, 40 percent o f  i t s  
income from home-produced goods, particularly food and agricultural products, 8 percent 
o f  total income f rom social transfers, mostly pensions, and 5 percent f rom private 
transfers. However, urban households derive two thirds o f  their income f rom wage 
employment, while rural households derive only a quarter o f  their income from labor 
income. In contrast, rural households derived 53 percent o f  their income f rom own- 
produced goods, particularly agricultural products, while urban households derive only 
15 percent o f  their total income f rom own-produced goods, particularly consumed home- 
produced goods (see Figure 4.2). 

4.8 Reported remittances f rom abroad consist o f  a mere 0.2 percent o f  a household 
income in each o f  the rural and urban areas. Private transfers consist largely o f  transfers 
f rom relatives within the Kyrgyz Republic. The l imited size of  reported remittances 
could reflect a weakness in the financial system, or a pattern o f  migration to  Kazakhstan 
and Russia where the migrant takes his family wi th  him, instead o f  supporting them while 
they continue l iv ing in the Kyrgyz Republic. 

* Income levels are usually underestimated in household survey in an economy l ike that o f  the Kyrgyz Republic due to 
the large share of the informal, and given tax avoidance attitudes that induces households to under-report incomes even 
to statistical authorities. T h i s  under-reporting may also bias estimation of the shares o f  income sources. 
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Figure 4.2: Sources of Income for Urban and Rural  Households 
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4.9 The importance of regular salaries (in the formal sector) increases for richer 
households in urban areas, indicating that reported earnings from “entrepreneurial 
activities” are largely informal sector earnings that poorer households are forced into 
when they are cannot obtain formal sector jobs paying regular salaries. The poorest 
urban quintile earns a third o f  total income f rom salaries. This ratio rises to half  the total 
income for the richest two urban quintiles. Similarly, the income ratio f rom “earnings 
from entrepreneurial activities”, encompassing informal sector earnings, declined from 
26 percent for the poorest urban quintile to  14 percent for the richest urban quintile. 

4.10 The Unified Monthly Benefit (UMB) appears to provide greater relative benefits 
to poorer households, particularly in rural areas. The UMB represents 2.5 percent of 
the income o f  the poorest rural quintile, much larger than for any other quintile. The two 
wealthiest urban quintiles are not eligible for the UMB and therefore do not benefit f rom 
it, signaling the effectiveness o f  UMB targeting. Yet, there appears to be a leakage in the 
UMB in rural areas, as there are households in al l  rural income quintiles who benefit 
f rom the UMl3. 
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Housing Conditions and Poverty 

4.11 The widespread poverty among the Kyrgyz population is  manifested in their 
housing conditions. Health and sanitary conditions are below adequate, and access to 
reliable utilities or to telephone service is  limited (see Table 4.2). Only four out of every 
ten households have access to running water or a public sewer, and one out of every four 
households lives in homes with a flushing toilet or with access to a bathroodshower. 

Table 4.2: Percent of Households with Access to Services, 2001 
Service Total Urban Rural 

Running water 40.0 70.4 16.8 
Public Sewage 39.7 69.7 16.8 
Flushing toilet 26.7 56.3 4.1 
B athroodsho wer 24.8 51.9 4.2 
Hot water 20.9 45.2 2.4 
District heating 29.2 58.4 7.0 
Central gas supply 36.1 55.3 21.4 
Telephone 28.0 47.9 12.8 
Electricity interruptions less 41.9 62.6 26.2 

frequently than once per week 
Source: 2001 HBS. Note: Weighted data. 

4.12 The environmental and health standards of housing are much worse for poorer 
households, and for households living in rural areas. Poorer rural and urban 
households occupy homes with less access to running water and public sewers, and in 
homes less likely to have a bathroom or flushing toilet. In the case o f  internal plumbing, 
only one rural household lives in a house with a flushing toilet or bathroodshower per 
every twelve urban households with these facilities. The average access of the richest 
quintile in rural areas for each of the four healthhanitary indicators i s  worse than that of 
the poorest quintile in urban areas (see Figure 4.3). Moreover, the poorest two quintiles 
in rural areas live in houses without a flushing toilet or bathroodshower. 

Figure 4.3: EnvironmentaYHealth Conditions o f  Kyrgyz Housing in 2001, 
(% of houses with access to services) 
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Rural household access to housing services by 
consumption per capita quintile, 2001 
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Source: HBS 2001, full weighted sample. 

4.13 Household access to district heating or central gas supply are low, and 
reliability of the electric supply is  very poor. Three out o f  every ten households have 
access to district heating. Whi le practically al l  Kyrgyz households are connected to the 
electricity grid, interruptions in the electric supply are very common. Only four out o f  
every ten households have electric interruptions less frequently than once a week. In 
other words, six out o f  every ten households report electricity interruptions once or more 
per week, on average. About 36 percent o f  the Kyrgyz households have access to piped 
gas supply. 

4.14 There is  a differentiated access to district heating, piped gas supply, and reliable 
electric supply, in favor of richer and urban households. Indeed, very few rural 
households have access to  district heating, and those that do are practically all non-poor. 
Two  out o f  every ten rural households have access to  piped gas while a bit more than five 
out o f  ten urban households have access to piped gas supply. In urban areas, the richest 
quintile i s  twice as l ikely to have access to district heating as the poorest quintile (see 
Figure 4.4). The likelihood o f  having reliable electricity supply (with fewer interruptions 
than once per week) i s  more than twice as l ikely in urban than rural areas. 

Figure 4.4: Percent of Households with Access to Utilities, 2001 
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Rural household access to housing 
services by consumption per capita 

quintile, 2001 
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Source: HBS 2001, fu l l  weighted sample. 

4.15 Access to telecommunications is also very limited in the Kyrgyz Republic, with 
only 28percent of households having telephone connections. This i s  an important 
limitation if information technology, which heavily relies on telecommunications, i s  to 
become an important industry in the Kyrgyz Republic. Richer households are more 
l ikely to  have a telephone. In urban areas, two out o f  every three households in the 
richest quintile have access to telephones, while a mere one out o f  every seven 
households in the poorest quintile has a telephone connection. While about half the 
urban households have a telephone connection, a mere one out o f  every eight rural 
households has a telephone connection (see Figure 4.5). 

Figure 4.5: Percent of Households with Access to a Telephone Connection 

Household access to telephone connection by consumption 
per capita quintile, 2001 
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B. DETERMINANTS OF POVERTY 

Income Poverty and Labor M a r k e t  Outcomes 

4.16 In recent years the ILO has argued that in many transition and developing 
countries, the lack o f  j o b  creation means that many unemployed might ‘give up’ looking 
for work.3 In 1998, unemployment rates can be as l ow  as 6 percent of the labor force if 
the most restrictive definition i s  used and as high as 22 percent i f the ‘discouraged’ 
unemployed are included (Chapter 3). However, many studies o f  poverty and the labor 
market in the CIS region have adopted the so-called ‘strict L O ’  definition of  
unemployment which excludes the discouraged unemployed. 

4.17 Previous studies have shown a strong correlation between unemployment and 
income poverty. The unemployment status o f  the household head increases the risk o f  
absolute poverty by 40 percent, and doubles the risk o f  extreme poverty. Unemployment 
status i s  self-reported. While the measurement o f  employment and unemployment i s  
undergoing improvement by Natstatcom, this i s  indeed a strong indication o f  links 
between unemployment o f  the household head and poverty. Indeed, analysis of the 
determinants o f  poverty (Annex Table A5.1-2) shows that per capita consumption o f  a 
household declines by 13 percent when the household head i s  unemployed. 

4.18 As we do not have detailed labor market statistical data f rom 2001, in this section 
we used the data from the KPMS 1997-1998, which was the most recent data available 
for analysis. These data show that the unemployed have the highest poverty rates.4 
However, aggregate unemployment figures mask the dramatic differences in poverty 
rates among different categories of unemployed. Table 4.3 presents poverty rates, based 
on consumption, by different labor market characteristics for 1997 and 199S5. In 1998, 
67 percent o f  the unemployed had a consumption level below the poverty line.6 Whereas 
the unemployed who are searching for a j ob  have a poverty rate o f  41 percent (well below 
the population average), 73 percent o f  the discouraged unemployed not looking for a job 
(the so-called ‘relaxed criterion unemployed’) are poor. Finally, Table 4.3 shows that the 
registered unemployed, who only make up 3 percent o f  total unemployment, have the 
highest poverty rates with 85 percent l iv ing below the poverty line. 

ILO (1983), Thirteenth International Conference of Labor Statisticians: Resolution Concerning Statistics of the 
Economically Active Population, Employment, Unemployment and Underemployment, Geneva 

The poverty line used in this section differs from the poverty line estimates used in the rest of the report. 
See World Bank (2001b), ibid. 
Unless otherwise specified, all unemployment rates are based on the ILO definition o f  unemployment using the 

‘relaxed’ criterion (i.e. including discouraged unemployed who are not actively looking for a job because they have lost 
hope o f  finding a job). 
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Table 4.3: Poverty Rates, by Labor Market Characteristics (percent) 

1997 1998 

Labor market status 
Unemdoved* 
Type of unemployed 
Searching for job 
Discouraged 
Registered 

Type of inactivity 
Caring for children 
Matemity leave 

Type of employment 
Formal 
Informal 

Sector of employment 
Agriculture 

Employed in agriculture 
Self-employed 
Wage-emplo yed 

51.7 

30.9 
59.9 
65.1 

47.5 
58.4 

51.6 
45.7 

69.6 

73.2 
63.9 

67.4 

41.4 
73.0 
84.5 

66.9 
68.0 

56.5 
61.8 

78.4 

80.5 
72.8 

Note: Unless otherwise indicated, rates are based on population of working age (16-57 for females and 16-62 
for males). Poverty rates are based on per capita consumption below the World Bank poverty line of Som 4,647 
in 1997 and Som 4,945 in 1998. 
*Unemployment rate according to ILO relaxed criterion definition. 
Source: KPMS 1997.1998. 

4.19 The unemployed poor account for two j$hs of the poor. The relative share of 
the unemployed among the poor increased slightly, as did the share of the discouraged 
amongst the unemployed. Among the unemployed poor, 84 percent were discouraged 
compared to only 64 percent o f  the unemployed non-poor (Table 4.4). In contrast, the 
proportion of unemployed looking for a job was three times higher among the 
unemployed non-poor than it was among the unemployed poor, indicating that poverty i s  
more likely among the discouraged unemployed. 
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Table 4.4: Composition of  the Poor by Labor Market Characteristics (percent) 

1997 1998 

Employed 

Of Those Unemployed, 
Discouraged 

Of Those Inactive, 
Caring for children 

Of Those Employed, 
Self-employed 

Type of  Employment 
Formal 

Of Those Formally Employed, 
Wage-employed public 
Wage-employed private 

Of Those Informally Employed, 
Non-regular wage employed 
Informal agricultural self employed 

57.9 

100 
80.1 

100 
15.5 

100 
49.1 

100 
41.4 

100 
29.2 
16.7 

100 
54.3 
40.5 

57.0 

100 
84.3 

100 
21.1 

100 
51.0 

100 
44.2 

100 
19.7 
32.6 

100 
45.9 
44.8 

Note: Unless otherwise indicated, rates are based on population of working age (16-57 for females and 16-62 for 
males). Poverty rates are based on per capita consumption below the World Bank poverty line of Som 4,647 in 1997 
and Som 4,945 in 1998. 
Source: KPMS 1997. 1998. 

4.20 As shown in Table 4.3, about 68 percent o f  inactive individuals (mostly women 
caring for children or on maternity leave) l ive below the poverty line. The high poverty 
rates faced by an increasing share of women caring for children should be a cause for 
concern. Moreover, women talung care o f  children represent 21 percent o f  the inactive 
poor, further suggestin that women who are out o f  the labor market are at higher risk o f  
being poor (Table 4.4) . Women may be forced to stay out o f  the labor market due to the 
breakdown in childcare facilities. Extended maternity leave has been widely used as a 
substitute for laying o f f  workers. 

B 

The Majority of the Poor are Working Poor 

4.21 I n  1998, 57percent of the poor were employed (Table 4.4). Evidence f rom the 
KPMS reveals that employment does not necessarily offer protection f rom poverty, 
which cannot be seen through a simple comparison o f  the employed and the unemployed. 

’ World Bank (2001b), ibid 
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4.22 I n  1998, 44 percent had formal employment, and almost half of these were self- 
employed (mostly in agriculture)(Table 4.4). Overall, the self-employed are considerably 
over-represented amongst the working poor compared to  the non-poor. Among the poor 
who were formally employed, the wage employed in the private sector fared the worst as 
their share increased f rom 17 percent to 33 percent, whereas those employed in the public 
sector fared much better as their shares fe l l  f rom 29 percent to 20 percent. 

4.23 The self-employed face a risk of poverty almost twice as high as that of wage 
employees. 51 percent of the workingpoor were self-employed in 1998. Table 4.3 shows 
that poverty i s  disproportionately high among the self-employed and informal jobholders. 

4.24 Informal wage employees (employees without a contract) face a much higher 
risk of poverty than do formal wage employees, in both the public and private sectors 
(Table 4.3). The majority o f  working poor are in the informal sector and most are wage 
employees without a contract or self-employed in agriculture on very small plots o f  land. 
Between 1997 and 1998, poverty rates for informal workers increased f rom 46 percent to 
62 percent, while formal workers saw a much more subtle increase f rom 52 percent to  57 
percent (Table 4.3). At the same time, among informal jobholders, those in non- 
agricultural self-employment (mainly in trade) have poverty rates which are wel l  below 
the adult average. This i s  an indication that informal employment in the Kyrgyz Republic 
i s  predominantly low-paid. 

4.25 Among the informally employed, those worst off are the self-employed in 
agriculture working on less than half the national median size of land. 78 percent of 
those working in the agricultural sector in 1998 lived below the poverty line (Table 
4.3). The median size o f  land for the self-employed in agriculture was just 0.13 hectares 
per capita in 1998. Self-employment in the Kyrgyz Republic i s  l imited to agriculture and 
trade, which accounted for 79 percent and 11 percent, respectively, o f  total self- 
employment in 1998. 65 percent o f  the worlung poor i s  employed in agriculture. Those 
self-employed in agriculture have much higher poverty rates than the wage employed. 73 
percent o f  the wage employed in agriculture lives below the poverty line, while 81 
percent o f  the agricultural self-employed i s  poor. This may indicate that the majority o f  
wage employed in agriculture are s t i l l  working on collective farms and may be paid l ow  
but positive wages, whereas the self-employed engage in largely subsistence agriculture 
on very small-scale plots. 

4.26 As discussed in Chapter 3, in the absence o f  formal j ob  creation and a functioning 
social safety net, the agricultural sector appears to be providing a safety net for a 
significant proportion o f  the labor force. However, the low level of productivity in the 
agricultural sector (resulting from a massive influx of labor on very small plots) and 
extremely high poverty rates shed doubt on the possibility of this sector to reduce 
poverty in the long run. 

4.27 All in all, these results show that an understanding o f  poverty and vulnerability in 
the labor market requires a more holistic approach, which goes beyond the monitoring of  
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trends and duration o f  
employed, unemployed 
Employment Outlook, l o  
o f  some poor households 

unemployment, and identifies vulnerable groups within the 
and inactive categories. As suggested in the 2001 OECD 

‘w-paying and precarious jobs better characterize the experience 
than does continuous exclusion f rom the labor market’. 

Poverty and Characteristics of the Household Head 

4.28 The level of education of the household head is  correlated (weakly) with the 
incidence of poverty, with higher education reducing the risk of poverty. The Kyrgyz 
population has relatively high educational standards for i t s  level of income. Ninety 
percent o f  household heads have completed at least secondary school, and about one in 
f ive household heads has completed post-secondary level education. I f  the household 
head has university education, the incidence o f  poverty o f  the household i s  reduced 
substantially (see Table 4.5). This i s  true for  both urban and rural households. For  
households headed by someone wi th  an educational level o f  less than “higher education”, 
the relationship between poverty and the education o f  the household head appears 
relatively weak. While the education level o f  the household head does not seem to be 
strongly linked to household poverty levels, there i s  a clear impact of education on 
poverty . The enrollment rate in school for  children older than 14 years i s  much lower for 
extremely poor children than for non-poor children.’ 
Table 4.5: Headcount Index of  Poverty by Education of  Household Head, 2001 
Education level Absolute Poverty (%) Extreme Poverty (%) 

Secondary vocational 52.6 21.8 
Secondary general 66.7 32.4 
Incomplete secondary 56.3 27.2 
Primary 68.1 36.3 
Below primary 78.0 19.1 
Al l  households 56.4 24.7 

Higherhncomplete higher 35.8 9.9 

Source: 2001 HBS. Note: Poverty estimates are weighted. 

4.29 Female-headed households are poorer than male-headed households, when 
other correlates of poverty are controlled for. This conclusion does not emerge in a 
straightforward manner f rom the data. Indeed, the simple relationship between gender 
and poverty shows that female-headed households appear less poor, wi th  the poverty 
headcount index o f  female-headed households at 49 percent while that o f  male-headed 
households at 59 percent. This simple relationship i s  somewhat misleading as i t  masks 
the fact that female-headed households have other characteristics associated with lower 
poverty. For example, while 38 percent of the urban (andricher) population l ived in a 
female-headed household, only 18 percent o f  the rural population did so. Therefore, i t  i s  
important to consider poverty links with gender while controlling for rural-urban and 
other correlates o f  poverty. Annex Table A5.1-2 on the determinants o f  poverty shows 
that when other household characteristics are controlled for, the per capita consumption 
o f  female-headed households i s  indeed 6 percent less than that o f  male-headed 
households, indicating a greater level o f  poverty for  female-headed households. 

* OECD (2001), Employment Outlook, Paris 
World Bank (2001b), ibid 
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Poverty and Household Composition 

4.30 The relationship between household size and composition i s  usually influenced by 
the equivalent scales used to  add up household members. Therefore, this section w i l l  
report results using both consumption per capita and consumption per adult equivalent, 
where the Kyrgyz adult equivalents are used (see Chapter 1, B o x  1.2). Similarly, the 
reported figures for two poverty lines (absolute and extreme) shows the sensitivity of the 
results to the choice o f  the poverty line. Table 4.6 shows that the risk ofpoverty 
increases with'household size, whether the consumption measure i s  taken on a per capita 
basis or per adult equivalent basis. A household with six members is at least twice as 
l ikely to  be absolutely poor and at least three times as l ikely to be extremely poor in 
comparison to a household wi th three members. 

Table 4.6: Poverty and Household Composition, 2001 (percent) 
Percentage of Headcount index, Headcount index, 

all consumption per capita consumption per adult 

Absolute Extreme Absolute Extreme 
Poverty Poverty Poverty Poverty 

(%) (%) (%) (%) 
Total 100 56.4 24.7 45 14.6 
Household size 
1 1.5 6.4 1 3.7 0 
2 5.9 11.4 2.6 7.5 1.9 
3 10.4 35 10.1 25.6 5.9 
4 19.9 48.8 15.9 34.2 9 
5 21.1 58 23 43.8 12.9 
6 19.2 70.7 35.5 59.7 22.7 
>6 11 72.9 38.4 62.8 22.3 
No. of children age < 7 
0 52.5 50.3 21.2 42.6 13.6 
1 28.3 70.8 31 58.7 18.8 
2 14.4 67.5 34.9 49.9 16.8 
3+ 4.8 81.7 48.1 64.1 29.5 
No. of children age 7+ 
0 26.5 52.3 21.8 38.7 10.4 
1 27.1 53 16.9 41.7 8.3 
2 26.3 66.1 32.3 53.7 18.6 
3+ 21.1 72.7 40.6 63.1 28.1 

Number of non- 
working HH members 
0 16.9 5.7 11.9 4.9 
1 22.0 5.8 17.2 3.5 
2 44.4 13.2 30.7 6.7 
3 59.3 20.4 47.2 11.8 
4 71.1 36.5 57.1 21.1 
4+ 78.7 45.5 68.3 28.7 

individuals equivalent 
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Percentage o f  Headcount index, Headcount index, 
all consumption per capita consumption per adult 

Absolute Extreme Absolute Extreme 
Poverty Poverty Poverty Poverty 

(%) (%) (%) (%) 

individuals equivalent 

Number of  old-age 
pension receivers 
0 56.3 24.8 45.0 15.6 
1 60.2 26.4 47.4 13.9 
2+ 51.3 20.5 40.7 8.1 
No. of disabled 
0 95.4 56 24.1 44.5 14.1 
1+ 4.6 65.8 38.2 56.7 25.1 

Source: HBS. Note: Poverty estimates are weighted. 

4.3 1 Households with children, particularly pre-school children, have a higher 
incidence of poverty. Table 4.6 shows a simple relationship, where poverty increases 
with the number o f  children, particularly those younger than seven years old. But clearly 
larger households have more children. Therefore, Annex Table A5.1-2 (on determinants 
of poverty) shows that controlling for  household size, having more children in the 
household i s  s t i l l  associated with lower consumption levels and therefore greater 
incidence o f  poverty. 

4.32 The presence of pensioners in a household is associated with lower levels of 
poverty, particularly in rural areas. A rural household wi th more than one pensioner 
w i l l  on average have 10.8 percent higher per capita consumption (see Annex Table A5.1- 
2). Indeed, households wi th  more than one pensioner have a lower incidence o f  absolute 
and extreme poverty in both the rural and urban areas (see Table 4.6). 

4.33 The presence of disabled individuals in a household increases the risk of 
poverty. Four percent o f  individuals are identified as disabled in 2001. The extra 
household expenses associated with assisting disabled individuals may artificially make 
their households appear less poor. Despite this effect, the incidence o f  poverty in 
households wi th  disabled individuals i s  about ten percentage points higher than in other 
households. This i s  l ikely the result o f  the l imited income-generating capacity o f  a 
family that needs to  take care o f  a disabled person. 

C. CONCLUSION 

4.34 Sustained and equitable economic growth should be at the center o f  a poverty 
reduction strategy for the Kyrgyz Republic. An effective poverty reduction strategy i s  
one that also targets some groups or programs more than others, on the basis o f  the 
profile o f  the poor, and effectiveness o f  the interventions under consideration. Some of 
the key differences among categories o f  households in terms o f  poverty are summarized 
below. 
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0 Rural poverty i s  higher than urban poverty, despite sustained agricultural growth 
and rural poverty reduction. A detailed examination o f  the rural poverty profile 
and poverty reduction i s  presented in Chapter 2. 

0 Regional differences in poverty are very large. The regional differences in 
poverty provide strong support for the regional emphasis in the NPRS. An oblast 
l ike Naryn has the highest incidence o f  poverty and has not benefited as much 
f rom otherwise broad-based economic growth and poverty reduction. 

The unemployed are more l ikely to be poor, making the need for creating jobs 
that pay decent wages an important pol icy concern. These issues are addressed in 
Chapter 3. 

0 Having a household head with university education substantially reduces the 
incidence o f  poverty, but poverty differences among other educational categories 
are not very strong. 

0 Larger households are poorer. 

0 Households wi th children, particularly pre-school children tend to be poorer. 

0 Households wi th disabled individuals are poorer. 

4.35 The general conditions of poverty are reflected in precarious housing conditions 
in terms of health and environmental standards, limited access to and unreliability o f  
utilities, access and reliability, and lack o f  access to telecommunications. These poor 
housing conditions are worse for the rural population and for poorer households. An 
implication o f  these findings i s  that given that these services are subsidized, r ich 
households, who usually consume more to  begin with, receive most o f  the subsidies. A 
strategy on how best to improve access to and reliability o f  services for  poor households 
over the short term needs to be developed. 
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5. HUMAN AND SOCIAL DIMENSIONS OF POVERTY 

Chapter 4 examined the characteristics associated with and determinants of income 
poverty. However, poverty is a multi-dimensional phenomenon, comprising both income 
and non-income dimensions. This Chapter looks at the non-income dimensions of 
poverty, with a special focus on education and health. 

The section on education reports the findings of the 2001 Household Budget Survey 
(HBS) on educatiodpoverty linkages, and compares them to the findings from the 1996, 
1997 and 1998 Kyrgyz Poverty Monitoring Surveys (KPMS). Until the results of the 
2003 survey are available, the findings of the 2001 survey provide a valuable indication 
of recent trends in education and poverty in the Kyrgyz Republic. Results show that 
educational quality is heavily dependent on the level of household expenditures on 
education, which adversely affects educational quality, causing better off regions to 
deliver better education (i.e., access to texts for all students) than poorer regions. 
Further, the cost of education deters a large share of the poor from progressing to non- 
compulsory levels of education, i.e., secondary and higher education. Finally, public 
expenditures on primary education benefit primarily the poor, while expenditures on 
secondary education benefit the poor less and expenditures on higher education do not 
benefit the poor at all. 

The section on health shows that the utilization of health services has on the whole 
decreased, no doubt indicating that the poor cannot afford the costs of medical care, 
exposing them to increased vulnerability of developing chronic illness. Utilization rates, 
including for specific high-burden diseases, is a good proxy indicator for health poverty. 
Rising levels of out-of-pocket payments as a percentage of total household 
income/expenditure partly explains the decrease in utilization of health services. The 
introduction of fees for health services in the mid 1990s has enabled the development not 
only of a formal payment system but also informal payment system, whereby poorly paid 
workers in the health sector collect unoficial payments from patients, and as unoficial 
payments are not reported, that leaves much scope for overcharging of fees and also for 
charging of prescriptions, some of which are supposed to be distributed for free. 

A. MULTIDIMENSIONAL APPROACH 

5.1 Poverty i s  multidimensional and goes well-beyond a narrow lack of material 
consumption or resources. I t  encompasses many other aspects, including poor 
educational and health outcomes, of a sense of  vulnerability to  external events, and a 
sense of powerlessness vis a vis the institutions of the state and society. Measuring these 

93 



non-material dimensions o f  poverty i s  extremely dif f icult  as, often, the information 
needed to  do so simply does not exist. In this study, as in most quantitative analyses o f  
poverty, we the main focus i s  on the narrow definition o f  welfare that identifies poverty 
wi th a lack o f  material consumption or income. However, this chapter takes a broader 
view o f  poverty in its focus on the human dimension o f  poverty. This chapter explicitly 
focuses on outcomes in health and education as these are important dimensions o f  
poverty. Moreover, findings from existing qualitative studies on poverty are utilized in 
various places throughout the report (Box 5.1). 

5.2 I t  i s  important to keep in mind the broader view o f  poverty. The Wor ld  Bank’s 
“World Development Report 2000-200 1 Report: Attacking Poverty” outlined three 
pillars for poverty reduction: expanding opportunity, and reducing vulnerability, and 
empowerment o f  the poor. This report incorporates results f rom existing studies, drawing 
on: (i) the richness o f  qualitative studies; (ii) participatory assessments; (iii) focus group 
studies. On the ground, the launch o f  the National Poverty Reduction Strategy in the 
Kyrgyz Republic has benefited f rom the highly participatory process at the national and 
regional levels, wi th  strong representation f rom the c iv i l  society, NGOs, private sector, 
and the Parliament. This expanded the opportunities for the poor and their representatives 
to be heard. Chapter 6 addresses the dynamics o f  poverty, including the impact o f  
chronic versus transitional poverty, while Chapter 8 directly focuses on improving the 
social risk management. Boxes throughout the text highlight the need to  address 
institutional capacity building and governance issues alongside macroeconomic pol icy 
changes in order to ensure that development i s  sustainable and that pro-poor growth 
continues over the long-term. 

Box 5.1: A Broader Picture of Poverty 

There are a number o f  qualitative studies that capture the multidimensional aspects o f  poverty. 

The Bank commissioned 11 Kyrgyz researchers to write background studies (Annex l.l), the 
majority of which utilized qualitative approaches. Participatory studies have addressed the issue 
o f  empowerment. Some Kyrgyz researchers used participatory research methods: Aitmatov 
interviewed 1568 people l iving in selected villages o f  rural areas; Alymkulova interviewed 
representatives o f  microcredit making organizations including Kyrgyz NGOs and related 
programs; Dubrovskaya interviewed 250 internal migrants living in 250 households in Bishkek 
city; Imanalieva distributed and collected questionnaires from 203 mothers in 2 selected villages; 
Sultanbaev’s report was based on sociological polls covering the period from 1998 to 1999. 

Reports by other researchers involved interviews with the poor in the Kyrgyz Republic: N. 
Dudwick, E. Gomart, A. Marc, K. Kuehnast (eds) (2003), “When Things Fall Apart: Qualitative 
Studies o f  Poverty in the Former Soviet Union.” The following reports used focus group 
discussions and individual interviews with the poor in the Kyrgyz Republic: D. Narayan and P. 
Petesch (eds) (2002), “Voices of the Poor: From Many Lands”; D. Narayan, R. Chambers, M.K. 
Shah, P. Petesch (2000), “Voices o f  the Poor: Crying Out for Change”; The World Bank and the 
Counterpart Consortium Kyrgyzstan (1999), “Consultations with the Poor Participatory Poverty 
Assessment in the Kyrgyz Republic for the World Development Report 2001/02: National 
Synthesis Report”, among the methods for identifying what the concerns of the poor are. 

Qualitative studies explore the issues o f  opportunity and vulnerability by empowering the poor to 
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Continued Box 5.1: A Broader Picture of Poverty 

speak about their own experiences. These experiences help capture the non-income side to 
poverty: e.g., the absence o f  rule o f  law i s  makes the poor feel vulnerable, because the law often 
perceives the poor as unequals and therefore does not adequately protect them. “. . .Poverty i s  also 
caused by lack o f  law and order and lack o f  equality. I t  looks l ike laws are written for the poor 
only, and the r ich do whatever they please.” (Kok Yangak, Kyrgyz Republic)’. 

Some qualitative studies focus on the interaction between monetary and non-monetary coping 
mechanisms used by the poor for survival. For example, in the report by K. Kuehnast and N. 
Dudwick, “Better a Hundred Friends Than a Hundred Rubles? Social Networks in Transition - 
The Kyrgyz Republic”, the authors point out the importance o f  kinship networks in keeping 
families out o f  poverty; but also o f  the potential breakdown o f  kinship networks as family 
members fall too deeply into poverty to be able to maintain these networks. “Voices o f  the Poor” 
reports show that the inability to  participate fully in the network leads to isolation and chronic 
poverty: (Achy, Kyrgyz Republic) “If I borrow 5 kilograms o f  flour from a neighbor, I wi l l  have 
bread for two days. On the third or fourth day I’ll have to return the flour.”2 Another example 
(Kenesh, Kyrgyz Republic) “Tomorrow’s the funeral o f  my eldest daughter’s mother-in-law. We 
have to contribute at least 500 som and a good carpet to  be hung on a wall. I have neither, so I 
borrowed 300 som from a neighbor. M y  daughter-in-law borrowed a carpet for the floor, but the 
relatives told me that i t won’t do, so I had to take another, better carpet, which costs 500 som - so 
that my contribution i s  like everybody else’s. I’ll have to repay these debts, eventually, but I 
don’t know how. Many people don’t lend us anymore, because they know we have nothing to 
repay the debt with. See, i t ’ s  difficult for the poor to maintain the links with the  relative^."^ 

Perhaps the greatest importance in conducting qualitative studies i s  that the process itself can help 
slowly change attitudes o f  the poor from feeling helpless to feeling that by working together, they 
can improve their situation: “Who needs our opinion, who i s  going to listen to us?” (Kenesh, 
Kyrgyz R e p ~ b l i c ) ~  “. . .officials do not listen to people, dictate their own conditions, and cannot 
be.. .influenced by anybody.” (Participants, Kok  Yangak, Kyrgyz R e p ~ b l i c ) . ~  They can also show 
the poor how serious donors are about empowering local communities to solve development 
problems: “[Village] people [in Ak Kiya, Kyrgyz Republic] were particularly interested to hear 
about the problems and priorities.. .they thanked the study team for the work done and said that 
the work had made them think o f  possible ways to resolve their problems.”6 

5.3 In addition to the income approach to measuring and monitoring poverty, i t  i s  
important to take into consideration the non-income dimensions of poverty including but 
not limited to access to education and health services. Poverty i s  a multi-faceted 
phenomenon, and without inclusion of these dimensions of poverty in this analysis it 
would be difficult to create appropriate policies which address questions of opportunity - 
access of the poor to the institutions and services they require in order to escape from 

Narayan, D., R. Chambers, M.K. Shah, P. Petesch (2000), “Voices of the Poor: Crying Out for Change”, Washington, 

Narayan, D. et al (2000), ibid 
Narayan, D. et al (ZOOO), ibid 
Narayan, D. et al (2000), ibid 
Narayan, D. et al (2000), ibid 
Narayan, D. et al (2000), ibid 

DC, The World Bank 
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poverty. These human and social dimensions o f  poverty are important in themselves; and 
moreover, have an income dimension. Education enables the acquisition o f  technical 
sk i l l s ,  leading to  higher paying jobs; and health services enable development o f  a healthy 
workforce and higher output per capita. 

5.4 Increased access to  and improved quality o f  education and health services for al l  
poor in al l  regions are critical for enabling households to  escape from the causes and 
consequences o f  poverty. Both access and quality can be improved by ensuring that 
spending in both sectors i s  more even across regions, rather than predominantly 
concentrated in Bishkek. Improved delivery of services in these sectors in previously 
disadvantaged regions with a large percentage o f  poor households wi l l  enable the poor to 
obtain the same quality of education and same quality o f  health services as the r ich over 
the medium term, and thus an improved quality of life. 

B. EDUCATION AND POVERTY IN THE KYRGYZ REPUBLIC 

Education and Enrollments 

5.5 Basic Education. Data f rom the 1996-1998 KPMS surveys showed that school 
enrollment i s  virtually universal for the compulsory cycle (grades 1 through 9). As 
shown in Table 5.1, enrollment rates in grades 1 through 9 varied l i t t le by gender, by 
household income, and by most other household characteristics in the KPMS surveys. 
Data from the 2001 H B S  survey generally show even less variation, wi th  virtually 
identical average enrollment rates for  poor and non-poor, and for boys and girls. 

5.6 The single variable for which there are substantial enrollment deficits at the 
compulsory level is  residential location (Table 5.1). This is  not so much a question of 
differences by urbanhural location as it is  of differences among specific oblasts. The 
low  enrolment rate for  Bishkek (91.7%) results entirely f rom the late age o f  starting 
school: As shown in Annex 6.1, only 21.2% o f  7-year-olds surveyed were attending 
school in Bishkek, versus 100% for ages 8-15. In contrast, the l ow  enrollment rate for 
Talas oblast (89.5%) reflects significant numbers o f  children not attending school at a l l  
ages between 7 and 15 - a much more serious problem in terms o f  poverty consequences. 
This i s  not simply a result o f  poverty. Although i t  i s  true that Talas oblast has the second 
highest headcount incidence and depth o f  poverty, Naryn oblast, wi th  the highest 
headcount incidence and depth o f  poverty, has a reasonably high rate o f  school 
enrollment in the basic education age cohort (95.3%), and most o f  i t s  enrollment deficit 
results from late starts (with only 70.2% o f  7 year olds in Naryn oblast attending school). 
Hopefully, the results o f  the 2003 survey w i l l  shed further light on the reasons for l o w  
enrollments in Talas oblast. 
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Table 5.1: Enrollment-Rate Differentials in Basic Education (Grades 1-9) (in percent) 

Gender 
Boys 
Girls 

Enrollment Rate 

96.9 95.8 97.3 96.2 
96.2 94.9 97.5 96.1 

Sources: Falkingham, J., et a1 (2003),ibid; and 2001 Kyrgyz Household Budget Survey. 

5.7 Secondary and Higher Education. At post-compulsory levels of education, 
there has been more change over time and more variance in enrollments. There have 
been significant increases in enrollment rates for secondary and higher education since 
the 1998 KPMS (Table 5.2). Enrollment rates for females remain above those for males. 
Higher education enrollment rates almost doubled in the aggregate, and increased almost 
four-fold for poor households. Uneducated parents have a high rate o f  compliance in 
educating their children through the compulsory cycle, but consistently withdraw their 
children from school at the completion o f  the compulsory cycle. The decline in 
enrollments i s  slowest for  the most educated parents. As in most countries, higher 
education enrollment rates are highest among households whose head also completed 
higher education. But the 80.9% secondary education enrollment rate for households 
whose heads completed only primary schooling and the 38.6% higher education 
enrollment rate for households whose heads completed only primary schooling show that 
there is significant access to post-compulsory education for children of less educated 
parents. This development i s  particularly impressive because most of  the growth in 
higher education enrollments has been in new, fee-paying places in public universities. 
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Students f rom poor households either received high enough scores on the entry 
examination to entitle them to budget-financed places, or found the means to pay for fee- 
paying places in public or private universities. In  view of this evidence on improving 
access of the poor to secondary and higher education, the very low enrollment rates for 
secondary education (32.3%) and, especially, higher education (2.3%) for households 
whose heads completed secondary vocational education is an unexpected finding. I t  
suggests a pattem of intergenerational stratification in which children of blue-collar 
workers rarely progress to secondary and higher education. I f  this pattern i s  confirmed 
in further analysis, i t  would call for particular efforts to  raise enrollments in this target 
group. 

Enrollment Rate 

Secondary Education’ 
Gender 

Boys 
Girls 

Povertv Status 

1998 2001 

51.0 60.4 
56.3 64.8 

Poor 
Non-poor 

1 Educational attainment of household head I - 1  I 

44.3 57.5 
65.0 68.8 

Below primary completion 
Primary completion 
Secondarv vocational comdetion 

40.9 
80.9 
32.3 

Higher Education’ 
Gender 

L 

Secondary general completion 56.0 
Higher education completion 72.5 

Boys 
Girls 

Sources: Falkingham, J., et a1 (2003), ibid; and 2001 Kyrgyz Household Budget Survey. 

18.3 34.0 
19.7 37.0 

’ Figures for 1996 are unweighted averages for ages 16 through 18. Figures for 2001 are weighted averages for ages 
16 through 18. 

Unweighted averages o f  enrollment rates for ages 19 through 21. 
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Household Expenditures on Education 

5.8 Household expenditures on education constitute an important part of education 
financing. As shown in Figure 5.1, average household expenditures on education by  
oblast vary inversely wi th  the incidence o f  poverty in each oblast. Household outlays for 
education include textbook rental, purchase o f  school supplies, fees for private education, 
tutoring, and “contract” programs in public secondary and higher education, and 
contributions to schools and teachers either for specific purchases or implied services 
(including favorable treatment in examinations, grading, and admission) (Box 5.2). 

Figure 5.1: Average Household Expenditures on Education and % Poor by Oblast, 2001 

‘ 120 

100 

80 

60 

40 

20 

0 

+ Household Education 
Expenditures as YO of 
Bishkek 

+Percent Poor 

Source: 2001 Kyrgyz Household Budget Survey. 

Box 5.2: Education - Access and Opportunity’ 

One factor which prevents poor children from attending school regularly i s  lack of money of the parents to buy the 
children clothing and pay monthly fees for school supplies or repairs to the school per child sent to the school. By 
comparison to the minimum monthly salary in 2000 of 220 som for a teacher, a set of textbooks costs 160 som for 
grade 1,220 som for grade 5, and 430 som for grade 11, and a school uniform costs 240 to 480 som. 

Distance from school i s  another determining factor of whether children from poor households attend school year round. 
In rural areas, i t  i s  often the case that children must walk for an hour or more to reach the schools. T h i s  i s  particularly 
problematic during the cold harsh winters in the mountainous Kyrgyz Republic. A school teacher from Achy said “In 
the school where I continue to work, the situation i s  getting worse. ..The children come from different sites located five 
to six kilometers from the school, and i t  takes them half an hour to an hour and fifty minutes to get to the school. In 
winter, in cold weather, some children did not attend school for weeks and even months. I found out that they just 
didn’t have warm clothes or footwear.” 

Narayan, D. and P. Petesch (eds) (2002), ibid; Ministry of Education and Culture (2001), Educational System ofthe 
Kyrgyz Republic: Current Status and Developmental Pathways in 1991 -2001, Bishkek, in World Bank (2002), Kyrgyz 
Republic Public Expenditure Review: Fiscal Policies for Growth and Poverty Reduction: Volume 2:  Reform Priorities 
and Sector Strategies 
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5.9 There are numerous indications that the costs of education deter school 
attendance by the poor, and that the different capacities of households to contribute to 
schools affect the learning environment in the school and the quality of education 
which it provides (Table 5.3J.l’ The 2001 Kyrgyz Poverty Study reported that household 
costs of  schooling are an important factor affecting school enrollments - particularly in 
secondary education (Table 5.2): “In short, expenditures on schooling at the secondary 
level are high for all income groups, but the burden they represent to the extremely poor 
i s  almost twice that for the non-poor.”” The regression analysis presented in that report, 
based on the 1998 KPMS data, found that the level o f  household expenditures on 
secondary education had a small but significant effect in increasing the likelihood o f  
secondary school dropouts. 

Year 
1996 
1997 
1998 

Extreme Poor Other Poor Non-Poor 
21.8 % 19.5 % 16.7 % 
17.7 % 11.3 % 8.9 % 
20.1 % 13.9 % 9.6 % 

5.10 Interpretation of survey results on the levels of household expenditures on 
education is  problematic. As shown in Table 5.3, the Kyrgyz Poverty Monitoring 
Surveys yielded very high shares of  household expenditures for secondary education in 
1996, 1997, and 1998 - over 20% for the extreme poor. And the 2001 Review of  Social 
Policy and Expenditures’* reported similarly high shares of household expenditures for 
all levels of  education - again, with higher expenditure shares for the poor than for the 
non-poor (Table 5.4). But the expenditure figures from the 2001 Household Budget 
Survey yield implausibly low expenditure figures - averaging just 1.4 % of  household 
income for poor households with children attending school, and 2.0 % for non-poor 
households. I t  i s  difficult to reconcile the relatively modest size o f  reported average 
household expenditures for primary and secondary education in 2001 - expressed either 
in absolute terms or as a share of total household expenditures - with the findings o f  
statistical analysis and beneficiary assessment that these expenditures are a significant 
deterrent to school attendance. I t  i s  also difficult to explain the ironic, opposite 
relationship observed for higher education, where enrollments have grown rapidly for all 
groups, including the poor, in spite o f  the very high levels of household expenditures 
reported for higher education by all income groups (Table 5.5). Resolution o f  these 
ambiguities and clarification of  the underlying relationships wi l l  require further analysis, 
including analysis of the 2003 survey findings. 

Extremely Poor I Other Poor Non-Poor Al l  Households 

lo World Bank and Counterpart Consortium Kyrgyzstan (1999), Consultations with the Poor: Participatory Poverty 
Assessment in the Kyrgyz Republic for the World Development Report 2001/02: National Synthesis Report, The Kyrgyz 
Republic, Bishkek 
l1 The World Bank (2001b), ibid ’* The World Bank (2001c), ibid 

16.9 % 

100 

14.1 % 13.1 % 13.6 % 



5.11 The findings o f  the 2001 Household Budget Survey, summarized in Table 5.5, 
show much smaller shares o f  household expenditures on education. They also indicate 
that poorer households devote a smaller share o f  their expenditures to  education than 
more prosperous households - which i s  the reverse o f  the expected relationship and the 
relationship found in the earlier KPMS surveys. 

5.12 Household expenditures on higher education by all categories of households 
dwarf expenditures on primary and secondary education. Although poverty i s  much 
more widespread in rural areas than in urban areas (Table 1,7), rural households on 
average spend almost three times as much as urban households on higher education (and 
virtually nothing on primary education). Bishkek (the most prosperous oblast) reports the 
lowest level o f  average household expenditures on higher education o f  any oblast. 
Together wi th the expenditurehncome relationship described above, this finding suggests 
that i t  i s  non-poor households in rural areas that account for the bulk o f  this average. One 
explanation for the high cost o f  higher education for rural households (and the l ow  cost 
for Bishkek, for  example) i s  the necessity for rural households to finance housing and 
l iv ing expenses for their students at (largely urban) universities. 

Table 5.5: Household Expenditures on Education by Level and Category of Expenditure, 2001 
(households with enrolled members only, in soms per enrolled household 

Purchase and rentala 
Books Notebooks, Higher Secondary Primary 

paper, and education Education Schools 
Stationery 

Fees and Contributionsb 

Total 12 84 1715 45 15 
Urban 22 104 918 51 54 
Rural 7 75 2540 43 2 
Oblast 
Bishkek 37 125 819 55 52 
Issyk-Kul 3 70 1029 33 24 
Jalal-Abad 7 85 1761 3 2 
Naryn 5 67 1181 11 0 
B atken 6 97 2995 36 7 
Osh 11 64 2007 29 15 
Talas 3 42 2579 9 2 
Chui 9 104 2575 172 39 
Economic welfare status 
Not poor 19 108 2303 93 21 
Poor 7 68 85 1 13 12 
Quintile 1 4 52 166 12 7 
Quintile 2 6 74 1091 2 15 
Quintile 3 10 78 1000 28 15 
Quintile 4 13 99 1364 76 35 
Quintile 5 27 124 3056 125 9 

ember) 

Total I 
in soms 

Per 
student 

395 
497 
349 

757 
27 1 
188 
148 
440 
349 
264 
639 

743 
155 
90 
169 
23 8 
573 
1009 

. expend. 
as % of 
Total 

h.h. expen 
1.6 
2.0 
1.4 

2.4 
1.4 
1.1 
1 .o 
1.6 
1.6 
1.5 
2.0 

2.4 
1 .o 
0.9 
1 .o 
1.5 
2.1 
2.7 

"Includes all households with at least one enrolled member at any level o f  the three listed levels o f  education. 
bFor each level of education, includes only households with at least one enrolled member in that level. 
Includes only levels o f  education in table, Le. excludes pre-school education. 
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5.13 The quintile average expenditures for education at all levels indicate that 
demand for education i s  highly income elastic. Since fees for private universities and 
for contract places in public universities are ostensibly uniform for al l  students, the much 
lower average expenditures for higher education by poor households imply either that 
students f rom poor households are more successful in obtaining the free (budget- 
financed) places in public universities than students f rom non-poor households, or that 
students f rom higher-income households consistently enroll in the more expensive 
programs in public and private universities. This income/expenditure relationship i s  
obscured when one looks at data on place o f  residence. 

Differences in Education Quality 

5.14 Household expenditures on education have a strong effect on enrollments, but 
their effect on education quality (e.g., quality o f  school facilities; access to texts) i s  o f  
even greater concern. Because budget resources for education are essentially l imited to 
financing teacher salaries, parents are routinely asked to  make contributions to schools in 
order to finance school maintenance, school recurrent expenditures, and the purchase o f  
crucial educational materials such as library books and computers. As a result, schools in 
more prosperous communities tend to provide a better teaching and learning environment 
than schools in poorer communities. One conspicuous example concerns fuel for 
heating: Classrooms in schools in the poorest communities often lack functioning stoves 
or fuel, and are too cold for effective teaching and learning for much o f  the year. This 
problem i s  especially acute at high altitudes, where the incidence of poverty i s  greater 
and where the winter weather conditions are most severe. Even within schools, 
differences in household income lead to different education quality because poor 
households often cannot afford to rent textbooks or purchase school supplies for  their 
~ h i l d r e n , ' ~  and are more l ikely to be undemourished and to m i s s  school to help with 
income-earning tasks. 

5.15 As a result o f  these factors, the differences between the best and the worst schools 
are very great - representing enormously different conditions for  teaching and learning 
effectiveness. Student assessment results illustrate the effects o f  these differences on 
student learning achievement. In general, the incidence o f  poverty and secondary scores 
move inversely, with Bishkek and Chui oblasts having the lowest incidence o f  poverty 
and the highest secondary examination results (Figure 5.2). Test results for grade 5 do 
not correlate as closely wi th  poverty incidence by oblast. In particular, Batken oblast has 
a much lower pass rate in the grade 5 test than i t s  poverty incidence would suggest. This 
could be related to learning problems for non-Kyrgyz or Russian-speaking population, 
which i s  more numerous in Batken than in other oblasts. Speaking a language other than 
Russian or Kyrgyz was found in the 1998 KPMS to lead to higher probability o f  school 
d r o p ~ u t . ' ~  This ethnicity effect on leaming achievement may not be as apparent in the 

l3 The  author visited one rural primary school in Chui oblast in which only 40% of the students had textbooks. When 
asked why this was so, the principal replied that the other students could not afford to rent textbooks. She also 
explained that the school text-book rental library had enough books for another 40% of the students. When asked why 
the school did not make these books available to some of the students without textbooks, she replied that that would 
undermine the incentive for other students to rent their books. 
l4 The World Bank (2001b), ibid 
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secondary examination results because self selection after completion o f  the compulsory 
cycle effectively eliminates most students whose native language i s  other than Kyrgyz or 
Russian. 

Figure 5.2: Percentage Poor, Grade 5 Test Pass Rate, and Secondary Examination Scores by Oblast 
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Source: Table 4.1; Ministry of Education and Culture data; and Kyrgyz Ministry of Education and Culture, UNICEF, 
UNESCO, and the Center for Public Opinion Studies and Forecasts (2001), “Monitoring Learning Achievement: 
National Survey of Primary Education Qualiw”, Bishkek. 

Education and Earnings 

5.16 There i s  an inverse relationship between duration of completed education and 
the incidence of poverty (Table 5.6). Converting the income data f rom the 2001 H B S  
into same years o f  schooling and estimating the returns to  education and work experience 
yields the fol lowing regression (in which al l  coefficient estimates are significant at the 
1 % confidence level): 

In monthly income = a + .070 years of schooling + .040 experience - .001 experience2 + E 

5.17 Education and experience contribute significantly to earnings, wi th the effect of  
experience diminishing over time. Education i s  thus an effective instrument for poverty 
alleviation. 

Table 5.6: Headcount Incidence of Poverty by Education of  Household Head, 2001 
Education level Absolute Poverty (%) Extreme Poverty (%) 

Higherhncomplete higher 35.8 9.9 
Secondary vocational 52.6 21.8 
Secondary general 66.7 32.4 

Primary 68.1 36.3 

All households 56.4 24.7 

Incomplete secondary 56.3 27.2 

Below primary 78.0 19.1 

Source: 2001 HBS. Weighted estimates. 
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Benefit Incidence Analysis 

5.18 Public expenditures on primary education are the most pro-poor form of public 
expenditures on education. Combining the expenditure and education unit cost 
information prepared for the recent Public Expenditure Review l5 with the education and 
poverty findings o f  the 2001 H B S  leads to the incidence analysis presented in Table 5.7. 
Public expenditures on primary education predominately benefit the poor and rural 
population. Public expenditures on secondary education also predominately benefit the 
poor and rural population, but less so than expenditures on primary education. Public 
expenditures on higher education primarily benefit the non-poor and the urban 
population. 

Table 5.7: Benefit Incidence of  Public Expenditures on Education by Level of  Education and 

Conclusion 

5.19 Funding for primary education in particular should be more evenly allocated 
across regions, and not mainly concentrated in Bishkek, so that the quality of 
education does not differ drastically across regions. Equality o f  opportunity to obtain 
good quality education regardless o f  whether one lives in a poorer region or a richer 
region w i l l  enable al l  poor to obtain the foundation for secondary and university level 
study. There must continue to be a high level o f  public expenditures dedicated 
particularly to primary education, as without primary education students cannot progress 
to secondary and university level education. 

5.20 All primary school students should have access to texts, to ensure the same 
quality of education for poor and non-poor. The government should have a category o f  
expenditures under the education envelope earmarked for funding o f  very simple libraries 
(e.g., purchase o f  copies o f  required texts for students), so that the fee paid by households 
per student would give them free access to texts. Further, those households that are better 
o f f  and would l ike to purchase texts could do so, saving the school library money. 

l5 The World Bank (2002d), ibid 
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Charging a rental fee to both poor and non-poor students alike for  utilization o f  required 
texts discriminates against children f rom poor households, and without texts they cannot 
gain as much from their studies as those who can afford texts, causing them to be at a 
disadvantage when continuing on with studies at the secondary and university level. 

Indicators 

c. HEALTH AND POVERTY IN THE. KYRGYZ 

2000 2001 

Health Outcomes 

Male 7.73 -- 
Infant Mortality Rate (IMR) 22.6 21.7 
Maternal Mortality rate (MMR) 46.5 49.9 

5.21 I n  1999, only 2-3% of 1 year olds had not been immunized against DPT and 
measles (Table 5.8). This figure i s  impressive given the fact that most o f  the population 
l ive in rural areas, where health facilities are not easily accessible to  everyone. 

Table 5.8: Health Outcome Indicators, 1999* 
Proportion of  1 Year Olds Immunized Against DPT (%) I 98 
Proportion of  1 Year Olds Immunized Against Measles (%) I 97 

*Source: World Bank Staff estimates. 

L i f e  expectancy at birth I 68.5 I 68.6 I 
I Female I 72.4 I 72.5 I 
I Male I 64.9 I 64.9 I 
bo r ta l i t y  rate I 6.9 I 6.6 I 
I Female I 6.24 I -- I 

l6 T h i s  health poverty review i s  based on the following sources of information: (i) the Household Budget Survey 
(HSB) which collects information on household expenditures and income on a monthly basis; and (ii) the Kyrgyzstan 
Health Finance Survey (KHFS) which was conducted in 2001. The last poverty assessment for the Kyrgyz Republic 
used the 1998 Kyrgyz Poverty Monitoring Survey. Since the HBS does not collect information on morbidity and 
mortality, i t  i s  not possible to compare the 1998 results with data from 2000-2001. These data limitation prevent trend 
analysis for certain health poverty indicators. 

The CIS-7 countries include Armenia, Azerbaijan, Georgia, the Kyrgyz Republic, Moldova, Tajikistan and 
Uzbekistan. 
l8 IMR i s  per 1000 live births, and MMR i s  per 100,000 live births. These reported mortality rates are based on the 
definition of live birth inherited from the Soviet Union. The IMR and MMR reported here are useful for analysis of 
trends within the country but not for comparisons with countries that use the WHO international definition of live birth. 
When Kyrgyzstan converts to the WHO definition, the IMR i s  expected to increase by about 40 or so deaths per 1000. 
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5.23 There are major inter-regional differences in health outcomes (Tables 5.10 and 
5.11). For example, infant mortality in Batken was 25.6/1000 live births in 2001 
compared with 16.6 in Chui. The under-five mortality rate in 2000 for Issyk-Kul was 
close to half the rate reported in Batken. 

Table 5.10: I on, 2000-2001 

Source: Data from the National Statistical Committee and M O H  Health Information Center. 

Table 5.11 .egion, 2000 

Source: Data from the National Statistical Committee and M O H  Health Information Center. 

5.24 From 1998-2001, there has been an increase in some communicable diseases 
and a fall in others (Table 5.12). There has been a rapid increase in the incidence of 
communicable diseases such as tuberculosis, from 109 per 100,000 in 1998 to 128 per 
100,000 in 2001.19 The incidence of syphilis has declined from 144 per 100,000 in  1998 
to 49 per 100,000 in 2001. 

Table 5.12: Trends in Selected Communicable Diseases, Incidence per 100,000 People, 
1998-2001 

1 I I I I I 

Indicators I 1998 1 1999 I2000 1 2001 I 
bubercu los is  incidence I 108.9 I 114.4 I 121.8 I 128.4 I 
Syphi l is  incidence I 144.4 I 116.7 I 73.4 I 49.4 

Source: Data from the National Statistical Committee and M O H  Health Information Center. 

l 9  The Millennium Development Goals (health) include reducing by  two-thirds the infant and under-five mortality rate, 
proportion o f  children under 1 immunized against measles, reduction o f  the matemal mortality ratio, the percentage of 
births attended by  skilled birth attendants, HIV prevalence among 15-24 year o ld  pregnant women, number o f  TB cases 
detected and cured. 
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5.25 Infectious and parasitic diseases were a more frequent cause o f  death in 1998 
compared to 1990.20 Rates of non-communicable diseases such as ischaemic heart 
disease and cerebrovascular diseases have also grown. The Kyrgyz Republic has one o f  
the highest levels o f  respiratory disease mortality o f  any FSU country. National levels o f  
health indicators mask important variations in health status within the country. 

5.26 Chronic and acute diseases however are a serious problem. Twenty-six percent 
o f  the population reported suffering f rom an acute or chronic illness in 2001. According 
to  the KHFS, in March 2001, overall 12% o f  the population suffered f rom a chronic 
illness or disability and 18% suffered from an acute illness (illness or injury 30 days prior 
to the survey). The relationship between the likelihood o f  reporting a chronic and acute 
illness varies by economic status wi th  poorer individuals less l ikely to  report chronic and 
acute illness as compared with the non-poor, although the differentials are less marked 
for acute ill health as compared wi th  chronic ill health.21 Age i s  the most significant 
factor associated wi th  ill health and adults o f  working age are more than twice as l ikely to 
report chronic ill health as compared with someone aged under 16, whilst pensioners are 
six times as likely. As wi th  chronic ill health, the incidence of acute illness varies wi th  
age and gender, with women and pensioners having higher prevalence rates as compared 
with other groups. There are regional differences, wi th the percentage reporting chronic 
and acute illnesses higher in Bishkek, Chui and Naryn as compared with other oblasts. 
Controlling for other factors, the regional differences in self-reported chronic ill health 
remain, wi th people l iv ing in Naryn twice as likely to report ill-health as compared with 
people l iv ing in Bishkek and six times as l ikely compared with Batken. The regional 
differences in self-reported morbidity require further analysis, and have implications for 
public resource allocation. 

5.27 There has been a rise in malnutrition among children. For young children, 
chronic malnutrition rates (stunting, or low height for age) increased f rom 25% in 1997 to 
35% in 2001. Among other health risks, obesity among adults i s  a bigger problem than 
malnutrition. In addition, 26% o f  the population has pre-obesem (high r i sk  o f  obesity). 

Public Health 

5.28 Fewer people have been smoking, while alcohol consumption has been rising 
(Table 5.13). Alcohol consumption and smoking are major health r isks.  Comparison o f  
health behaviors for the poor and non-poor between 1998-2001 shows that overall 
percentage o f  adults (15+) smoking in the Kyrgyz Republic has declined f rom 19.8% to 
16% with a comparable decline for both the poor and non-poor, although the decline i s  
slightly higher among the non-poor (3.58% among non-poor, 2.9% among poor and 1.4% 
among the extreme poor). In comparison to smoking rates, alcohol consumption rates in 
the Kyrgyz Republic have increased from a national average o f  22% in 1998 to 37% in 

2o The Wor ld  Bank (2001c), ibid 
21  T h i s  inverse relationship has been found elsewhere in the region and may reflect differences in perceptions o f  health, 
wi th poorer people defining ill health more narrowly than people who are better-off as they are less able to meet the 
costs o f  health care. The 2000 Poverty Assessment also found this inverse relationship. 
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2001. The rates among the extreme poor have doubled and among the poor grown by 
almost 18% in comparison to  16% among the non-poor. The percentage drinking alcohol 
more than once a week has more than doubled, wi th  the sharpest increase among the non- 
poor. 

Table 5.13: Health Behaviors by Poverty Group, 1998-2001 

Note: 

Source: HBS 2001, KMPS 1998. 

Reported statistics refers to the population 15 years and older, and use expansion weight to correct for non- 
responses. 

Government Expenditures 

5.29 The Kyrgyz health sector is financed from s i x  sources.22 They are: (1) line-item 
allocations in the republican budget for public health programs (such as the Sanitary 
Epidemiological System, immunizations, and the national TB control program) and 
republican health institutions (such as teaching hospitals in Bishkek and medical research 
institutes), (2) categorical grants to oblasts f rom the republican budget, intended to cover 
basic education and health services, (3) local governments’ own revenues, (4) employer 
contributions and the other prescribed contributions to the MHIF, (5) out-of-pocket 
expenditures by users for official co-payments and informal charges and payments, and 
(6) the foreign-financed public investment program (PIP). Private payments account for  
half o f  total health sector expenditures. Budget expenditures account for  most o f  the rest, 
of which the republican budget, local revenues, and categorical grants contribute roughly 
equal amounts. 

5.30 Health expenditures as a share of GDP have been steadily declining in recent 
years. In 1995 health expenditures comprised 4.0% of GDP, falling to 1.9% in 2001 
(Table 5.14). The health reforms have shifted the burden o f  health care payments on 
households (Box 5.3). 

22 The World Bank (2002d), ibid 
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Table 5.14: Public Spending on Health in Relation to GDP, 1995-2001L5 

1995 1996 1997 1998 1999 2000 2001 
Total, % of 

GDP 4.0 % 3.1 % 2.8 % 2.8 % 2.4 % 2.0% 1.9% 
State budget 4.0% 3.1% 2.7% 2.7% 2.2% 1.9% 1.8% 

Sources: Treasury data for state budget health spending and National Statistical Committee for GDP data. Budget 
health spending data exclude the PIP. 

Box 5.3: Health Reforms in the Kyrgyz Republic 

The government initiated major health sector reform in 1993. The Manas Health Reform Program, 
supported by  two IDA projects and carefully tuned with the activities o f  other donors, - included 
establishment o f  a Health Insurance Fund, the introduction o f  an incentive-based payment system and new 
mechanisms for improving the quality of care, the restructuring o f  hospitals and o f  the Sanitary 
Epidemiological Services (SES) and o f  the workforce, the development o f  a health information system, 
better pharmaceutical management, and the piloting o f  cost-effective out-patient family medicine. 

Within the framework o f  the National Health Reform Program “Manas” and the First Health Sector 
Reform Project financed by the World Bank (1996-2000): 

An effective system o f  health facilities financing has been developed and introduced in pilot 
oblasts (Chui, Issyk-Kul, Talas, Naryn), particularly the single payer system for financing end 
results (efficiency and quality). I t  substituted a costly, multi-layer system o f  financing (the Soviet 
model) o f  health facilities oriented towards financing o f  facilities. The single payer system allows 
redistribution o f  health resources from r ich to poor areas, creating equal possibilities for seeking 
health care as well as providing free and privileged health care to the poorest citizens. 

Co-payments had been introduced in 4 pi lot oblasts o f  the Republic. Cash flows in the health 
system have become transparent, cash receipts to cash units o f  health facilities have increased 
more than 3 times. Reduction o f  uncertainty o f  patients with regard to how much and for what 
they should pay being admitted i s  observed. The co-payment level for health care i s  considerably 
lower (2-3 times) than the level o f  informal payments. Based on  the experience o f  pilot regions 
3540% o f  patients make co-payments and the rest (60-65% o f  patients) get free health care. When 
the co-payment policy was introduced, the number o f  poor patients who received free inpatient 
care had increased by 5 times. 

Introduction o f  a supplementary drug package b y  MHIF insured affordability o f  essential drugs 
for insured patients at the outpatient level. Each insured patient can buy medication in a drugstore 
with a physician’s prescription and receive care at home. MHIF pays 50-60% o f  a medication’s 
cost on average. 

The family medicine institute has been created and strengthened. Disease prevention and health 
promotion o f  residents are becoming the priorities o f  FGPs and Family Medicine Centers (FMCs). 

Preliminary results in the pilot areas show marked improvement in health indicators, an increased amount 
in funding available for staff salaries and medical supplies, and an initial decrease in informal payments, as 
well as a positive response from the public and service providers. In 2002, reform progress slowed. Funds 
raised as contributions for health insurance were diverted by  the Social Fund to pay pensions. Large 

23 T h e  World Bank (2002d), ibid 
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Continued Box 5.3: Health Reforms in the Kyrgyz Republic 

arrears accumulated and thus only very limited funds were transferred to the Health Insurance Fund and in 
turn to service providers. This, combined with a reduction in budget funds to hospitals through categorical 
grants, put the roll-out o f  the new payment system and the restructuring o f  hospitals and SES on hold. 
Many health care providers re-introduced informal payments in order to pay their contractors. Suggestions 
were made to recreate Oblast health departments, which could disrupt the single payer system, limit the 
providers' ability to respond to incentives to reduce inefficiencies and improve quality o f  care, and add to 
bureaucracy. Increased oversight by  Parliament has reinforced delays in the full roll-out o f  reforms. 
Implementation o f  the IDA financed Health Sector Reform 2 Project, instrumental to the reform program, 
slowed as a result. 

IDA, in close cooperation with the other donors, responded b y  raising concerns to the highest levels, 
including at the October 2002 CG, that this slowdown could jeopardize progress on health indicators. 
Encouragingly, the President and the Prime Minister have publicly confirmed by  the end of  February 2003 
that health reform wi l l  continue and be extended including the major urban centers o f  Bishkek and Osh. 
Steps are now being taken to get the reforms back on track and the financing problems resolved. The 
proposed IDA-funded Governance Structural Adjustment Credit and Governance Technical Adjustment 
Credit w i l l  further support the health reform by  focusing on a permanent legal framework for adequate 
funding o f  health insurance and o f  health care services, providing incentives for restructuring o f  services, 
enhance quality control o f  pharmaceuticals and targeted health inspections o f  SES. Progress on health 
reforms i s  indicative o f  the fragility o f  reform processes and the importance o f  consistent and unified donor 
support for reform processes. 

5.3 1 Health spending is unevenly distributed across regions. Currently, national level 
spending on health care i s  largely concentrated in Bishkek (483 soms per capita in 2001) 
as compared with oblasts wi th  greater health needs, such as Naryn (131 soms per capita). 
Geographic allocation o f  resources in the Kyrgyz Republic i s  not based on need (levels o f  
poverty, health needs, population dynamics). Under the inherited system, input-based 
funding meant that those regions o f  the country that had the hi hest numbers o f  health 
facilities and personnel received the greatest amount o f  funds.2F Historically, Bishkek, 
which has a large number o f  health institutions (providers o f  medical care, research 
institutes) has received the greatest amount o f  funds f rom the republican budget. 

5.32 Health sector workers receive the lowest salaries in comparison to workers in 
all other sectors, even the education sector which is  notorious for being poorly paid. 
The salary o f  health care workers in 2002 was 492.5 som (Table 5.15). Health sector 
employees sought to compensate their lower salaries by demanding informal payments 
by patients for medicines which were supposed to be made available at no cost. (Box 
5.4). 

24 The World Bank (2002d), ibid 
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Table 5.15 Average Monthly Salary for Health Sector Employees25 

Average salary 

2002 

Education 644.6 

Culture 638.5 
Health 492.5 

Public management 2,75 1.5 

Law and order 1500.0 

Defence 1700.0 

Source: Ministry of Finance MTBF (2003-05). 

Box 5.4: Informal Payments for Health Services in the Kyrgyz Republic26 

In the “World Development Reports”, the following definition o f  poverty i s  given: “Poverty means not only 
material hardships (measured with the help o f  such characteristics as income and consumption), but a low 
educational level and poor health status”. Poor citizens suffer most from declining health and lack o f  
access to health care, and these factors aggravate poverty. A poor sick person who doesn’t seek health care 
doesn’t only suffer himself, but also creates problems for society as a whole, healthy workers are 
considered to be more productive than unhealthy workers. Mult iple studies have proven the existence o f  a 
strong link between a nation’s health and economic growth. 

As government spending on health care had declined from 1995-2001, both formal and informal payments 
paid by  patients themselves had increased. Unofficial payments for health care are an exhausting burden for 
household budgets o f  low-income citizens. In 1993, 11% o f  patients had paid for health care and by  1996 
that figure had reached 51%.27 74% paid for inpatient care in 1996.28 Approximately 33% o f  people in the 
Kyrgyz Republic borrowed money, or sold livestock or produce (in rural areas) to finance the cost o f  
receiving inpatient care.29 Further, an increasing amount o f  patients have had to purchase medicines that 
were supposed to be made available at no cost to patients. According to a 1997 survey in two oblasts 
(Blomquist, 1997), most inpatients provided medical and non-medical inputs, and according to a 2001 
national household survey this trend continued, with medical and non-medical inputs being even a larger 
share, with nearly all inpatients making out-of-pocket payments for hospitalization (Falkingham, 2001). 30 

Further, these figures illustrate that informal payments represent an increasing corruption within the health 
system, where patients suddenly had to pay for services and low-salaried health care professionals began to 
profit by extracting unofficial payments for provision o f  health care services. Government contributions for 
vulnerable groups are critical for ensuring that co-payments can be lowered for these most vulnerable 
groups and also that providers do not charge informal payments. 

25 UNDP (2002), The Macroeconomics of Poverty: A Case Study of the Kyrgyz Republic 
26 litt~://lnweb18.~orldbank.ore/eca/eca.nsf/Att~~hmeiits/He~tli9/$File/9+extent.~df 
2’ World Bank (2000), Making Transition Work for Everyone: Poverty and Inequality in Europe and Central Asia 
** The World Bank (2000d), ibid 
29 The World Bank (2000d), ibid 
30 Falkingham, J., (2001), Poverty and Health in The Kyrgyz Republic, Report for DfID, London, UK 
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Household Expenditures 

5.33 The poor spent less than the non-poor (almost halfl and urban households 
spent more than rural households on pharmaceuticals and other medical goods and 
services. Average per capita spending on pharmaceuticals and other medical goods and 
services was 63 soms o f  which the majority o f  expenditures were on pharmaceuticals 
(Tables 5.16 and 5.17). The K H F S  which contains information on overall health 
expenditures and pharmaceuticals as a percentage of total expenditures confirms that 
pharmaceuticals constitute the largest share o f  total expenditures (64%). From this 
perspective, the adoption o f  the nation-wide adoption o f  outpatient drug benefits which 
would subsidize drug costs and provide exemptions to certain groups (children and 
pensioners) would provide further benefits to  poor households. 

Table 5.16: Per Capita Health Expenditures (in SOM), by Quintile, Poverty Status, and Area of Residence 

Health expenditure Item 1 2 3 4 5 Aver age 
quintile Population 

Pharmaceuticals 44 41 83 105 84 71 
Therapeutically Equipment and Medications 12 15 24 47 60 32 

Total 36 37 69 90 81 63 
Source: HBS 2001 

Table 5.17: Per Capita Health Expenditures (in SOM), by Poverty Status and Area of Residence 

Health expenditure Item not poor poor rural urban Average 
Poverty status Area of residence Population 

Pharmaceuticals 92 53 61 107 71 
Therapeutically Equipment and Medications 51 16 28 40 32 

Total 84 45 55 91 63 
Source: HBS 2001 

Health Care Utilization 

5.34 Overall, there seems to be a downward trend in seeking of medical assistance 
from 1996-1998 (Table 5.18). The steepest decline i s  in rural areas, 56.1% in 1996 to 
37.3% in 1998; and in the regions o f  Osh, 71.4% in 1996 to 45.6% in 1998; and Issyk- 
Kul, 53.3% in 1996 to 31% in 1998. However the two poorest regions, Naryn and Talas, 
have exhibited opposite trends in the use of medical assistance: Naryn, 43.8% in 1996 to 
45.2%; and Talas, 51.7% to 55.3% in 1998. Naryn and Talas are very mountainous and 
remote. 
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Table 5.18: Those With Acute Illness Seeking Medical Assistance Within the Last 30 Days, 
By Region and Area3’ 

1996 1997 1998 %change %change 
1997-8 1996-8 

Urban 54.5 49.5 48.3 -2% -11% 
Rural 56.1 48.7 37.3 -23% -34% 
Region 
Bishkek 50.0 51.6 44.8 -13% -10% 
Issyk-kul 53.3 36.6 31.0 -15% -42% 
Jalalabad 64.1 54.8 52.1 -5 % -19% 
Naryn 43.8 43.0 45.2 5% 3% 
Osh 71.4 71.3 45.6 -36% -36% 
Talas 51.7 55.4 55.3 0% 7% 
Chui 49.5 37.1 38.6 4% -22% 

Note: In 1996 excludes those who reported ‘other’ consultation. Percentages using weighted data. 

5.35 There are significant regional differences in consultation rates, with people 
living in Bishkek, Chui and Issyk-kul being twice as likely to consult a doctor 
compared with other regions. During 2001, based on the data f rom the HBS,  56% o f  
those reporting an illness consulted a health provider.32 Health-seeking behavior i s  
strongly correlated wi th  poor health. Once health status i s  controlled for, children are 
twice as l ikely to consult a health provider than adults, which reflects the high value on 
children in Kyrgyz society. There are also gender differences, and women tend to seek 
care more often than men. The H B S  results do not indicate a sharp income gradient in 
the health-seeking behavior o f  the poor and non-poor. However, the K H F S  reports that 
differences in consultation rates by economic status remain even after differences in 
health are taken into account, wi th  those l iv ing in the richest fifth of households 40 
percent more l ikely to consult than those living in the poorest fifth o f  households - 
indicating the existence of  inequalities in access to  heath care after controlling for need. 
Health insurance status i s  significantly correlated wi th  health service use, wi th those 
covered by the MHIF being 1.27 times more likely to consult a health professional in the 
last 30 days than those who were not covered.33 The overall consultation patterns by type 
o f  provider i s  quite similar across income quintiles, except that the use o f  outpatient 
facilities and family doctors i s  slightly high among the extremely poor and poor as 
compared with other income quintiles (Tables 5.19 and 5.20). The greater use o f  primary 
care facilities and providers by the poor as compared wi th  the non-poor i s  also validated 
b y  the results o f  other surveys.34 

5.36 According to Table 5.19, a declining number of poor sought medical assistance 
during the last 30 days. In 1996, 55.3% of the poor had sought medical assistance and 
by 1998 this figure had declined to 38.9%. The chronic poor experienced the sharpest 
decrease in use o f  medical assistance, 54.1% in 1996 to 35.6% in 1998. What these trends 
could mean i s  that people could not afford medical assistance or they felt that now they 
could treat themselves with home remedies or perhaps their health had improved. 

31 Falkingham, J., et al (2003). ibid 
32 T h i s  data i s  not directly comparable to the data from the 2000 poverty assessment data, but i t  i s  worth noting that 
according to the 1998 KMPS, 41.3 percent of those reporting an acute illness actually sought medical care. 
33 Falkingham, J., (2001), ibid 
34 Falkingham, J., (2001), ibid 
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Table 5.19: Those With Acute Illness Seeking Medical Assistance Within the Last 30 Days, 
By Poverty Status 35 

Sought medical assistance in last 30 1996 1997 1998 %change %change 

Poverty status 
days 1997-8 1996-8 

Poor 55.3 49.9 38.9 -22% -30% 
Chronic 54.1 48.2 35.6 -26% -34% 
Transient 56.7 51.5 42.6 -17% -25 % 

Not poor 55.4 48.2 44.6 -7 % -19% 
Note: In 1996 excludes those who reported ‘other’ consultation. Percentages using weighted data. 

5.37 Hospital inpatient service usage declined in rural areas and in all regions, with 
the exception of an increase in urban areas (Table 5.20). Its usage declined 
dramatically in rural areas by 31% from 1997-1998. During the same period, there was 
a decline in use o f  these services in al l  regions, ranging from an 8% decline to a 52% 
decline experienced by Talas region. 

Table 5.20: Utilization of Hospital Inpatient Services by Region and Area36 
1997 1998 %change 

1997-8 
Urban 6.3 6.4 2% 
Rural 
Region 
Bishkek 

Jalalabad 
Naryn 
Osh 
Talas 
Chui 

Issyk-kul 

4.8 3.3 

6.2 5.7 
4.3 3.8 
4.9 4.5 
4.8 3.7 
3.7 3.4 
4.6 2.2 
9.0 6.5 

-31% 

-8% 
-12% 

-8% 
-23% 
-8% 

-52% 
-28% 

5.38 On the whole, the poor used hospital inpatient services less frequently in 1998 
compared to 1997. As would be expected, the chronic poor were the ones to use hospital 
inpatient services least frequently (Table 5.21). Surprisingly, the non poor also decreased 
their visits to hospital inpatient services. Whether this i s  due to bad quality o f  service or 
rising costs for hospital inpatient services which affect society as a whole i s  unknown. 

Table 5.21: Utilization of  Hospital Inpatient Services by Poverty Status3’ 
1997 1998 %change 

1997-8 
Poverty 
status 3.6 3.4 -6% 
Poor 3.6 3.2 -11% 

Chronic 3.6 3.6 0% 
Transient 7.1 6.5 -8% 

Not Door 

35 Falkingham, J., et al (2003), ibid 
36 Falkingham, J., et al (2003), ibid 
37 Falkingham, J., et al (2003), ibid 
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5.39 Across all income quintiles, outpatient services are by far the most frequently- 
used health care services, ranging from 39.5% to 48.7% (Table 5.22). Quintile 1 i s  most 
l ikely over al l  quintiles to use outpatient services. 

Table 5.22: Utilization of Health Care Services, by Quintile and Type of Provider 
quintile Total 

type of provider 1 2 3 4 5 
hospital 29.0 36.3 36.3 37.4 33.9 34.9 
outpatient 48.7 39.5 39.5 39.8 42.6 41.7 
family doctor 13.3 12.9 10.8 12.3 10.0 11.6 
other 9.0 11.3 13.4 10.5 13.5 11.8 
Total 100.0 100.0 100.0 100.0 100.0 100.0 
Source: HBS 2001. 

5.40 For both the poor and the non poor, for both rural and urban residents, 
outpatient services are also the most frequently used health services, ranging from 
40.7% to 42.7% (Table 5.23) . The second most frequently used type o f  health care 
services again across al l  groups are hospitals, ranging from 33.2% to 36.2%. What would 
be interesting to know i s  i f these services can be obtained without a propiska; if these 
services are the cheapest; if they are the most easily accessible? 

Table 5.23: Utilization of Health Care Services, by Area of  Residence, Poverty Status, 

hospital 36.2 33.2 35.7 34.0 34.9 
outpatient 41.1 42.5 42.7 40.7 41.7 
family doctor 10.7 12.9 9.2 14.1 11.6 
other 12.1 11.4 12.4 11.2 11.8 
Total 100.0 100.0 100.0 100.0 100.0 
Source: HBS 2001. 

Achieving the Health Millennium Development Goals (MDGs) 

5.41 Some of the obstacles that stand in the way of meeting the MDGs are 
measurement problems in the monitoring of health indicators and evaluation of 
outcomes. Survey and official data (considered reliable) differ for  the indicator o f  under- 
5 mortality rate (per 1,000 l ive births) and immunization rates. There remain questions 
about the reliability and statistical significance o f  survey data. 

5.42 There is still a long way to go to ensure that the health-related MDGs will come 
close to being met. At present: the under five mortality rate i s  unlikely to be met; 
increased incidence in MMR, HIV IA IDS and TB in recent years make these goals 
unlikely to be met (Table 5.24).38 Some goals which realistically could be met are: the 
immunization rates, as vaccines become increasingly available; maternal and chi ld health 

38 MMR = mumps, measles and rubella; TB = tuberculosis 
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goals could be met as services have improved to  help meet those goals; high adult 
mortality rates hopefully w i l l  fal l  due to new health promotion policy seeking to end 
informal payments for  health services; and the safe drinking water and improved 
sanitation goals could possibly be met due to rural water, sanitation and hygiene 
programs. 

Indicator 2000 2015 
Target 

Under-Five Mortality Rate Per 1,000 L ive  Births 

Maternal Mortality, L ive  Births, Adjusted 
Infant Mortality Rate Per 1,000 L ive  Births 

Proportion of  1 Year Olds Immunized Against Measles** 

Conclusion 

35 14 
23 10 

46.5 Reduce by  
75% 

97 100 

5.43 
efficiency o f  health care services. 

In sum, there are a number o f  steps which could be taken to improve the 

A key to  successful reforms in all sectors i s  the establishment o f  the rule o f  law. 
The constitution o f  the Kyrgyz Republic entitles al l  citizens to health care, which 
they are denied by the informal and corrupt system o f  payment for health services. 
The system o f  informal payment for health services should be replaced by a 
system o f  formal payment, to reduce the scope for corruption. Formal payments 
can be used to  pay the salaries o f  those in the medical profession and can be used 
for investment into upkeep and improvement o f  and construction o f  primary 
health care facilities. 

0 The emphasis o f  the health care reforms on providing universal access to quality 
primary care improves access to  health care services for the poor. The 
continuation o f  these reforms and further improvements in the quality o f  primary 
health care services i s  contingent on the reallocation o f  health care resources from 
tertiary care to primary and secondary care. In order for such a system to be 
efficient, administrative procedures could be created to monitor recipients o f  
health care, and to ensure that people do not take advantage o f  government health 
benefits unnecessarily. Health care costs would be funded out o f  tax revenues. 
This would encourage more efficient spending o f  tax revenues by government on 
development-related activities. Healthy workers are necessary for  increased 
output per capita and hence continued growth in the agricultural sector in rural 
areas, the service sector and the industrial sector. Increased growth w i l l  lead to  
decreasing poverty levels over the medium term. 

0 As illustrated by the statistics in this chapter, health care expenditures comprise a 
large share o f  income when they do occur, pushing households into transient i f 
not chronic poverty. Affordability o f  health services i s  an issue which can no 
longer go unaddressed. 
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0 The length of hospital stays for minor illnesses should be reduced in order to cut 
down wasteful administrative costs, which could be used for more productive 
purposes. 

The delivery o f  outpatient care should be strengthened, especially by increasing 
access to  family doctors. Public financing is s t i l l  largely skewed towards hospital 
care. 
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6. DYNAMICS OF POVERTY 
This chapter uses the information from the panel of 11 08 households observed between 
1998 and 2001 through the Household Budget Survey (HBS) to quantify the dynamics of 
per capita consumption and poverty. Observing the movements into and out of poverty 
for the period 1998-2001, it had been found that 39 percent of total poverty is transient. 
Further, based on consumption quintiles in 2001, transient poverty is almost constant for 
the poorest 60 percent of the population. 

Economic growth and higher mobility led to increases in levels of per capita 
consumption. The panel findings strongly confirm and strengthen the conclusion that 
growth was pro-poor during 1998-2001. Those who succeeded in improving their 
welfare over this period were mostly in the two poorest quintiles of the consumption 
distribution. Per capita consumption increased in rural areas in all regions; but in 
aggregate the regions of Jalal-Abad and Issyk-Kul experienced the highest growth in per 
capita consumption. Transient poverty tends to be higher in the regions of Jalal-Abad, 
Naryn, Osh and Talas, and for households with school-age children. Female-headed 
households, households where the head has secondary education or no school, and rural 
households with land tend to experience less transient poverty. A significant part of the 
increase in per capita consumption is however not explained by household 
characteristics captured in the panel data, and is likely to be associated with factors such 
as entrepreneurship, local market conditions, availability of infrastructure, or good 
weather for crops. 

I n  sum, the substantial mobility and the share of transient poverty in Kyrgyz Republic 
reduces the feasibility of passive targeting policies; the Govemment may do better by 
using self-targeted schemes to support needy households. Exception to this rule is the 
laggard region of Naryn, where poverty is high and mostly chronic. The high share of 
transient poverty suggests imperfections in the financial intermediation, insurance and 
storage markets that hinder arbitrage across seasons and over time, and high exposure to 
shocks and low coping capacity at the household level. Further work wi l l  be needed to 
analyze the availability and adequacy of social risk management instruments, and to 
identify ways to reduce household vulnerability to poverty. 

A. WHAT ARE CHRONIC AND TRANSIENT POVERTY 

6.1 Poverty can be analyzed using static (snapshot) or dynamic (movements in and 
out o f  poverty) approaches. In this Chapter, we w i l l  take the dynamic approach, in order 
to attempt to determine the characteristics o f  the poor suffering f rom chronic (long term) 
versus transient (short to medium term) poverty (Box 6.1). 
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Why Dynamic Analysis i s  Important 

6.2 The high level o f  mobility in per capita consumption suggests that a static model 
of poverty may not be sufJiiently informative, as it will miss the high turnover into and 
out of poverty. Dynamic analysis enables one to differentiate between those who fel l  into 
poverty versus those who escaped from poverty within a given period. (Table 6.1). 
Dynamic analysis also enables one to determine whether poverty i s  more chronic or 
transient. 

6.3 The analysis of  the panel data uses the same poverty line as in the previous 
chapters, without including the value o f  durables (6785 Soms).' The reduction in poverty 
registered during 1999/2000 in the H B S  panel, f rom 54 percent to 47 percent, does not 
mean that 7 percent o f  the individuals escaped poverty during this period. I t  simply 
means that the number o f  those who escaped (13 percent) was larger than those who fel l  
(6 percent) in poverty by 7 percent. 

Table 6.1: Transitions In and Out of Poverty, 1998-2001 
Not Poor Poor Total 

1998 1999 
Not Poor 37 8 45 
Poor 
Total 

9 
46 

1999 2000 
Not Poor 
Poor 
Total 

40 
13 
53 

2000 2001 
Not Poor 
Poor 

46 
13 

46 
54 

6 
41 
47 

7 
34 

55 
100 

46 
54 

100 

53 
47 

Total 60 40 100 
Source: World Bank estimates based on Natstatcom HBS 1998-2001, panel sample. 

How Chronic and Transient Poverty Are Measured 

6.4 T o  capture poverty dynamics, i.e., the transitions into and out o f  poverty, we 
would decompose the time-mean poverty level into chronic and transient components2 

Comparisons across households of different sizes and demographic compositions are based on per capita 
consumption. For comparisons across time and space, per capita consumption was inflated into 2001 prices using the 
CPI and deflated by a regional Laspeyres index. 
* Transient poverty may be overestimated i f  per capita consumption i s  measured with errors. We believe, however, 
that measurement error i s  likely to be low in the Kyrgyz dataset compared to other surveys, for three reasons. First, 
HBS information on consumption i s  not based on recall, but on diaries filled out daily or weekly by respondents, that 
would reduce recall errors. Second, food consumption-the largest component of household consumption-is 
recorded together with all sources and uses of food, making i t  possible to check the consistency of the answers. 
Interviewers routinely check for such consistency. Finally, we consolidated the monthly per capita consumption into 
quarterly and annual figures. By this aggregation, we believe most measurement error had canceled out. 
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(Box 6.1). Transient and chronic poverty are measured at the individual level for 
households in the panel dataset. The decomposition can only be done for the indicator o f  
poverty severity (Box 1.4). 

Box 6.1: Measurement of Chronic and Transient Poverty 

The H B S  panel was used to estimate the magnitude o f  chronic and transient poverty using the 
method proposed by Jalan and Ravallion (1998), based on the poverty severity i ndex3  Using the property 
that poverty i s  additive, we define expected or total poverty as the mean o f  poverty level at each date in 
the survey. For an individual, total poverty would be the mean poverty index over time, and for the whole 
population, the mean across the whole population. 

Transient poverty i s  the contribution to expected poverty o f  the variability over time in per capita 
consumption. If per capita consumption does not change over time, transient poverty i s  zero and all 
poverty i s  chronic. Thus, chronic poverty i s  the level associated with the average per capita consumption 
over time o f  each individual. Transient poverty i s  the difference between total and chronic poverty. 

According to this definition, transient poverty does not mean simply crossing the poverty line. 
Households that are persistently poor, but face fluctuating consumption, may experience periods o f  greater 
hardship when their consumption falls below the mean. Our measure o f  transient poverty should capture 
such deprivation. Among the typical indicators o f  poverty, only the poverty severity index can correctly 
capture transient poverty (Box 1.3). We discarded the use o f  the poverty headcount and gap indices, as 
these measures are not sensitive to the inequality among the poor, and would sometimes indicate the 
incorrect level o f  transient relative to chronic and total poverty. To  simplify the exposition, we report the 
relative poverty risk by  population sub-group, against a national poverty severity index o f  100 percent. 

Let's take the case o f  an individual who i s  poor only in three out o f  four years, but whose time- 
mean consumption i s  below the poverty line and thus i s  chronically poor. I f we choose the poverty 
headcount as our indicator, then this individual w i l l  have chronic poverty equal to one, total poverty equal 
to % and negative transient poverty (% - 1 = -?4 ). Furthermore, if we choose the poverty gap as our 
indicator o f  poverty, we w i l l  not be able to capture the transient poverty experienced by  those persistently 
poor. Take, for example, the case o f  an individual whose consumption i s  20 percent below the line in year 
one, and 30 percent below in year two, and contrast i t  with another individual whose consumption i s  steady 
at 25 percent below the poverty line. Based on  the poverty gap, both individuals w i l l  have total poverty 
equal to 0.25, and chronic poverty o f  0.25. Only the poverty severity index w i l l  assign the correct sign to 
transient poverty (total poverty o f  0.065 for the first person and 0.0625 for the second, chronic poverty o f  
0.0625 for both, and transient poverty o f  0.0025 for the first person and 0 for the second). 

6.5 Chronic poverty tends to fall with higher levels of consumption per capita. On 
the basis o f  consumption quintiles in 2001, chronic poverty represents 82 percent o f  the 
total poverty o f  households f rom the poorest quintile, falling to 53 percent and 27 percent 
for the 2"d and 3rd quintile (Figure 6.1).4 Households f rom the 4'h and 5th quintile do not 
experience chronic poverty. 

Jalan, J. and M. Ravallion (1998), "Transient Poverty in Post-reform Rural China", Journal of Comparative 

Where, richest = 5th quntile; poorest = lst quintile. 
Economics, 26(2) 
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Figure 6.1: Chronic and Transient Poverty by Quintile, 2001 

National poverty severity index = 1OC 
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I chronic poverty transient poverty 1 
Source: World Bank estimates based on Natstatcom HBS 1998-2001, panel sample. 

6.6 Transient poverty accounts for a substantial share of total poverty. We have set 
the national poverty severity index to 100 percent, estimated on the basis of the quarterly 
poverty indices over 1998-2001. Out of total poverty, 39 percent i s  transient poverty. A 
part of the transient poverty i s  due to intra-year, or seasonal variation in per capita 
consumption. I f  consumption would have not fluctuated from quarter to quarter, then 
total (and transient) poverty would have been 21 percent lower. O f  course, the level of 
chronic poverty would remain unchanged. On the basis of consumption quintiles in 
2001, transient poverty i s  almost constant for the poorest 60 percent o f  the population, 
falling for those in the 4th or 5th quintile. High consumption mobility i s  the proximate 
cause o f  the high share of transient poverty in total poverty, illustrated by the fact that 
few rich households experienced transient poverty over 1998-2000. 

B. GROWTH AND CHANGES IN WELFARE: DETERMINANTS OF TRANSIENT AND 
CHRONIC POVERTY 

6.7 Broad-based growth brings about changes in welfare. The previous chapters 
documented how growth, coupled with a slight reduction in inequality, succeeded in 
reducing poverty over 1998-2001. Poverty-reducing growth occurred from 1998-2001; 
with pro-poor growth occurring from 2000-2001. Consistent with cross-sectional 
results, the panel analysis revealed that the highest share of households who improved 
their per capita consumption was among the poorest two quintiles in 1998. About 80 
percent o f  the households situated in the poorest two quintiles in 1998 improved their 
welfare by 2001, compared to only 40 percent of those in the richest quintiles (Figure 
6.2). This reinforces the conclusions of earlier chapters, that growth was pro-poor in 
Kyrgyz Republic. In part, the results show that it i s  easier for somebody poor to improve 
hidher position by say 10 percent, than for a richer person to gain proportionally the 
same. 
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Figure 6.2: Share of Individuals with RisinglFalling Per Capita Consumption in 2001/1998, 
by 1998 Quintiles 

I 

0 
Q1 - poorest Q2 Q3 Q4 QS - richest 

P Increase in PC Consumption I Decrease in PC Consumption I 
Source: World Bank estimates based on Natstatcom HBS 1998-2001. Sample: HBS Panel. 

6.8 However, the general conclusion that poverty had been reduced due to growth 
hides the substantial volatility experienced by most households during 1998-2001. 
Despite overall growth, not everybody was better-off by 2001 compared to 1998. As in 
many countries across the world, the economic growth registered in the Kyrgyz Republic 
did not translate into a one-to-one increase in per capita consumption o f  al l  households. 
Some households were able to grasp the benefits of economic growth, some did not. The 
Kyrgyz growth-poverty reduction story i s  the result o f  two competing trends: two thirds 
o f  the households succeeded in improving their level o f  welfare in absolute terms during 
1998-2001, gaining more than the welfare losses experienced by the remaining third. 
About 37 percent o f  the households in the panel consumed less in 2001, with 13 percent 
o f  the panel households consuming less than three quarters o f  what they did in 1998. 

Economic Mobility and Poverty 

6.9 Next, we turn to the relative changes in welfare experienced by the household 
sector during 1998-2001. Why are we interested in economic mobil i ty? Because i t  i s  a 
barometer o f  the dynamism o f  a society, an illustration o f  the fact that existing 
inequalities in outcomes do not fo l low f rom inequalities in opportunities. Furthermore, 
identifying the factors associated with upward mobility will help the design of pro-poor 
growth policies. 

6.10 Chronic poverty dominates in societies where structural inequalities outweigh 
market forces. Societies dominated by structural rigidities have l o w  levels of mobil i ty 
and, on average, experienced lower growth rates. Transient poverty results where market 
forces outweigh structural inequalities. In such societies, there i s  high mobility, which 
means that the chances o f  those born wi th  a l ow  endowment o f  physical assets are not 
disadvantaged b y  such inequalities, and that the poor can become r ich and vice-versa. 
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6.11 H o w  does mobil i ty in the Kyrgyz Republic compare with other developing 
countries (Table 6.2)?5 As expected, the longer the period over which mobil i ty i s  
measured, and the more volatile the welfare indicator (income > consumption > land), the 
more economic mobil i ty i s  observed.6 Overall, the level o f  economic mobil i ty in the 
Kyrgyz Republic i s  34 p e r ~ e n t , ~  s i m i l a r  with these comparator countries (accounting for 
the shorter period). The poorest, however, face lower odds o f  escaping their status 
(estimated at 49 percent) as compared to  Peru or South Africa, but s i m i l a r  to  Vietnam. 

Table 6.2: Mobility in the Kyrgyz Republic and Other Developing Countries 
Country Welfare Time Percent of households that: Percent of HHs in bottom quintile 

measure span Remain Move by Move by Remain Move by Move by 
(years) on one twoor on one two or 

diagonal quintile more diagonal quintile more 
quintiles quintiles 

Kirgiz Republic Consumption 4 44 37 19 58 23 19 
Peru Consumption 5 36 38 26 40 23 37 
South Africa Consumption 5 35 41 24 41 30 29 
Vietnam Consumption 5 40 40 20 49 27 24 
India Land 8 48 37 15 53 18 30 
India Income 9 23 31 46 17 22 61 
India Income 12 26 34 40 16 26 58 
India Income 5 26 45 30 26 26 47 
Chile Income 18 23 39 38 8 32 60 
Source: Baulch, B. and J. Hoddinott (2000), "Economic Mobility and Poverty Dynamics in Developing Countries", 
The Joumal of Development Studies, 36(6), London; and World Bank estimation for Kyrgyz Republic. 

6.12 During 1998-2001, households experienced considerable economic mobility, or 
change in households' relative welfare position. For instance, in the H B S  panel, only 
58 percent o f  individuals f rom the poorest quintile in 1998 were st i l l  there in 2001 (Table 
6.3). About a quarter of them (23 percent) made i t  to the second quintile, while 18 
percent o f  them advanced two quintiles or more. At the other extreme, only 64 percent o f  
individuals in the richest quintile in 1998 maintained their position by 2001. About 25 
percent o f  them fel l  into the 4th quintile, while the remaining 11 percent experienced 
serious shocks to their welfare stepping down 2 or more quintiles. For  those in the 
middle of the distribution, consumption mobility was even higher. For quintiles two to 
four in 1998, the share o f  households who kept their relative position was between 31  
percent and 35 percent. 

Few countries collect panel data. 
These correlations used here restrict the scope of our comparisons to countries like Peru, South Africa and Vietnam, 

where the welfare indicator and period are similar. ' Any comparison with other countries needs to take into account the shorter period for the Kyrgyz panel. On average, 
44 percent of Kyrgyz households in 1998 are in the same welfare quintile in 2001, after three years. Thus, the 
probability of staying in the same quintile from one year to the next, remaining in the diagonal for a randomly selected 
household in the Kyrgyz Republic panel i s  0.76 = 0.44A0.33. Therefore, the probability of staying in the same welfare 
quintile over a five-year period i s  0.76"4, which i s  0.34. T h e  probability of staying in the same welfare quintile over a 
five-year period i s  comparable to that found in other countries. 
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’able 6.3: Changes in Welfare from 1998 to 2001 
1998\2001 1 2 3 4 5 Total 

1 
2 
3 
4 
5 

12 5 2 1 0 20 
4 7 5 3 1 20 
3 6 6 3 2 20 
1 3 6 7 4 20 
1 0 1 5 13 20 

Source: World Bank estimates based on Natstatcom HBS 1998-2001, panel sample. Reported Statistic: Share of 
households in quintile x in 1998 (vertical) found in quintile y in 2001 (horizontal). Quintiles x and y were constructed 
based on real consumption per capita, weighted by household size. 

6.13 While the extent of mobility in the Kyrgyz Republic may be overestimated due to 
measurement errors, thefigures are too large to be due only to such errors. Recognizing 
that four years represent a short time period for welfare changes, i t i s  st i l l  reasonable to 
expect high mobil i ty in household welfare in the Kyrgyz Republic, given the fact that the 
period 1998-2001 i s  characterized by large economic changes such as the regional financial 
crisis, devaluation, stabilization, and economic recovery. Increasing levels of economic 
mobil i ty mean that households experience changes in welfare due to  high consumption 
volatility brought about in part by economic shocks (e.g., cost o f  medical treatment for acute 
or chronic illness; changes in the share of dependents relative to income; stolen livestock). 

Consumption Volatility 

6.14 Households’ changing expectations for future growth had lead to high levels of 
consumption volatility. Part o f  the apparent poverty-growth conundrum that arises from 
the comparison o f  cross-sectional data for  1998-99 i s  likely due to the seasonal impact o f  
the Russian crisis. The crisis seems to have induced a more cautious consumption 
behavior in the last quarter o f  1999, when households’ expectations o f  future growth 
were s t i l l  pessimistic. The main effect o f  the Russian crisis was to wipe up the seasonal 
increase in consumption per capita in the fourth quarter o f  1998. I t  i s  very l ikely that 
Kyrgyz households behaved rationally by protecting their l ow  levels o f  consumption in 
the first three quarters, while cutting consumption in the peak quarter. As a result, the 
increase in poverty registered by the KPMS 1998 and ES1999 was l ikely due to this 
seasonal effect. Both surveys were implemented in October 1998 and 1999, and they 
may have picked up a disproportionate effect o f  the crisis in Russia. 
6.15 Transient poverty is  high as a result of high consumption volatility. Households 
have high exposure to shocks and lack the ability to smooth consumption. The high 
consumption volatility makes households even in the richest quintile experience transient 
poverty at times. Indeed, about 11 percent o f  households in the richest quintile in 1998 
experienced serious shocks to  their welfare stepping down two quintiles or more by 2001. 
Consequently, transient poverty affects households across the welfare spectrum, even 
among the richest quintile. The low  coping capacity and vulnerability to  poverty are 
l ikely due to the absence o f  effective saving instruments and imperfections in financial 
intermediation, insurance, and storage markets. 
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6.16 Consumption volatility can also be linked to changes in the ratio of dependents 
relative to wage laborers. Consistent with the result reported in Chapter 4, higher 
chronic poverty i s  associated with a higher share o f  dependents relative to income earners 
(Figure 6.3). This i s  consistent wi th the findings in Chapter 3, where a strong correlation 
had been found between poverty and employment status. In addition, chronic poverty i s  
higher for households with children; for these households, those with younger children 
face similar r isks o f  chronic poverty irrespective o f  the number of children they have, 
while this risk goes up sharply with the number o f  children for households with children 
7 to 14 years old. Transient poverty also increases wi th  the number of  children 7-14 
years o ld  or the number o f  disabled persons. In contrast with the results presented in 
Chapter 4, female-headed households appear to have lower total, chronic and transient 
poverty, even after we control for other household and location characteristics. 

National pouerly sewity  index = 100 
0 50 100 150 200 

1 Gender: I 

1 #childrenc=6 I I 

I 1 
0 

1 

2c 

I I 
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1 

2+ 

chronic po \~r ty  transient powty 

Source: World Bank estimates based on Natstatcom HBS 1998-2001, panel sample. 

Remaining Structural Inequalities 

6.17 Even though economic mobility has increased, structural inequalities remain. 
There are certain factors that inhibit households from improving their relative welfare 
position: (i) regional inequalities in consumption; (ii) inequalities in access to intangible 
(e.g., education) and tangible (e.g., land) assets. 
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Regional Inequalities in Consumption 

6.18 Even in a multivariate regression setting, location turns to be a signiJicant and 
important predictor of the changes in per capita consumption over time (Annex Table 
A7.1-1). This suggests that the divergence in the growth rate across regions can only 
partly be attributed to differences in household characteristics. These differences are 
partly due to agglomeration o f  poor people in particular regions, and partly to the 
characteristics o f  these regions, such as differences in climate, population density, 
accessibility, or infrastructure. Further work i s  required to investigate the region-specific 
factors that are contributing to  faster growth in some areas but slower growth in others. 

6.19 The largest variations in per capita consumption growth have occurred between 
regions and areas of residence (Figure 6.4). Consumption per capita went up in rural 
areas in all regions, wi th the largest increase in Issyk-Kul region. In urban areas, the 
largest increases in consumption per capita took place in Jalal-Abad (66 percent over four 
years), while the largest declines took place in Chui (-8 percent) and Osh (-5 percent). 
Consumption per capita stagnated in urban Naryn, the region with the highest poverty 
rate in 2001, but grew by 25 percent in rural Naryn. The information for Bakten i s  not 
available, as this region was added to  the H B S  sample only in 2000. 

Figure 6.4: Average Change in Per Capita Consumption Between 1998-2001, 
by Oblast and Area of  Residence 

1 1.7 , I 

1 urban I rural I I 
Source: World Bank estimates based on Natstatcom HBS 1998-2001. Sample: HBS Panel. 

6.20 Seasonalfluctuation is  larger in rural than in urban areas (Figure 6.5, left 
panel).* Seasonal fluctuation in the range of  e 2 0  percent was also found in other 
transition economies (e.g., Georgia, 1996-2000). There i s  considerable variation in real 
consumption per capita within the year. On average over 1999-2001, household 
consumption dropped in the second quarter and peaked in the last quarter (Figure 6.5). 

The year 1998 was left out because the intra-year variation was highly affected by the Russian crisis. 
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Figure 6.5: Within the Year, There i s  Seasonality in Consumption Per Capita 
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Source: World Bank estimates based on Natstatcom HBS 1998-2001. Sample: HBS Panel. 

6.21 There are substantial differences in the magnitude and composition of poverty 
by location, suggesting that location-based targeting might be feasible. Overall, across 
the distribution of per capita consumption, the share of those who lost is  larger in 
urban areas, compared to rural areas. Given that poverty was-and st i l l  remains- 
larger in rural areas, these dynamics suggest that poverty incidence over areas o f  
residence i s  converging. The largest differences in poverty rates occur between regions 
(Figure 6.6). Again, Naryn stands out wi th total poverty rates 2.7 times higher than the 
national average, primarily due to higher rates for  chronic poverty (3.5 times). Talas 
occupies a distant second place. The lowest rates o f  total and chronic poverty were 
registered in Bishkek and Chui regions. The higher poverty rates in rural areas are due to  
higher chronic poverty; transient poverty i s  similar in rural and urban areas. The 
regressions presented in Annex Table A7.1-2 suggest that regional differences in chronic 
and transient poverty persist, even after accounting for differences in the structure and the 
characteristics o f  their respective populations. Transient poverty tends to  be higher in the 
regions o f  Jalal-Abad, Naryn, Osh and Talas compared to  the rest o f  the country. 
Compared to Bishkek, Naryn and Talas oblasts have higher chronic poverty even after we 
control for differences in household characteristics, while Chui oblast fares 
comparatively better. 

Figure 6.6: Chroniflransient Poverty and Location 
National poverty severity index = 100 
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Source: World Bank estimates based on Natstatcom HBS 1998-2001, panel sample. 
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Assets 

6.22 Households with higher access to tangible and intangible assets can have 
higher per capita consumption, although this does not necessarily prevent those 
households from experiencing transient poverty (Figure 6.7). The level o f  per capita 
consumption growth i s  l ikely associated with factors not captured by panel data, such as 
household entrepreneurship, local market conditions, availability of infrastructure, and 
good weather for  crops. The factors contributing significantly to higher per capita 
consumption growth are: owning agricultural equipment; having fewer dependents 
relative to income-earners; households with (a) pensioner(s). For example, heads of 
households wi th  higher education, as wel l  as primary or n o  education, improved their 
position (the first f rom a high, and the last f rom a very l o w  base) compared to those with 
secondary education. Transient poverty is, however, larger in absolute (and much larger 
in relative) terms for these categories, with the exception o f  households where the head i s  
illiterate. 

Figure 6.7: Chroniflransient Poverty and Household Capital 
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Source: World Bank estimates based on Natstatcom HBS 1998-2001, panel sample. 
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6.23 Higher access to tangible and intangible assets tend to enable households to 
experience lower levels of chronic poverty. The factors associated with lower per capita 
consumption growth and hence chronic poverty are similar wi th  those reported in Chapter 
4 for current (cross-sectional) poverty. Lower chronic poverty i s  associated with more 
education, being employed, or getting pension income. In rural areas, lower chronic 
poverty i s  associated with ownership o f  agricultural machinery and land (conditional on 
household characteristics,’ see Annex Table A7.1-2). 

c. CONCLUSION AND POLICY RECOMMENDATIONS 

6.24 Dynamic analysis of poverty in the Kyrgyz Republic has found poverty to be 
mainly transient, with chronic poverty occurring in Naryn oblast. These findings have 
implications for the design o f  poverty-reduction policies: 

The analysis o f  the panel data strongly confirm and strengthen the conclusion that 
growth was pro-poor during this period. The share o f  households who improved 
their welfare during 1998-2001 was much higher among the 1998 poor, and for 
(poorer) rural inhabitants . 

0 The high share of transient poverty would make passive targeting policies (e.g., 
Uni form Monthly Benefit) aimed at curing chronic poverty-policies that target 
resources or services based on household characteristics-less efficient in 
achieving their goal. In China, for a similar share o f  transient poverty, Ravallion 
estimates that the cost o f  eliminating chronic poverty triples when transfers are 
targeted based on current consumption. In such a volatile climate, self-targeted 
policies, such as public works at l ow  wages or conditional targeted transfers, 
would be more appropriate; 

An exception to the above are those circumstances associated wi th  poverty, that 
are easy to check and hard to manipulate for gaining el igibi l i ty for  a public 
transfer. Such deep pockets o f  poverty that can be efficiently dealt with through a 
well  targeted transfer scheme are medium-term life-cycle events, such as having a 
larger number o f  children o f  school age, or exogenous shocks such as disability 
(both associated with high levels of chronic poverty); 

0 Alternatively, public policies may also target laggard regions with high levels o f  
chronic poverty, such as Naryn, and to a lesser extent Talas. In these areas, 
policies that enhance the asset position o f  the households (rural development, 
infrastructure, education and health) would be most effective in alleviating 
poverty; and 

Somehow surprisingly, bivariate tables show that land ownership in rural areas i s  associated with higher total and 
chronic poverty. A cursory inspection o f  the rural occupational structure reveals that those without land in rural areas 
are mostly non-farm entrepreneurs, or relatively well-off formal sector employees. However, when we control for 
household and location characteristics-as in the regression presented in Annex Table A3.2-land ownership 
significantly reduces chronic poverty in rural areas, and has no significant effect for urban residents. 
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Finally, the high share o f  transient poverty due to seasonal factors suggest 
imperfections in the credit, insurance and storage markets that hinder arbitrage 
across seasons at the macroeconomic level, and high exposure to shocks and low  
coping capacity at household level. On average, households seem to have ex-ante 
few options to reduce or mitigate risks, so that ex-post a negative shock often 
triggers a downward adjustment in consumption. A better understanding o f  the 
main r i sks  faced b y  Kyrgyz households, and better social r isks management 
policies, w i l l  help reducing transient poverty. Further work i s  needed to analyze 
the availability and adequacy o f  social risks management instruments, and to  
identify ways to reduce household vulnerability to  poverty. 
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PART 111: PROTECTING THE POOR 

This third section comprises Chapters 7 and 8, and examines policies o f  protecting the 
poor. Chapter 7 presents an analysis o f  the impact o f  electricity sector tariff reforms on 
the poor, showing that the already unreliable provision o f  electricity necessitating 
frequent and prohibitively costly repairs, coupled with a price increase in electricity to  
enable the sector to recover costs, has init ial ly resulted in lower levels o f  consumption o f  
electricity by poor households and a switch to alternative fuels resulting in negative 
environmental impacts. And Chapter 8 analyzes the effectiveness of existing social 
protection programs in targeting the poor, noting that the UMB seems to be the most pro- 
poor social protection program; but the working poor are excluded f rom receiving social 
protection benefits. 
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7. SOCIAL IMPACT OF REFORMING THE 
ELECTRICITY SECTOR 

Reforming the energy sector has been one of the key challenges on the policy agenda. 
The technical and commercial losses of the sector are estimated at 5% of GDP, causing 
significant drain on the fiscal and quasi-fiscal deficits. Subsidization (both fiscal and 
quasi-fiscal) of residential electricity consumption alone amounted to 2.7% of GDP in 
2002. Moreover, there are frequent disruptions of electricity, the major source of energy 
supply to households, necessitating costly repairs on a regular basis. Restructuring the 
energy sector is therefore necessary for improving the efficiency of electric power 
companies. Restructuring involves private sector participation in the energy sector with 
the objective to improve sector management and operational efficiency and attract 
urgently needed investment. Reducing electricity subsidies would reduce the drain on the 
fiscal deficit, contributing to macro stability, and freeing up f inds for potentially more 
effective poverty-reducing expenditures. 

Electricity tariff reform would inevitably result in a price increase for firms and 
household consumers. An increase in the price of electricity for households means that 
the poor wi l l  spend a larger share of their income on energy consumption. Despite the 
recent increase in electricity prices, they are still among the lowest in the region. Yet, 
poor households increasingly rely on dirty alternative f ie1 sources for heating, with 
adverse environmental and health impacts. Electricity is still by far the cheapest form of 
energy available to consumers. Thus, price issues are not the root cause of the use of 
alternative f ie1 sources by the poor. The root cause is unreliable service (i.e., frequent 
disruptions in the supply of electricity to households, power surges and low voltage), 
resulting in the need for frequent and prohibitively expensive repairs which are a huge 
burden on poor households. Even though reported expenditures cannot be disaggregated 
into current consumption and arrears, making it difficult to specify precisely which 
groups are most affected by reform, the household survey data clearly shows that the 
poor are being disproportionately affected by bad service quality. 

A clear policy recommendation is the need to improve the reliability of electricity supply 
and to reduce informality in payments in order to make price increases acceptable to 
households. Mitigation measures to improve access of the poor to electricity include 
administrative reform (ending the informal payments system, ensuring accuracy of the 
computerized billing system) and social protection measures (direct income transfers or 
life-line tariffs, payment smoothing). Finally, since it is difficult to achieve good 
targeting, the life-line tariflmight be a more efficient way of social protection. 
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A. REFORMING THE ELECTRICITY SECTOR 

7.1 Restructuring the electricity sector has been pursued because the power sector's 
fiscal and quasi-fiscal deficit i s  a major burden on Government resources. Eventually, 
i t i s  expected that private sector participation wil l  result in increased production 
efficiency - lower costs, more efficient pricing - and better customer service. Strapped 
for cash due to l ow  tariffs and non-collections, there i s  little or no investment in 
maintaining the sector. This contributes to technical and commercial losses, which might 
reach as high as 5 percent o f  GDP.' The most recent estimates suggest that in 2002, tari f f  
subsidies to the residential sector w i l l  amount to  2.7 percent o f  GDP (US$44M), and 
losses due to non-collection are estimated at 0.8 percent o f  GDP.2 Residential tariffs in 
the Kyrgyz Republic, which are about U S  cents 0.9 per kWh, are among the lowest in the 
region. 

7.2 The Government is carrying out a program of restructuring the former electric 
supply company into the Electric Supply Industry (ESI), to be broken into several 
specialized companies with a public regulatory authority. The new companies include 
one generation company (Genco), one transmission company (Transco), and four 
distribution companies (Discos). A regulatory body, the State Energy Agency (SEA), 
oversees energy pol icy and tariffs. The restructuring sets the stage for improving ESI's 
commercial performance. The reform process i s  supported by the Wor ld  Bank's 
Consolidated Structural Adjustment Credit (CSAC) program, and the activities o f  other 
donors including Switzerland, Norway, and DFID-UK. 

7.3 Increased tariffs and increased collections are the primary instruments 
available to achieve financial viability and provide resources for much-needed capital 
investment in the power sector. Achieving cost recovery by 2005 (e.g. from 0.9 to 2.3 
US cents/kWh) requires a 37 percent annual average increase in the average 
residential tarif$ The reform program has increased electricity tari f fs sharply in the past 
two years (Table 7.1) and wil l  continue increases until cost recovery tariffs (2.3 U S  
~ e n t s / k W h ) ~  and the medium-term target o f  financial viability for E S I  are achieved. In 
March 2002, the authorities increased budget allocations for programs that provide 
income-based social protection to eligible energy consumers in an effort to  cushion the 
blow o f  tariff increases. 

Table 7.1: Tariff Adjustments, 2000-2002" 

average posted tariffs per 1 kWh 10-Jan-00 10-Apr-00 15-May-00 13-Mar-01 15-Mar-02 

al l  consumers, U S  cents 0.76 0.93 0.86 1.04 1.31 
residential consumers, U S  cents 0.52 0.75 0.58 0.73 1.06 
* Average annual residential tariff equaled 0.57 US cents in 2000,033 in 2001 and 0.9 in 2002. 

World Bank staff estimate. 
* World Bank staff estimate. 

Cost recovery assumes operations and maintenance expenses and depreciation to cover rehabilitationheplacement of 
assets in the medium term. I t  does not include a retum on assets or a self-financing share. Sources: World Bank 
(2001), Kyrgyz Republic Fiscal Sustainability Study; World Bank Staff estimates. 
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Impact of Tariff Reform on Households 

7.4 Households, particularly the poor, are spending an increasing percentage of 
their income on electricity: in 2001, the poorest quintile spent 2.3 percent and the 
richest 1.5 percent of income on electricity. While this may seem l o w  by international 
standards, it i s  important to  remember that the Kyrgyz Republic i s  one o f  the poorest 
countries in the region. The richest quintile spends more on electricity than the poorest 
quintile, suggesting that the richest quintile capture the largest share o f  subsidized 
electricity. Yet the share o f  electricity expenditures in the income o f  the poorest quintile 
i s  higher than that o f  the richest quintile. This difference has been rising since the 
beginning o f  tariff reform in January 2000 for all quarters o f  the year (Figure 7.1). 
Expenditures rose particularly sharply with the onset o f  cooler temperatures in the third 
quarter o f  2001. Unfortunately reported expenditures cannot be disaggregated into 
current consumption and arrears, making it difficult to  conclusively identify who i s  most 
affected by the reform. However, the data do suggest a larger proportionate impact on 
the poor. The poorest quintile spends a larger share o f  their income on electricity 
suggesting that i t  may be possible to design a subsidy that benefits them more. 

Figure 7.1: Share of Electricity Expenditures Relative to Household Income, 2000-2001” 

4 1  

2 41-00 42-00 43-00 44-00 41-01 42-01 43-01 44-01 2 

*Source: National Statistical Committee, 2000; 2001. 

7.5 As expenditures for energy are rising, consumption of energy is falling. On 
aggregate, residential consumption fell from 4,458 million kWh in 2000 to 3,328 
million kWh in 2001. This trend does not show up as clearly in data f rom a sample o f  
residential consumers in Bishkek (Figure 7.2). These data indicate consum tion had 
dropped for some groups o f  households, particularly those living in ‘new areas’. I: 

‘New Areas’ or ‘Novostroiki’ are shanty towns built along the periphery o f  Bishkek. 
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Figure 7.2: Average Household Electricity Consumption, kWh, Bishkek, 1999-20025* 
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* Source: Severelectro. 

0.89kWh 0.08 
1 .66kWh 0.14 

7.6 Even though prices for electricity, gas and LPG increased substantially during 
transition, electricity is relatively inexpensive and easy to use. Service reliability is  a 
critical issue that may be driving people, especially the poor, to substitute electricity 
with more expensive fuels6 Converting unit prices to o i l  equivalents shows that 
electricity i s  by far the least expensive energy source (Table 7.2). Wood i s  next, followed 
by coal and piped gas. LPG i s  most expensive. LPG and gas are used less and less often, 
mostly when there i s  no other option for fuel for  heating and cooking. Coal prices soared 
to the cost recovery level at the beginning o f  transition causing consumers to switch to 
electricity. In the recent years due to  strengthening o f  the disconnection pol icy as wel l  as 
due to  frequent electricity shortages in rural area, households started switching back to  
coal. 

!More than 700 kWh/month 1 2.29IkWhl 0.201 

3. Piped natural gas I 6.23/m3 5.19 
4. LPG 3 1.17Ikg 33.01 

1 

15. Wood I 2078Im'l 0.451 
* Oil equivalent conversion factors: 1 kWh electricity (0.085); 1 m3 piped gas (0.833); 1 kg LPG 
(1.059); 1 kg wood (0.376); 1 kg coal (0.541). 

The data for 1999 should be viewed with caution since Severelectro officials felt  that some of the values were not 

In Soviet times, conventional energy (electricity, coal and DCH) was cheap and reliable. 
fully accurate, particularly early on that year. 
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B. I M P A C T  OF U N R E L I A B I L I T Y  OF ELECTRICITY SUPPLY 

7.7 The frequent and lengthy energy supply disruptions, unpredictable power 
surges and the low voltage of electricity are serious concerns in all regions. Only 26 
percent o f  households have less than one service interruption per week. In urban areas 
the poor suffer the most; 42 percent o f  the lowest quintile (the poor) have less than one 
interruption per week compared to 75 percent o f  the highest quintile (the rich) (Figure 
7.3). Interruptions ranged from a few hours to 6-8 hours (or more) per day in some rural 
areas. Scheduled power cuts are common and can last as long as 12 hours per day. 
Interruptions often occur during early morning and late afternoon or early evening when 
people are preparing food and children are working on homework. The poor do not have 
the resources to  repair or replace appliances damaged by power surges. Surges damage 
expensive appliances such as TV sets and refrigerators, which the poor are unable to  
replace. L o w  voltage has led households to  reduce their reliance on electricity. 
Households in rural areas have stopped using refrigerators in the winter, or used candles 
for lighting because i t  was brighter than light bulbs under l ow  voltage conditions. 

Figure 7.3: Household Access to Reliable Electricity by Quintile, 2001” 
(Interruptions Less Than Once per Week) 

poorest q2 q3 q4 richest 

quintile (based on consumption per capita) 

* Source: Household Budget Survey, Weighted data. 

7.8 The fact that the poor bear the brunt of service failures suggests they will also 
gain substantially from service quality improvements. According to  Figure 7.3, the 
poorest quintile have the most unreliable electricity service, while the richest quintile 
have the most reliable electricity service. The poor are also less l ikely than the non-poor 
to be able to afford expensive back-up systems such as generators. I t  also suggests that 
the non-poor capture the bulk o f  the electricity subsidies. 

7.9 Fees assessed for repair of broken equipment are prohibitively expensive, the 
cost of one repair sometimes equal to a pensioner’s monthly salary. Households had 
trouble understanding why they should have to pay ad hoc “fees” for  electrical equipment 
repair to the DISCO in addition to their monthly bill, as during Soviet times this practice 
was unheard of. In order to have electricity equipment repaired or replaced, households 
are usually given a verbal demand (no invoices or receipts are presented) to  gather a sum 
o f  money to pay the DISCO technicians for parts and/or service; otherwise the equipment 
w i l l  not be repaired. Fees charged for repairs are costly. For example, the current 
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average monthly pension i s  550 Som or US$12. The amount collected from each 
household for  repairs ranged from 10 Som (US$O.2) for  minor repairs to 450 Som 
(US$9) for major equipment replacement. Repairs can take several days or even months, 
and power supply interruptions occur frequently and regularly. 

7.10 Poor administration of the payment system encourages corruption which 
further contributes to the inefficiency of the system. Households suspect they are over- 
billed, due to the informality o f  the payment system and households' inability to read 
meters. Fol lowing up on billing mistakes involves travel to  the Oblast center and many 
poor people in rural areas explained that they could not afford the travel costs andor have 
no idea what to do, where to  go, or who to talk to. With controllers being changed 
frequently to different routes, (a DISCO approach to reduce field corruption), customers 
were not always sure that the new person asking them to pay their bill really i s  the 
controller and not an imposter (they do not wear uniforms or have any identification). 
Where the controller i s  paid in the f ield when delivering a bill, receipts are not always 
provided. This means that the customer has no documents to  prove payment against 
recorded consumption. I f  the controller keeps the money, the next month's bill could 
then show non-payment o f  the previous bill. 

Energy Substitution to Dirty Fuels for Heating 

7.11 The unreliable provision of electricity and the rise in electricity tariffs have 
forced the poor to put pressure on ecosystems in substituting consumption of electricity 
with alternative and dirty fuel sources for heating (Figure 7.4). Coping mechanisms 
include gathering o f  fuelwood both in urban and rural areas; gathering o f  dung 
(commonly used in rural areas), peat (rarely used) and sometimes even coal (often used) 
- which are usually not purchased but collected. In urban areas, o ld  buildings are 
scavenged for wood f rom flooring and roofs. Among the urban poor focus groups, 
examples were also given o f  people stealing wooden benches from parks, and wooden 
crosses from cemeteries to bum in the winter. In rural areas, households use trees f rom 
their own properties or f rom public areas, such as windbreaks along roads. Coal and 
wood are often burned together for  better combustion. 

Figure 7.4: Primary Source of Energy for Heating by Quintile, 
2002, Ql-Q2* (Percent of Households) 

60 

40 

20 

0 
poorest 2 3 4 richest 

mclean fuel (electricity, gas, DDH) Cldirty fuel (coal, wood, dung, peat) 

"Source: Household survey data, National Statistical Committee. 
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7.12 Substitution from usage of clean to dirty fuels indoors creates indoor air 
pollution, resulting in additional welfare loss for the poor. Increased indoor air 
pollution occurs when solid fuels are bumed in poorly designed stoves with inadequate 
ventilation. Many households use hand-made stoves to  bum solid fuel during the winter, 
in some cases without a chimney or any ventilation. Again, people knew there were 
health r isks associated wi th  the resulting emissions, but felt this was the only way to be 
able to survive the extremely cold winters. As Figure 7.4 shows, poorer households 
suffer f rom great reliance on dirty fuels, and hence suffer the consequences o f  indoor air 
pollution to  a greater extent. 

7.13 Substitution from usage of clean to dirty fuels contribute to environmental 
degradation (destruction of forest ecosystems loss of agrobiodiversity, and global 
warming). Uncontrolled logging leads to  deforestation, which leads to erosion o f  topsoil 
used for growing crops. Overuse o f  peat as a source o f  fuel leads to loss o f  a non- 
renewable biological resource, which contributes to water purification in the lower 
reaches o f  many watersheds. The collection and use o f  dung, which contains valuable 
agricultural nutrients, eventually contributes to  loss o f  soil fertility leading to loss o f  
cropland. During combustion, coal, wood, dung and peat emit greenhouse gases which 
contribute to global warming. Global warming contributes to the degradation o f  
ecosystems and has economic costs; e.g., climate change leads to  increasing severity o f  
storms that destroy not only agricultural land used for subsistence and cash crops, but 
also infrastructure. 

C. Conclusion and Policy Recommendations 
7.14 Tariff reform assumes that well-functioning institutions are in place to enable 
electric power companies to provide improved services and for households to benefit 
from improved service quality. Reforms are adding a financial burden on poor 
households, who are supposed to  be partly compensated for  b y  improvements in quality 
o f  service. However, even if the quality o f  service i s  improved, the financial burden must 
s t i l l  be addressed. In the case o f  the Kyrgyz Republic, administrative reform i s  necessary 
along with improvements in the system o f  social protection, to ensure that the financial 
burden o f  tariff reform on poor households be mitigated. 

7.15 The lack of tangible accompanying improvements in supply (reliability and 
voltage) and service (metering and billing) made the tariff increases (April 2001 and 
March 2002) deeply unpopular. There i s  growing anger among many people at having 
to pay more money for lower quality electricity supply and service. The consensus was 
that electricity supply reliability i s  deteriorating or staying the same, and that the quality 
o f  maintenance was inadequate, especially in rural areas. These patterns cut across 
regional and welfare groups. If further tari f f  increases are not accompanied by improved 
service quality, consumer response would l ikely be reduced consumption andor  
increased non-payment, which would in turn negatively affect sector performance. 
Currently, in addition to increased tariffs, residential consumers have to  pay for damaged 
appliances (due to voltage surges), repairs to  the intra-village power network, and over- 
billing (due to lack of transparency and a system o f  informal payments). 
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7.16 Cost-Recovery Options: Monthly electricity bills of households could be 
adjusted according to the actual amount of time electricity had been used or reduced 
tariffs for periods of low quality service (surges, low voltage). Households could have 
their monthly bills adjusted by the number o f  days (or hours) of service and possibly by 
other characteristics such as voltage or megahertz. Where there are no supply 
interruptions and where voltage i s  within agreed tolerance levels, the household would be 
bi l led the cost recovery tariff. Where service i s  unreliable or o f  l o w  quality, the 
household would be charged a fraction o f  the cost recovery tariff, w i th  the level 
increasing as service i s  improved. In those areas that do not receive 24 hours o f  good 
service seven days a week, there would presumably be tangible improvements associated 
with price increases. 

7.17 
restructuring reforms: administrative reform and social protection measures. 

There are two issues that are of critical importance for the long term success of 

Administrative Reform 

7.18 Computerized Payment Problems. Smoothing bills and examining a system o f  
linking payments to actual supply and service raises important questions about payment 
administration. E S I  i s  gradually shifting from using manual “paybooks” to  a system 
where a controller records the information on the meter each month and reports the 
information to  the DISCO office, where a computerized bill i s  prepared and delivered to 
the customer by the ~ o n t r o l l e r . ~  Presently about 66 percent o f  al l  customers receive a 
computer generated bill. Yet, customers often complain that controllers use the fact that 
billing records are kept electronically as an excuse for over-billing. A review o f  
Severelectro billing records for Bishkek revealed a significant number o f  inconsistencies. 
Prepayments for monthly consumption should reduce arrears, although this does not 
always appear to happen. The opposite case also occurs, where payments less than the 
current monthly amount do not show up as increased arrears. Records for other DISCOs 
could not be examined, but i t  i s  understood that Bishkek i s  leading the country in shifting 
to computerized billing. Yet even the Bishkek officials admitted their software was old 
and cumbersome. I t  i s  imperative that institutional improvements occur, including 
increased transparency of billing, upgrading o f  the billing and information technology 
system and management restructuring o f  DISCOS. 

7.19 Meters. While the Electricity Supply Industry (ESI) plan to relocate meters 
outdoors would improve the efficiency o f  meter-reading, households in rural and urban 
areas fear that the meters could then be stolen, even from “secured” locations, by people 
who use parts for various purposes or reconfigure the meter before selling it. Households 
are expected to pay for,  the installation and replacement o f  stolen meters. Theft o f  
outdoor meters would be a serious burden for poor households. Most households have an 
electric meter usually inside the premises. This makes regular meter reading quite 
difficult, as the controller would have to  estimate the bill i f  people are not at home when 

’ In urban areas such as Bishkek, people receive their bill and then either pay at the local post office or DISCO office. 
In rural areas, most participants prefer to pay the controller directly when the bill i s  delivered. In some regions, the 
controller w i l l  make a third visit to collect payment. 
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the controller arrives. Some households read their own meters around the time the 
controller was scheduled to arrive, and posted a note on the door or on a fence. Most 
households said they could read their own meters, but many did not know how to convert 
the consumption figures to a cash amount using existing tariffs. One option to  reduce 
corruption and provide customers more control over individual electricity use i s  to widen 
the availability o f  pre-payment meters. This was suggested by a number o f  focus group 
participants. According to a recent billing audit (Price Waterhouse Coopers 2002), the 
certification date on many meters has expired. However, a detailed study needs to be 
undertaken to determine if this i s  feasible. 

Social Protection Measures 

7.20 It  may be possible to improve collections and reduce disconnections by 
formalizing the process of payment smoothing. Payment smoothing refers to companies 
offering average bi l ls to households that smooth differences in expenditures according to  
the time of year or location o f  households. Payment smoothing involves adjustment o f  
the f i rs t  tariff block unit price according to quality o f  service (e.g. areas with less than 24 
hours a days service pay a fraction o f  the cost recovery price) or by location (colder 
mountain regions versus warmer valleys) or season (winter versus summer). Payment 
smoothing already occurs to  a certain extent, as households do not have to pay the whole 
bill - they can pay just a small part o f  the bill and build up arrears. As long as part of the 
payment i s  made, the DISCOS apparently have legal problems disconnecting the 
household. In order for utility to improve, service collection rates must improve. 
Collection of payments increase immediately after prices increase, but this i s  not 
sustained. The practice o f  offering average bills i s  common in many western countries. 
Payment smoothing i s  linked to administrative reform, requiring an urgent and costly 
upgrading o f  the metering, billing, and payment systems. Substantial improvement can 
be achieved if community-based service provision i s  introduced. 

7.21 Direct income transfers and life-line tariffs are two types of social protection 
measures that would provide protection to the poor in paying for electricity 
consumption. Drawing on the data in Table 7.3, i t  would be cheaper to provide a life- 
line tariff than compensate households for the loss o f  the subsidy (net savings o f  almost 
US$14M per year). Assume that al l  544,727 households below the poverty l ine wi l l  be 
compensated for the loss o f  the subsidy (direct income transfer) on the first block 
electricity, the total cost being approximately US$14.6M or just under 1 percent o f  GDP.8 
At the current targeting efficiency o f  only 25 percent, i t  would cost about US$25 per poor 
person to provide a direct income transfer. Making the very conservative assumption that 
i t  requires a simple four-fold increase in administrative costs to go f rom 25 percent to 100 
percent targeting efficiency suggests that 100 percent targeting can be achieved at a cost 
o f  US$6.6 per poor person. 

' (US$0.023 - US$O.OOS) x 15OkWh 141 



Table 7.3: Cost of Life-line Tariff and Cost of a Direct Income Transfer That 
Would Provide the Poor With the Same Per Capita Benefit, 2001" 

Policy Total cost 
(US$M) 

Total cost Cost of reaching 
(%ofGDP) apoor 

individual 
(US$) 

Annual cost o f  life-line tariff for the first 
150 kWh (assuming 100% access and full 

Cost o f  providing a 
direct cash transfer to 

Cost o f  providing a 
direct cash transfer to - -  

Targeting at 25% the extreme poor 
(annual cost)" 

* World Bank staf f  estimates. 

7.22 Although the total cost of the current life-line tariff might be higher than the 
total cost of an alternative means-tested system, it could be more cost effective in terms 
of targeting to provide a life-line tariff than a direct income transfer. Table 7.4 shows 
that Bishkek residents' median monthly consumption o f  electricity in 2000-2002 ranged 
from 97 kWh in the summer in houses with n o  electric heat to 402 kWh in the winter in 
houses wi th  electric heat. The data suggest that 50 percent o f  households in these 
neighborhoods in Bishkek consume electricity at a level equal to or  below the life-line. 
With the current poor targeting o f  the Kyrgyz means-tested social protection system, 
which reaches below 50 percent o f  the poor (in some cases, this number could be close to 
25 percent), and the high incidence o f  poverty in the country (49% o f  the population in 
2001), the life-line tariff i s  another important element o f  the social protection system. 

Total transfer amount of benefit i s  assumed to be equal to the total subsidy that i s  received by the poor from the l i fe- 
l ine subsidisation of the bottom block of 150 kWh/month. Cost of providing a direct cash transfer includes total transfer 
amount and administrative costs of i t s  provision. 
lo Total transfer amount of benefit i s  assumed to be equal to the total subsidy that i s  received by the extreme poor from 
the life-line subsidisation of the bottom block of 150 kWh/month. Cost o f  providing a direct cash transfer includes total 
transfer amount and administrative costs of i t s  provision. 
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Table 7.4: Median Monthly Electricity Consumption, kWh, Bishkek, 2000-2002" 

quarter 1 (winter) quarter 3 (summer) 

Housing type 2000 2001 2002 2000 2001 
apartments 
houses wi th  electric heat 

157 160 155 121 118 
402 363 334 196 163 

lhouses without electric heat 1116 1129 1127 197 1103 1 
new areas 
All households 

253 155 160 117 121 
198 185 176 128 124 

* Source: Severelectro. Data for summer 2002 are not available. 

7.23 There are other considerations to bear in mind when deciding between the life- 
line tariff and direct-income transfer: (i) whether the life-line tariff block of 150 
kWh/month is  adequate to provide low-income households with enough electricity to 
meet basic needs; '' (ii) a functioning system to deliver the transfer i s  not yet in place 
and it is not clear when it would be ready to function. Regarding the f i rs t  point, 
calculations (Table 7.3) show that the c o d 2  o f  providing the f i rs t  150 kWh o f  electricity 
at the current price i s  equal to US$28.3M or 1.9 percent o f  GDP. This i s  higher than the 
1.4 percent o f  GDP limit that the Government has set for al l  social protection programs. 
I t  does, however, achieve 100 percent targeting of  the poor and the provision o f  a basic 
minimum level o f  electricity for  al l  households at a cost o f  about US$12.7 per poor 
person receiving the transfer. Regarding the second point, if the additional costs o f  
designing and implementing the new cash allowance system are taken into account and if 
the r i s k  o f  not being able to  introduce it within the period o f  planned reforms (2002- 
2005) i s  considered, the cost o f  social protection might be much higher than the cost o f  
service delivery. In addition to  reaching 100 percent o f  the poor, the lifeline produces a 
positive externality in terms o f  light for reading and other nightime activities and i t  
reduces a potential negative externality caused by the burning o f  dirty fuels. When 
considering the trade-offs between income transfers and lifelines, the environmental and 
health consequences o f  increased usage o f  dirty fuels due to raised tariffs, if any, should 
be estimated in monetary terms. 

Conclusion 

7.24 Restructuring must include/ be accompanied by: 

0 sector reform including sector management reform and continuing tariff reform, 
in order to ensure that power companies wi l l  recover their costs, operating more 

" Previously, the first l i fel ine block applied a low residential tariff to the first 90 kWh of electricity used, but it was 
recently merged into a block of 150 kWh with a unified tariff of 43 tyin/kWh (US cents 0.9) coming into effect in 
March 2002. 
l2 That is ,  the cost recovery tariff of US$0.023 minus the j y j e n t  tariff of US$O.OOS. 



efficiently and that urgently needed investments, especially in distribution 
networks, are made; 

0 service quality improvements, so that households w i l l  see a reason to  pay higher 
rates for  electricity; 
administrative reform, to  reduce the scope for corruption due to  the informal 
payments system, by ensuring that households are charged accurate fees for the 
amount o f  electricity consumed; 

social protection measures such as payment smoothing, direct income transfers or  
establishment of life-line tariffs, in order for poor households to fully benefit from 
improved service quality. 
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8. SOCIAL RISK MITIGATION 

This chapter reviews the eflectiveness and eficiency of the Kyrgyz Republic’s numerous social 
protection programs in reducing poverty and vulnerability, with the aim of highlighting priorities 
for poverty alleviation policy. 

Protecting the poor and vulnerable has been a constant policy priority of the Govemment 
throughout the ‘90s. Despite the low level of GDP and a shrinking revenue base, the magnitude of 
resources channeled transparently or via quasi-fiscal means for social protection was remarkably 
high. I n  relative terms, social protection activities were between 20% in 1995 (the peak of the 
recession during the 90’s) to 12% of GDP in 2001. Without these transfers, poverty would have 
been higher. However, we found that even programs that have explicit poverty reduction goals 
inadequately cover the extreme poor, while entailing substantial leakage to the non-poor. Benefits 
are transferred through a complex web of programs and policies that are dificult to monitor, 
stretch the implementation capacity of the administration asked to pegorm cumbersome means- 
testing, and impose substantial costs on beneficiaries, the private sector and society as a whole. 
There is scope for improvements in program design, to generate a larger reduction in poverty under 
the same resource envelope. Other programs, notably pensions, whose legislated finction is to 
provide social insurance for contributors and their dependents, are departing from their role as an 
instrument for mitigating social risks, and became another redistributive or coping mechanism. 
While this is an appropriate short-term response given the magnitude of poverty, this may need to 
be reconsidered over the medium term. 

The chapter begins with an overview of SP programs. It then assesses the impact of social 
protection programs on income distribution (section B )  and poverty reduction (section C). Section 
D suggests ways to scale-up the poverty reduction impact of social protection programs. Finally, 
the chapter concludes with a review of key issues and priorities. 

A. OVERVIEW OF THE SOCIAL PROTECTION SYSTEM 

8.1 This chapter reviews the effectiveness and efficiency of  the Kyrgyz Republic’s numerous 
social protection programs in reducing poverty and vulnerability, wi th a view to informing pol icy 
and highlighting priorities for poverty alleviation. Social protection i s  a set o f  public interventions 
that assist individuals, households and communities to  manage risk better and provide support for 
the critically poor.’ In the Kyrgyz Republic, the protection o f  the poor and vulnerable is performed 
through three main types o f  transfers or policies (see Tables 8.1 and 8.2): (i) social insurance; (ii) 
social assistance; and (iii) quasi-fiscal transfers associated with the consumption of electricity. 

’ 
Beyond“, International Tax and Public Finance 8(4) 

Holzmann, R. and S. Jorgensen (2001), “Social Risk Management: A New Conceptual Framework for Social Protection, and 
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0 The social insurance system2 consists mainly o f  pensions for former employees or farmers 
(for o ld  age and invalidity) and their dependents (survivorship). Other social insurance 
benefits are sickness or maternity benefits for  contributors, and funeral benefits for 
pensioners. In 2001, this system was 5.1% o f  GDP. F rom the social risk management 
perspective, the social insurance system mitigates a number o f  social risks, such as the risk 
o f  unemployment, accident, disability or lack o f  earning capacity during old-age. 
Increasingly, the redistribution function gains more importance than the insurance function 
(see Box  8.1). 

0 The social assistance system3 includes a number o f  cash benefits, subsidies and privileges: 

1. There are two targeted cash benefit programs: the Unified Month ly  Benefit (UMB. see 
Box  8.2) and social allowances. In 2001, this system was 0.6% o f  GDP. The UMB i s  a 
means-tested cash benefit for individuals f rom the poorest families who are unable to 
support themselves. In 2002, i t  covered the income gap up to a threshold o f  140 Soms 
per capita per month for each chi ld up to 16 years old (up to 21 years old i f in school). 
This amount represents about a fifth o f  the total poverty line, or one third o f  the extreme 
poverty line. According to the H B S  2001, only the poorest 5% o f  individuals would 
qualify for this benefit. Social allowances are cash benefits paid to  defined categories o f  
individuals unable to work (invalids, families wi th  child-invalids, orphans, or mothers 
wi th many children, and elderly people without pensions). For  al l  these categories, the 
guaranteed minimum per capita income i s  established as a multiple (75-300%) o f  the 
UMB threshold. 

2. In addition, there are t w o  targeted subsidy schemes: (i) all households wi th  per capita 
income below 350 Somdmonth and without other subsidies pay electricity, gas, hot 
water and district heating at “sociallv protected energy prices” up to a certain quota, 
while the budget covers the difference between these prices and the posted tariffs o f  the 
parastatals (this scheme applies throughout the country, except Bi~hkek)~; and (ii) in 
Bishkek, households whose utility bill exceeds 27% o f  total income are eligible for 
housing allowances. Due to l ow  coverage, the share o f  these subsidies in GDP i s  
extremely low. 

* A mandatory insurance system, reserved for formal sector employees and their dependents, where in exchange for contributions 
during active l i fe participants are protected against risk of  unemployment, accident, disability or lack of earning capacity during old- 
age. 

T h e  social assistance system provides non-contributory, tax-financed benefits, in cash or in kind, sometimes universal but generally 
targeted toward certain categories o f  the poor or vulnerable. 

The scheme o f  Socially Protected Prices was first introduced in 2000 to protect poor households outside the capital city f rom the 
rising prices o f  district heating, gas and hot water. Households w i th  per capita income below 300 Soms per capita per month were 
eligible to pay “frozen” (1999 price level) tari f fs for consumption o f  these utilities. Ut i l i ty  companies should be reimbursed by the 
MoLSP for the difference between posted and “frozen” prices. Due to i t s  complex design, the coverage o f  the system i s  minimal (a 
few hundred participants). Among the reasons for i t s  failure, we note: (i) the benefit i s  small in comparison to implementation costs; 
(ii) only a few municipalities are applying to the program; (iii) only households without arrears were eligible, and many o f  them 
preferred to continue without payment instead o f  repaying o ld  debt and applying for compensation; (iv) a failure to implement 
disconnection policies for non-payment and a switch in energy use patterns f rom gas to electricity for cooking as gas prices rose and 
supply became unreliable. In Apr i l  2002, after an increase in the price o f  electricity, the scheme was also extended to cover 
electricity. To account for inflation, the eligibility threshold was raised to 350 Soms per capita per month. For electricity, eligible 
households can get 25 Soms per household per month (equivalent to the increase in the price o f  electricity times 15OkWh). 
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Box 8.1: Kyrgyz Pensions at A Cross-road: Insurance or a Coping Instrument? 

Within the social insurance system, pensions are the main social expenditures (4.7% o f  GDP in 2001). 
Pensioners represent 11% o f  the population. The total number o f  pension income beneficiaries, i.e. pensioners and their 
family members represent 32% o f  the population. Without having an explicit mandate for poverty alleviation, pensions 
have a large impact on protecting pensioners and their family against poverty, due to their sheer size and coverage. We 
estimate in section C that in the absence o f  pensions, the poverty rate would increase substantially for pensioner 
households. The poverty headcount would rise by  13% for total and 30% for extreme poverty, and the gap would rise 
by 30% for total and by 62% for extreme poverty. This increase accounts for the fact that, without pensions, these 
households would have mitigated this outcome through increased savings during their active life, offsetting 50% in lost 
earnings. 

Due to the low taxable wage bill, the system i s  financially strained and can afford only small average pensions 
- sometimes paid in kind or late. As a consequence, pension income went down in real terms up to 2000, and recovered 
only slowly thereafter. Currently, there i s  considerable pressure to increase benefits, some o f  which are genuine as the 
system cannot prevent some pensioners from falling into poverty. However, the current contribution rates do not afford 
increases above inflation-n average-and the contribution rates are already too high, preventing the formalization o f  
the economy and the enlargement o f  the contributory base, and thus should be reduced rather than increased. Since total 
spending cannot increase-as a share o f  GDP, the government has been increasing pensions selectively while allowing 
the purchasing power o f  other pensioners to be eroded by inflation. 

The 1997 pension reforms redefined current and future pension entitlements to reflect the expected long-term 
revenues o f  the Pension Fund, by: (i) raising the retirement age; and (ii) eliminating many early retirement privileges. 
These reforms, i f  pursued systematically, are expected to raise the average number o f  contributors per pensioner, 
improving the system’s fiscal health and a reduction in the payroll contribution rate as the economy expands. 

Nevertheless, there remains unfinished business since the 1997 reform agenda: (i) legalizing an indexation 
mechanism; (ii) eliminating in-kind collections and payments; (iii) strengthening pension administration in the area of 
collection o f  contributions, M&E systems, accounting systems, record-keeping, and auditing. The administration o f  the 
pension system s t i l l  involves substantial political discretion, many times at the expense o f  other public services; in 
2001/02, the increase in pensions was made at the expense o f  (the crowded-out) health and employment social 
insurance programs. Another medium-term problem i s  that, even with relatively strong economic growth, average 
pensions w i l l  reach the poverty line (or base pensions w i l l  reach the extreme poverty line) only in 2009. 

More importantly, policy makers would like the system to provide larger pensions more quickly than the 
pension system adopted in 1997 was designed to deliver. This desire results from recognition that the purchasing power 
o f  pension benefits remains inadequate for many pensioners. For example, the average pension i s  only two-thirds o f  the 
general poverty line; and the base pension i s  about two-thirds o f  the extreme poverty line - which in turn covers only 
the food budget incorporated within the general poverty line. Increasingly, the redistribution function gains more 
importance than the insurance function. 

Source: World Bank (2003), ibid. 

147 



3. Privileges or preferential pricing are for certain categories of citizens for transport, 
communications, energy, medicines, health services, housing, vacations and utilities. 
The l i s t  o f  privileged citizens covers war veterans, law enforcement officials, the 
military, invalids, highlanders, Chernobyl victims, and some poor households. 
Dependin on the category, privileged persons are eligible for  loo%, 50% or 25% price 
discounts up to a quota (social norms of consumption). The difference between market 
prices (and posted tariffs in the case of energy and utilities) and amounts actually paid by 
privileged categories within social norms i s  paid to  the energyhti l i ty providers b y  the 
Ministry o f  Labor and Social Protection. The estimated cost of price discounts granted 
to various categories o f  privileged citizens (480,000 persons) was 0.5% o f  GDP in 2001. 

B 

0 Quasi-fiscal transfers, through administered electricity tariffs set below their marginal cost, 
and life-line tar i f fs for household consumption up to 150 KwH (See Chapter 7). Unlike 
social assistance, these implici t  subsidies are untargeted. As r ich people consume more 
electricity than poor people, most o f  the subsidy i s  captured by better-off households. The 
estimated value o f  these transfers was 5.9% of GDP in 20016. 

8.2 Labor market policies are almost nonexistent. The Government renounced their 
implementation after a series of impact evaluations found that active employment measures (AEMs) 
have a poor impact, while the unemployment benefit (UB) scheme was di f f icul t  to implement in an 
environment dominated by informal employment, multiple job-holdings, and weak administrative 
capacity. 
Table 8.i: Social Expenditures of Consolidated General Government, 1995-2001 

1996 1997 1998 1999 2000 200 1 

SP Programs and Policies, 7' of GDP 
Budgeted Social Protection Programs 

Social insurance, o.w.: 
Pensions 
Other social insurance 
Employment fund 

Social assistance, o.w.: 
Unif ied Monthly Benefit 
Social Allowances 
Privileges and other price discounts 

Quasi-fiscal Transfers 
Total Social Protection 

9.7 
7.7 
6.9 
0.5 
0.3 
2.0 
1.8 
0.2 
n.a. 
4.8 

14.5 

8.3 
7.2 
6.5 
0.4 
0.3 
1.1 
1 .o 
0.1 
n.a. 
5.5 

13.8 

7.6 
6.9 
6.3 
0.4 
0.2 
0.7 
0.7 
0.0 
n.a. 
6.4 

14.0 

6.4 
5.6 
5.1 
0.3 
0.2 
0.8 
0.7 
0.1 
n.a. 
10.1 
16.5 

5.2 
4.8 
4.4 
0.2 
0.2 
0.4 
0.3 
0.1 
0.4 
8.9 

14.5 

5.8 
5.1 
4.7 
0.2 
0.2 
0.7 
0.6 
0.1 
0.5 
5.9 

12.2 

Composition of  the SP Programs and Policies 
Social insurance 53% 52% 49% 34% 33% 42 % 
Social assistance 14% 8% 5 70 5% 3 70 6% 

Quasi-fiscal transfers 33% 40% 46% 61% 61% 48% 
Total Social Protection 100% 100% 100% 100% 100% 100% 

Privileges and other price discounts n.a. n.a. n.a. n.a. 3% 4% 

Memorandum Items 
GDP per capita constant price (1996=100) 100.0 108.3 108.8 111.2 116.2 122.5 

Source: World Bank (2003), Kyrgyz Republic: Public Expenditure Review. 

Discounts are given to privileged persons up to a quota that varies by  type o f  consumption: (i) from cost o f  the first 150 kWh 
electricity consumption per month (650 kWh/month during winter time); (ii) from the cost o f  district heating per 35 sq. meters o f  
l iv ing area; etc. 

The electricity-related quasi-fiscal transfers include two elements: (i) transmission and commercial losses above what would be 
acceptable b y  intemational standards, on the assumption that these mainly reflect lax disconnection policies; and (ii) the difference 
between the statutory tariff and the estimated long-run marginal cost for the sector (US$2.3 centslkwh). 
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8.3 From a regional perspective, the current level of budgetary resources mobilized for social 
protection, although much lower than in 1990-95, compares well with other transition 
economies. With about 6% o f  GDP devoted to social protection in 1999-2000, the Kyrgyz 
Republic succeeds in mobilizing more resources than other low-income CIS economies, such as 
Armenia 4.4% (2000), Georgia 3.9% (2000), Moldova 6.2% (2000), Tajikistan 1.3% (1999) or 
Uzbekistan 3.7% (1999).’ W e  lack comparable data on the extent o f  quasi-fiscal subsidization o f  
household consumption in other CIS-7 countries. 

8.4 Table 8.2 provides an overview o f  these programs, their budget and coverage in 2001, target 
group, targeting mechanism and presence o f  explicit poverty reduction objectives. The last column 
indicates the extent to which information on the receipt o f  benefits by households i s  adequately 
captured in the H B S  2001. 

8.5 There is  considerable variation in the average benefit level per household of various SP 
programs and private transfers in the Kyrgyz Republic (see Tables 8.2, 8.3 and 8.4). Among SP 
programs, pensions are the largest transfer, wi th the widest coverage. About one in three households 
receives pension income. At the other extreme, scholarships and UMB transfers are the smallest 
benefits to recipient households. In terms of coverage, the UMB ranks second covering 13.3% o f  
the population’, while scholarships benefit 2.2% o f  the population. 

8.6 I n  contrast, there is  little variation in the level of benefits received by different households 
for a particular program, with the exception of privileges. The coefficient o f  variation for  most 
social protection programs i s  between 0.5-0.9. This means that most social protection programs, 
pensions included here, transfer comparable amounts to eligible households. For pensions, this 
means that the actual benefits paid are more equally distributed than the actual wage distribution. 
For most other programs, this result i s  due to the design o f  the program: most benefits are 
established in a narrow range. The wide dispersion in the amount o f  privileges received by eligible 
households deserves further investigationg. 

8.7 Protecting the poor and vulnerable has been a constant policy priority of the Government 
throughout the ‘90s. Despite the l ow  level o f  GDP and a shrinking revenue base, the magnitude o f  
resources channeled transparently through the budget or v ia quasi-fiscal means for social protection 
was remarkably high. In relative terms, social protection activities covered between 12% (2001) and 
16.5% o f  GDP (1999, in the aftermath o f  the Russian crisis) (see Table 8.1). A large share o f  this 
support - 48% in 2001 and 61% during the Russian crisis - was delivered through quasi-fiscal, 
untargeted, electricity-related subsidies (see Chapter 7 on electricity reform). 

8.8 Leaving quasi-fiscal programs and social insurance aside, in recent years the Government 
managed the transition f rom the system o f  poorly-targeted privileges toward social assistance 
instruments commonly found in Western economies, such as targeted cash transfers or subsidies. 
Substantial scope for improvement remains, however. 

Dobrogonov, A. (2003), “Social Protection in Low Income CIS Countries”, mimeo, ECA Social Protection Unit, World Bank 

The amount of privileges depends on: (i) the level of price discounts the person i s  eligible for, and (ii) h i s  level o f  consumption 

7 

* T h i s  figure differs slightly from the figures found in administrative records (where the corresponding number i s  10%). 

(and access to utilities providing privileged tariffs). 
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Table 8.4: Receipt of  SP Benefits: Household-level Descriptive Statistics, HBS 2001 
Program Mean benefit per Program Share 

participation recipient Hfi Coef. Of in-Total SP 
Number of  cases Percent SomsNear Variation Spending 

Total SP, o.w.: 1444 49.2 % 5626 1.3 100 % 
Pensions 1101 34.8% 6683 0.5 87% 
Scholarship 45 2.2% 652 0.7 1% 
Other social insurance 35 1.4% 1116 0.4 1% 
Unified Monthly Benefit 29 1 13.3% 1117 0.9 4% 
Unemployment Benefit 20 0.6% 1916 0.6 0% 
Other benefits 21 0.6% 2945 1.9 1% 
Privileges 29 1 10.1% 1548 34.6 6% 

Source: Estimations based on the HBS 2001. 

8.9 Despite widespread poverty, the Government’s efforts are weakly targeted towards those in 
need. The Government attempts to perfectly-target benefits that account for  a small share o f  
budgetary and quasi-fiscal resources, but uses less strict or no criteria for  larger programs. There i s  
a disproportionate effort to  means-test the UMB, but no attempt to monitor the targeting 
performance o f  the system o f  privileges, or to quantify the targeting outcomes o f  universal, quasi- 
fiscal transfers. 

0 Mean-tested programs directed toward poverty alleviation represent a small share o f  the 
total budget. The main poverty-reduction programs, the UMB and social allowances, 
represent only 6% o f  total social protection transfers. 
Substantial resources are channeled through untargeted mechanisms such as quasi-fiscal 
subsidies, and to some extent, price discounts. These types o f  subsidies - where the amount 
o f  the subsidy depends on the level o f  consumption, which i s  higher for  richer households - 
are clearly regressive, wi th most benefits being captured by r ich Kyrgyz households. 
Reforms in this area wil l  bring substantial poverty-reduction pay-offs. 

0 

0 Furthermore, the current social protection system omits important vulnerable groups. The 
main gap in coverage (inadequate safety net) is  for poor households of working-age adults 
without children. 

8.10 
f ive years reduced overall targetingperformance of the system (see Table 8.1): 

The change in the relative importance of various social protection programs in the last 

Social assistance - the best targeted set o f  programs - registered the largest fa l l  in relative 
importance, f rom 2% o f  GDP in 1996 to 0.7% in 2001. Over time, the purchasing power of  
social assistance spending was severely cut in real terms during 1996-98, and again in 2000. 
In the last two years, the budget o f  the UMB program has been cut severely beyond i t s  
legislated maximum (from 1.5% o f  GDP to 0.4% o f  GDP), wi th  negative effects on program 
coverage and targeting (see Section C )  and on poverty reduction. 
Pension spending lost one third o f  i t s  share in GDP from 1996 to 2001. In real terms, 
pensions were reasonably preserved at their 1995 level up to the Russian crisis (1998), lost 
purchasing power up to 2000, and recovered modestly thereafter. 
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The only social protection instruments which gained importance in 2001 compared to  1996 
were quasi-fiscal subsidies, although the trend since 1999 was o f  substantial reduction in 
their relative importance. Quasi-fiscal transfers and price discounts became an important SP 
mechanism during the Russian crisis, when they mobilized 60% more real resources than in 
1995, decreasing slightly in 2001. 

Box 8.2: The Unified Monthly Benefit (UMB): The Main Poverty Reduction Program 

The UMB i s  the main poverty reduction program in Kyrgyz Republic: a means-tested cash benefit intended to cover the 
income gap o f  the poorest families up to an indigence line, known as the guaranteed minimal level o f  consumption 
(GMLC). First adopted in Jan-95, the program underwent a number o f  modifications until i t s  current form, regulated by  
Law #15/1998. The “Law on State Benefits” adopted in 1998 established a new Unif ied Monthly Benefit (UMB) as the 
basis for a simplified and unified cash social assistance policy. 

Overall Spending. The overall budget for the UMB and the G M L C  i s  adjusted annually, in line with an assessment o f  
needs and available fiscal resources. In recent years, the Government targeted a total budget envelope around but below 
1% o f  GDP. In practice, the constraint that defines the level o f  the G M L C  i s  not the needs o f  the poorest, but the budget 
constraint. The G M L C  was set at 120 Soms per person per month in 2001, and 140 Soms in 2002, equivalent wi th 1/3 
of the extreme and 1/5 o f  the total poverty line. 

The Means-Test. The income taken into account to determine thefirst step o f  the eligibility for UMB consists o f  the 
total income earned by  every member o f  the household. I t  consists o f  cash income, and imputed farm income. 
- Cash income includes any type o f  monetary income net o f  taxes: wages, bonuses, social protection transfers, 

profits from registered firms; rents and other property income, dividends, interest, insurance premiums, and private 
transfers. Some temporary or one-time benefits such as funeral allowances, some disability pensions and maternity 
allowance are excluded. To  calculate per capita income, aggregate income i s  divided by  the number o f  members in 
a household. 
Farm income includes estimated earnings from the land owned b y  the household. A set o f  norms that translates 
land ownership into income have been adopted in 1998, to be used up to 2003. According to the Law on State 
Benefits, the Parliament (Jogorku Kenesh) i s  entitled to revise and ratify annually the norms for imputed farm 
income, considering the changes in the crop structure and their market price. A new legislation i s  under 
consideration, which provides similar income norms for livestock production. These norms vary b y  oblasts, 
districts, type o f  land (farmland or allotment) and i t s  quality (irrigated or non-irrigated). 

The second step for grant eligibility for the UMB i s  to determine special categories o f  dependent members in the family. 

- 

Benefit Formula. The program covers the income gap up the GMLC, only for special categories o f  dependent members 
in a family: 1) children under 16, students under 18, enrolled in secondary educational institutions; 2) students under 21, 
attending higher educational institutions, secondary special and professional-technical educational institutions wi th the 
exception o f  those enrolled part-time and by  correspondence. If household per capita income i s  less than G M L C  and 
there are eligible family members, the household i s  then entitled to a benefit calculated as: 

where UMB i s  the amount received per household, APMI per capita monthly income, and p the number of household 
members with regular UMB eligibility. Thus, the size o f  the benefits pulls up monthly income to at least GMLC, 
proportional with the share o f  family members that are eligible for UMB. 

UMB = (GMLC - AF’MI)*p 

Improving the UMB - the Government’s Position. The Government recognizes the need to improve the adequacy 
and targeting o f  the UMB. The most recent efforts include an increase in the budget, a commitment to make most 
payments in cash, and the launching o f  monitoring efforts in the form o f  an “audit” o f  beneficiaries that w i l l  be carried 
out by  an independent local institution. Previous assessments suggested that the system has been relatively well 
targeted in the use o f  resources-a result mainly driven by the fact that the targeting formula i s  dominated by  the 
number o f  children in the family, which correlates strongly with poverty. However the authorities have found that a 
substantial portion o f  the poorest households are not reached by the UMB. 

Source: Adapted from Adapted from KinD and CASE, Kyrgyz Republic Beneficiary Assessment. 
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8.1 1 Furthermore, attempts of the administration to fine-tune means-tested mechanisms are 
unlikely to succeed in an environment where such a mechanism is difficult to implement. 
Benefits are transferred through a complicated web o f  programs and policies, that are dif f icult  to  
monitor, stretch the implementation capacity o f  the administration asked to perform cumbersome 
means-tests, and impose substantial costs on beneficiaries, the private sector and society as a whole. 
All targeted programs use a combination o f  income testing and categorical targeting, despite the 
informal character o f  the Kyrgyz economy. This i s  particularly acute for  the UMB program, where 
most o f  the program beneficiaries are extremely poor rural inhabitants deriving their livelihoods 
f rom subsistence agriculture. For these households, the income test i s  impossible to implement, 
being replaced by an imperfect land test. As argued in section D, there i s  scope for improvements in 
program design, to generate a larger reduction in poverty under the same resource envelope. 

8.12 The poverty reduction agenda may further benefit from an increased consistency in 
defining the target group of various policies, and by using comparable thresholds to identih 
those most in need. Although the declared or implici t  goal o f  these social protection programs i s  to 
protect the poor or vulnerable, each program uses its own threshold, or implici t  poverty line, to 
determine eligibility for i t s  benefits (see Table 8.3). The poverty lines recently estimated by 
Natstatkom bear little relevance for the implementation o f  social protection policy. Both are much 
higher than the per capita income thresholds used by most poverty alleviation programs. In 2001, 
UMB assistance was granted only to individuals with per capita income o f  less than 21% o f  the 
poverty line, and socially protected prices were applied only to households wi th  per capita incomes 
o f  less than 52% o f  the poverty line. Other examples are provided in Table 8.3. This situation i s  far 
from optimal on a number o f  accounts: (i) i t  stretches the l i m i t s  o f  the administrative capacity of  
the Ministry o f  Labor; (ii) it  generates the potential for  wasteful duplication; (iii) i t  makes it hard to 
assess the group o f  poor who do not receive any SP transfers. 

B. THE IMPACT OF SOCIAL PROTECTION PROGRAMS ON INCOME DISTRIBUTION 

8.13 The previous section highlighted the large redistributive effort occurring in the Kyrgyz 
Republic, through fiscal and quasi-fiscal means. Both social insurance and social assistance 
spending are designed to be redistributive: to  transfer resources f rom current to past workers in the 
case o f  pensions, and from taxpayers to the poorest families in the case o f  targeted social assistance. 
H o w  successful i s  this redistribution in reducing inequality? H o w  are program benefits being 
distributed? Who  are more l ikely to capture the benefits o f  social protection programs, the poorest 
or the richest? 

8.14 To determine if social protection programs are reducing inequality, or if the benefits are 
being distributed to the poorest strata of the population, one should identib what welfare would 
have been without government intervention, or the counterfactual per capita consumption. Many  
benefit incidence studies subtract the entire amount o f  the transfer from household income or 
consumption to approximate pre-intervention welfare, and then rank the population into quintiles. 
Such approximation assumes, in fact, that there i s  n o  replacement of  lost income through savings, 
takmg on a second job, remittances or other behavioral responses. This assumption i s  implausible. 
Other studies take the post-transfer or observed consumption as the welfare indicator. This 
alternative approximation assumes that any change in social protection transfers would be fully 
replaced by other income sources, and it i s  equally implausible. The correct counterfactual 
consumption w i l l  subtract the program benefits, but add the replacement income households would 
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generate through their behavioral responses had they not benefited f rom the intervention. A series o f  
estimates seems to suggest that the share o f  the replacement income would be around 50% o f  the 
value o f  the transfer (see Annex 8.1). In order to estimate the inequality-reducing (and, in the next 
section, the poverty-reduction) impact o f  social protection transfers, we net out 50% o f  the transfers 
f rom household consumption, and rank households based on this counterfactual consumption. 
Whi le this estimate i s  not precise, the results presented in the paper are robust as regards to the 
choice o f  a different share for  replacement income, especially for transfers that small compared to 
household income. Thus, the assessment o f  the inequality- or poverty-reducing potential o f  the 
UMB, social allowances, subsidies or privileges would be robust as regards the choice o f  this 
parameter, while this would tend to differ in the case o f  pensions. 

8.15 While the paper evaluates the impact o f  SP transfers on reducing consumption poverty, we 
recognize that this i s  a narrow objective, and not necessarily the objective o f  the transfer program in 
question. For instance, the main objective o f  the pension system i s  mitigating old-age risk, with 
poverty reduction as a subsidiary objective. Some social insurance benefits, such as maternity leave, 
have even less pronounced poverty reduction objectives - they ensure that contributors get a smooth 
income stream if risk occurs. Other programs may seek to influence household behavior in non- 
monetary dimensions, as in the case o f  conditional cash transfer programs in other countries. These 
objectives are important, but are not assessed here. 

8.16 Caution should be exercised in interpreting the counterfactual consumption. Whi le the 
model suggests that, on average, hal f  o f  the transfer income would be substituted by replacement 
income, it does not tell us if the resulting behavioral changes are desired or not. In some cases, a 
reduction in the transfer income may force a households to sell their assets at distress prices, or to 
pull children out of  school and make them work instead. Such reactions will reduce poverty only 
today, at the expense of increasing household vulnerability to poverty, or by transmitting poverty 
from one generation to the next. These important aspects are not analyzed here. 

8.17 Acknowledging that the estimate o f  the counterfactual consumption i s  not precise, the annex 
to this paper reports al l  the results f rom this chapter under two extreme hypotheses, o f  no or full 
replacement income (0% and 100% marginal propensity to consume out o f  social protection 
transfers). The assessment o f  the inequality- or poverty-reducing potential o f  the UME3, social 
allowances, subsidies or privileges i s  found to be robust to the choice o f  this parameter. The results 
tend to differ in the case o f  pensions, which are found substantially more progressive under the 
hypothesis o f  100% marginal propensity to consume, and regressive under the assumption that they 
are crowding out other transfers or forgone incomes. 

8.18 
o f  social protection transfers. A transfer is :  

Three related concepts are used to identify the inequality-reducing or redistributive impact 

Regressive: i f the poorest groups receive a smaller share o f  program benefits than the share 
o f  the group in total consumption. I f  the share o f  the poorest quintile in total consumption i s  
7%, and the group captures only 5% o f  the program benefit, the program i s  regressive. 

Mildly Progressive, if the poorest groups receive a larger share o f  program benefits than the 
share of the group in total consumption, but less than the share o f  the group in total 
population. If the share o f  the poorest quintile in total consumption i s  7 %  (and in total 
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population i s  20%), and the group captures 10% o f  the program benefit, the program i s  
mildly progressive. 

0 Hiahlv  Progressive, i f the poorest groups receive a larger share o f  program benefits than the 
share o f  the group in total population. I f  the share o f  the poorest quintile in total 
consumption i s  7% (and in total population i s  20%), and the group captures 21% o f  the 
program benefit, the program i s  mildly progressive. 

8.19 
reduction as well. 

Progressive transfers contribute to inequality reduction, and may contribute to poverty 

A transfer can be characterized as progressive or regressive given the distribution o f  
program benefits across the income distribution (groups), i.e., the incidence o f  i t s  benefits. 
There are three ways in which one can assess the benefit incidence o f  a program: 

0 Statically: What share o f  program benefits accrue to  a particular income group or quintile? 

0 Marginally: Given a small increase (decrease) in the size o f  the program, which income 
groups w i l l  capture (lose) the extra benefits? 

0 Dynamically: if households are ranked based on the changes o f  their per capita consumption 
over time, would program benefits accrue to  households who suffered shocks (in the poorest 
dynamic quintile) or  would they not be responsive to  such events. 

Coverage of Social Protection Programs 

8.20 
population 
participants): 

Social protection programs, excluding quasi-fiscal benefits, reach about 50% of the 
directly (program participants) or indirectly (the household members o f  program 

0 Social insurance programs, notably pensions, have larger coverage, with higher incidence 
among poor, rural and female-headed households. Overall, 35% of the population lives in 
households that receive pensions (Table 8.5). The single most important program in terms 
o f  coverage (and volume o f  transfers) i s  pensions, given the relatively large size o f  
pensioner households (3.5) and not by  the high share o f  eligible elderly (10% o f  total 
population). Coverage o f  social insurance i s  50% higher for the bottom quintile than the top 
quintile and higher for  urban residents and female-headed households. 

0 Coverage of social assistance programs, although more limited, is better targeted to the 
poorest strata of the population. About 13% o f  the population receives some form o f  
targeted social assistance, and this share i s  higher for the poorest quintile, rural or male- 
headed households. Other programs, l i ke  scholarships and privileges, are captured to  a large 
extent by the non-poor. 
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Consumption quintile 
Total poorest 2 3 4 richest 

Total SP, o.w.: 49% 65 % 47 % 46% 43% 45 % 
Pension 35% 44% 36% 34% 32% 29 % 
Scholarship 2% 1% 0% 3% 3% 4% 
Other SOC Insurance 1% 1% 0% 2% 1% 3% 
Unified Monthly Benefit 13% 31% 15% 10% 7% 4% 
Privileges 10% 14% 7% 6% 10% 14% 

Distribution of Social Protection Benefits Across Groups and Benefit Adequacy 

Total 

8.21 Whi le the previous section examined the coverage o f  programs (in terms o f  “people” or 
beneficiaries), this section examines the distribution o f  benefits (the target “incidence”) of social 
protection programs using data f rom the H B S  2001. Two  concepts are used: (a) absolute target 
incidence, which measures average benefits received by any particular group as a share o f  total 
benefits (or the targeting outcomes o f  a program); and (b) relative incidence, which measures the 
average benefits received by any particular group as a share o f  average total consumption for that 
group (i.e., the relative “importance” o f  a program, or the adequacy o f  the benefit in protecting the 
recipient against poverty). 

poorest 2 3 4 richest 

8.7% 
7.6% 
0.0% 
0.1% 
0.3% 

18.2% 11.2% 9.7% 7.8% 5.7% 
15.3% 10.4% 8.6% 7.2% 4.6% 
0.08% 0.01% 0.04% 0.07% 0.04% 
0.10% 0.00% 0.07% 0.03% 0.07% 
2.0% 0.5% 0.3% 0.1% 0.1% 

Total SP 
Pension 
Scholarship 
Other SOC Insurance 
Unified Monthly Benefit 

Privileges 

100% 
100% 
100% 
100% 
100% 

0.5%1 0.6% 0.3% 0.5% 0.3% 0.8% 

19% 17% 19% 20% 25% 
18% 18% 19% 21% 23% 
16% 2% 14% 34% 34% 
17% 1% 22% 12% 49% 
54% 20% 13% 7% 6% 

Privileges I 100%1 9% 6% 17% 11% 57% 
Counterfactual Consumption lOO%I 9% 13% 17% 23% 39% 
Benefit adequacy (ratio of  benefitkonsumption) 
Total SP 

Pension 
Scholarship 
Other SOC Insurance 
Unified Monthly Benefit 

8.22 Overall, in the Kyrgyz Republic, social protection transfers are regressive in absolute 
terms, but progressive in relative terms. Specifically, the top quintile receives close to one quarter 
(25%) o f  al l  public social protection spending, as compared to the bottom quintile, which receives 
only 19% (upper panel in Table 8.6: distribution o f  SP benefits across groups). In other words, the 
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richest receive a larger absolute public transfers than the poorest. Nonetheless, these transfers are 
relatively more important to the poor than the non-poor (lower panel in Table 8.6: benefit adequacy 
or ratio o f  benefit to  consumption). Specifically, public transfers represent 18.2% o f  total 
consumption for the poorest quintile, as compared with 5.7% for the top quintile. 

This trend i s  given by the pension system, and masks the poor performance of other 
programs - scholarships and other social insurance programs - in promoting vertical or 
horizontal equity. Ha l f  o f  the “other social insurance benefits” and one third o f  the 
scholarships are captured by the richest quintile. Urban and female headed households are 
more l ikely to  cash these benefits. The portion o f  privileges captured in the H B S  seems to 
favor the richest quintile in absolute (20% of the population that captures 57% o f  the 
benefits) and relative (they contribute to 0.8% to the consumption o f  the richest quintile, and 
only to 0.6% o f  the consumption o f  the poorest quintile ) terms. 

Social assistance programs are better targeted toward the poorest. The UMB i s  progressive 
in absolute and relative terms. For instance, the poorest quintile receives a higher share o f  
benefits compared not only to  their share in population (54% o f  the program outlays for 20% 
o f  the population), and also with their share in total consumption (54% compared to 9%). 

Average and Marginal Incidence of Social Protection Programs 

8.23 In the preceding sections, we estimated the distribution o f  program participants by quintile. 
In Table 8.5, when we analyzed program coverage by quintile, we investigated how program 
participation varies wi th  the income status. The upper panel o f  Table 8.7 presents the same 
information differently: what share o f  program participants are f rom each quintile. For a given 
quintile, program participation in excess o f  20% (the share o f  the population f rom each quintile in 
total) indicates that the program has a better coverage o f  that quintile; necessarily, this should be 
compensated by lower coverage o f  the remaining quintiles. Good poverty alleviation programs w i l l  
cover a high share o f  participants f rom the poorest quintiles. 

8.24 The distribution of program participants in 2001 by type of SP program reveals, again, 
that UBM has the best performance in this respect (46% of the program participants are f rom the 
poorest quintile, and another 22% are f rom the second quintile), while scholarships, other social 
insurance programs, privileges and foreign remittances cover relatively fewer poor than rich. 

8.25 The current distribution o f  program participants, however, i s  a oor indicator o f  how 
marginal benefits w i l l  be distributed if the size o f  the program w i l l  change. If the socioeconomic 
composition of a program changes as programs expand or contract, the distribution o f  the new 
program participants w i l l  be different than the current ones. One can distinguish the case o f  early 
capture, when the poor benefit f rom the program in the initial stages, but as the program expands, 
the non-poor w i l l  capture most o f  the gains f rom increased participation. In contrast, some 
programs may exhibit late capture by the poor. In the init ial  stages o f  program implementation, the 
non-poor get most o f  the benefits. However, as the program expands, the poor get most o f  the gains 
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f rom increased participation. When reforming existing social protection programs, by rationalizing 
some and expanding others, i t  i s  the marginal distribution o f  beneficiaries that conveys the right 
information to reallocate funds among competing programs and better focalize resources towards 
the poor. 

Table 8.7: Distribution of  

Average distriburion of beneficiaries, 
Pension 

Other SOC Insurance 
Unified Monthly Ben. 
Privileges 

Remittances 
Foreign Remittances 
Marginal disti-iburion of beneficiaries, 
Pension 
Schollarship 
Other SOC Insurance 
Unified Monthly Ben. 
Privileges 
Alimony 
Remittances 
Foreign Remittances 
Memorandum Items 

Schollarship 

Alimony 

Share in Total Population 
Share in Total Consumption 

8.26 The lower panel in Table 8.7 gives the marginal distribution o f  program participants, for  a 
given increase or decrease in program size. Let’s take pensions, for  example. In the upper panel, we 
found that 25% o f  pensioners are f rom the poorest quintile, and 17% from the richest quintile. 
Now, let’s imagine that the number o f  pensioners increases by 100. Out o f  these 100 new 
pensioners, 23 w i l l  be from the poorest quintile, and 18 from the richest quintile. The pension 
program i s  an early capture program, although only mildly so. The validity o f  our inferences i s  
l imited to  marginal changes in program participation, say, an increase by 1% to 10%. These 
estimators wi l l  be a poor guide for a major reform o f  the program. 

Program Beneficiaries by Quintile, Average and Marginal, 2001 
Consumption quintile 

by quinrile (share of beneficiaries in a given quintile in rota1 beneficiaries) 
Total poorest 2 3 4 richest 

100% 25% 20% 19% 18% 17% 
100% 13% 2% 25% 23% 37% 
100% 14% 2% 23% 16% 46% 
100% 46% 22% 14% 11% 6% 
100% 27% 14% 12% 21% 27% 
100% 19% 7% 24% 28% 22% 
100% 21% 19% 20% 19% 21% 
100% 12% 11% 16% 5% 56% 

100% 23% 20% 20% 19% 18% 
100% 15% 4% 33% 21 % 26% 
100% 16% 2% 22% 14% 47% 
100% 37% 22% 15% 14% 11% 
100% 32% 15% 13% 17% 23% 
100% 26% 7% 20% 25% 22% 
100% 21% 20% 20% 19% 20% 
100% 20% 17% 18% 5% 41% 

100% 20% 20% 20% 20% 20% 
100% 9% 13% 17% 23% 39% 

by quintile ((share of beneficiaries in a given quinrile for a given increase/decrease) 

8.27 The UMB i s  another example o f  an “early capture” program. Out o f  100 new program 
participants, 37 w i l l  be from the poorest quintile, and only 11 wil l  come f rom the richest quintile. 
Compared to the current distribution o f  program participants, the distribution o f  new participants 
w i l l  be less targeted towards the poor, but i s  s t i l l  the best among existing programs. W e  interpret 
these findings as follows. In the absence o f  changes in program design, expansion o f  the UMB 
program wil l  be pro-poor, but increasingly less so. T o  maintain, or even improve, the targeting of 
the UMB on the extreme poor, changes in program design are required (Box 8.3). 

8.28 Scholarships, other social insurance programs, or foreign remittances are an example o f  late- 
capture programs. Reducing participation in these programs w i l l  affect primarily the richest strata 
o f  the population. If any o f  these programs wil l  reduce i t s  participation by 100 beneficiaries, the 
number o f  un-served beneficiaries f rom the richest quintile wi l l  be 47 in the case of other social 
insurance programs, 41 for foreign remittances, and 26 for scholarships. Privileges are a mix o f  
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programs. A reduction in the program w i l l  entail disproportionately high losses in participation both 
in the highest and lowest quintiles. 

8.29 This analysis suggests that a rationalization o f  the scholarship, other social insurance 
programs, and privileges may improve the poverty-reduction outcomes o f  the SP system, i f the 
programs’ savings are redirected toward the UMB. Furthermore, the focalization o f  the UMB 
program itself may be improved, as illustrated in section D. 

Box 8.3: UMB: Problematic Design Features 

There are a number o f  problematic design features o f  the UMB. The program i s  very selective in covering those l iving 
below the extreme poverty line and excludes the working poor. Individual-level targeting has a number o f  drawbacks: 
- Poverty i s  a household characteristic. The Government gives selective support to some members o f  households, 

but resources are shared in the household. In the end, the vulnerable children who are targeted b y  the program wi l l  
get less than the GMLC, even if their parents w i l l  fairly share the income among al l  members (which may not be 
the case). 
The program does not support to the working poor without children. Even if the program i s  successful in excluding 
households without children, there are young households who lack remunerative employment opportunities to build 
their economic base. Prolonged destitution may have a negative impact on the development potential o f  these 
households. Given the fact that these are able-bodied individuals, a workfare program may be the adequate 
response for this group. I f  the program w i l l  provide a benefit below the minimum wage for unskilled labor, i t  can 
effectively self-target the destitute youth. If well implemented, a workfare program can provide enhanced coping 
capacity to this vulnerable group, an insurance against falling deeper into poverty, and can produce assets that may 
benefit the poor (roads, schools or health center repairs). 

- 

While means-testing i s  difficult due to the large informal sector and weak administrative capacity, the UMB i s  
attempting to fine-tune the computation o f  the benefit to a level where benefits are much higher than costs. 
- While the program attempts to grant each household a benefit equal to the income gap, the administration cannot 

check if the per capita income figure i s  accurate. To  start with, the information required for such an exercise - 
household income - i s  incomplete and hard to monitor. A large share o f  income i s  informal agricultural income, 
affected by  seasonality, weather and price shocks. Current income may deviate substantially from the static 
“income norms” legislated by  Parliament. Furthermore, a large part o f  farm income - from livestock production - 
i s  not taken into account. Rents, dividends, and interest or insurance premiums are difficult to monitor. Fiscal 
registries are not interconnected, and only a few o f  them are computerized. 
Adverse incentive effects. In many cases, the costs for the means-test are high for the applicant, making the 
program unattractive. Furthermore, the UMB has potential work disincentives, such as imposing a marginal tax 
rate o f  100% on the income o f  the beneficiaries, conducive to poverty traps. 

- 

Dynamic Incidence of Social Protection Programs 

8.30 
shocks’’. This result i s  consistent with: 

Within the current program mix, none of the programs help households mitigate income 

0 The absence o f  the unemployment benefit program, that would respond to formal labor 
market shocks; 

Households have been broken down into quintiles based on the percentage change in consumption between 1999 and 2001, and 
program benefits have been attributed to these “dynamic quintiles”. If some o f  the social protection programs were targeted toward 
households experiencing income shocks, then most program benefits would have been concentrated in the poorest dynamic quintile. 
To our surprise, none of the programs had this feature. 
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0 The implementation o f  the UMB. Most o f  the program beneficiaries are rural inhabitants 
(78% of the total), without formal incomes, dependent on subsistence agriculture. For these 
households, UMB eligibility i s  largely determined by  the amount o f  land owned by the 
household, and the household size and demographic composition. All these parameters 
would have lower variance compared to  agricultural output. Thus, households with l o w  land 
endowment and high dependency ratio w i l l  be covered by the program irrespective o f  the 
agricultural income they earn, while rural households wi th more land but who are affected 
by shocks w i l l  be excluded from the program. 

The analysis suggests that the coping function of the UMB program i s  insufficient to lifl 
program recipients out of their close-to-destitution level. T o  be successful, i.e., to lift the 
extreme poor out o f  poverty, the program should offer remunerative employment 
opportunities to active members o f  households (currently excluded from benefits). A food- 
for-work or public works program may serve this function, in addition to providing an 
income-insurance function for the destitute and by creating assets that may benefit the poor. 

c. THE IMPACT OF SOCIAL PROTECTION PROGRAMS ON POVERTY REDUCTION 

8.31 The previous section assessed the impact o f  social protection programs on reducing 
inequality. This section takes a narrower look, at the poverty reduction impact o f  these programs. 
The f i rs t  part of this section investigates duplications of gaps in program coverage. Next, the 
impact o f  the social insurance and social assistance programs on poverty reduction i s  assessed. 
Social insurance, notably pensions, i s  found to  have the largest poverty reduction impact, due to  the 
size o f  their benefits and their coverage. However, controlling for  program size, the UMB and 
possibly social allowances are found to  be more efficient instruments for poverty reduction: the 
program cost for  a 1 Som reduction in the poverty gap i s  lower. 

8.32 Using three related concepts o f  coverage, absolute targeting incidence and adequacy - share 
o f  program benefits in the consumption o f  the beneficiary - the last part o f  this section highlight 
that good UMB targeting performance i s  accompanied by weak coverage and benefit adequacy. Al l  
other programs except pensions - privileges, scholarships and other social assistance programs - are 
weak poverty-reduction instruments. 

Duplications and Gaps in Coverage 

8.33 Despite the substantial financial effort, budgeted social protection benefits do not reach 
half of the poor, including 40% o f  the extreme poor (see Table 8.8). The inadequate coverage o f  
the system i s  due to a set of  eligibility rules that exclude the working poor without children. About 
11% o f  al l  households, and 8.6% o f  non-poor households, cash in more than one social protection 
benefit. 
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Table 8.8: Duplications and Gaps in the Coverage with Social Protection Programs 
Poverty status & r e m  Moderate Not poor Total 
Not covered 39.2 54.9 57.4 51.5 
Pensions 26.2 28.8 22.8 25.6 

Unified Monthly Benefit 13.3 6.3 3.3 7.1 

More than one Benefit 19.8 6.1 8.6 10.9 
Total 100.0 100.0 100.0 100.0 
Note: Poverty groups are identified by consumption in the absence of  SP transfers. 
Source: Estimations are based on the HBS 2001. 

Scholars hip 0.2 1.5 1.4 1.1 

Privileges 1.3 2.4 6.5 3.8 

8.34 The uncovered extreme poor are more likely to be younger households, headed by married 
males with none or few children (especially 0-6 year old children). Furthermore, the uncovered 
extreme poor are relying on l ow  wages or non remunerative self-employment and are more literate 
(while those covered are elderly pensioners or on another form o f  state support, wi th lower 
education). By location, the uncovered poor are more l ikely to be found in urban areas, or in Jalal- 
Abad or Chui oblasts, and less l ikely to  be found in Naryn and Osh oblasts. These regional 
disparities may be associated with difficulties in the implementation or financing o f  poverty 
reduction programs, such as the UMB and social allowances. 

8.35 Duplication of the social protection benefit at the household level reaches 11% of the 
population. A substantial share o f  program beneficiaries (defined as individuals and their family 
members receiving at least a transfer) receive support f rom more than one program. The extent o f  
program duplications i s  larger among the extreme poor (20% of these households receive multiple 
benefits), moderate among the non-poor, and lowest among the moderate poor. Such a level o f  
program duplication may call for the rationalization o f  some these programs. With the current 
information, we cannot point out what specific programs seem to overlap. In some instances, 
supplementary benefits are piggy-backed on categorical or income-based eligibility for other 
primary transfer programs as a way to provide additional, specific assistance to families with a 
specific need. In such cases, the issue i s  whether there i s  a coherent strategy underlying such benefit 
relationships and whether income tests are appropriately structured to  deal wi th  linked benefits. 
Collecting better survey and program data i s  a necessary first step for better monitoring and 
evaluation of these programs. 

8.36 Households benefiting from more than one SP program tend to be headed by older 
persons, unmarried or female heads, have relatively more children (especially 0 to 6 years old). 
These households are less l ikely to earn wages, entrepreneurship or farm income, and to rely more 
on the in-kmd income f rom household plots. A larger share o f  households benefiting f rom multiple 
SP programs are found in urban areas, in Osh and Bishkek oblasts, and less so in Jalal-Abad, Talash 
or Chui oblasts. Beneficiaries o f  multiple social protection programs, mostly pensioners, are also 
found to have better access to utilities, have more durables, and own more livestock but less land. 

Aggregate Impact on Poverty 

8.37 Simulations suggest that social protection has a sizeable impact on poverty, controlling for 
the behavioral responses of households to public transfers (Figure 8.1). Without social protection 
spending, observed poverty would have been substantially higher. Among social protection 
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beneficiaries, the extreme poverty headcount would have increased by 24%, the gap by 42% and the 
severity o f  poverty by 57%. Total poverty would have increased as well, wi th 10% for the 
headcount, 22% for the gap and 31% for poverty severity. Pensions have a larger impact on poverty, 
both because o f  the higher level o f  funds they channel to pensioners, and the redistributive function 
that has gained prominence in the last few years. As for  social assistance, notably the UMB 
program, the system does not manage to substantially change the number o f  extreme poor, but 
contributes substantially to the reduction o f  their income gap, especially for the poorest quintile. 

Figure 8.1: Impact of SP on Poverty and Inequality 

Note: Poverty groups are identified by consumption in the absence of SP transfers. 

Cos t-Benefi t Analysis 

8.38 Different programs contribute toward the poverty reduction goal proportionally with the 
amount o f  resources channeled through the program (transferred to the beneficiaries) and the degree 
o f  targeting. One way to focus on the targeting performance o f  various programs i s  to estimate the 
amount o f  resources spent in order to reduce the poverty gap o f  the program beneficiaries by 1 Som. 
In this section, we use a simplified cost-benefit analysis (CBA) framework to assess the 
contributions o f  various social protection programs in reducing poverty. For each program, we 
computed a costhenefit ratio: 

0 The benefits o f  the social protection (SP) programs were judged against their impact on 
reducing poverty, i.e. how much they contribute to the reduction in the poverty gap. 
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0 Program costs include the benefits transferred to program participants (without 
administrative costs, or other intake-costs for  participants). 

The estimation proceeds in three simple steps: 

0 First, we compute estimates o f  the current and counterfactual poverty gap12. T o  estimate the 
counterfactual poverty gap, we use the results reported in section B, that the level o f  
consumption in the absence o f  a welfare program equals current consumption minus half o f  
the welfare benefit . 

0 Second, we estimate the contribution o f  the program in reducing the poverty gap, as the 
difference between the observed and counterfactual poverty gap13. 

0 Third, we estimate the cost-benefit ratio by dividing the reduction in the poverty gap due to 
the program by total volume o f  benefits derived f rom that program. 

8.39 Due to limitations in the H B S  data, the program cost includes only the cost of the benefits 
provided through the program as reported or assessed b y  the beneficiary. This means that neither 
administrative costs nor other hidden costs (time and monetary costs associated with the means-test, 
supported by the beneficiary) are taken into account. The resulting ratio gives the numbers o f  Soms 
spent per a 1 Som reduction in the poverty gap, and the lower the number (preferably closer to  one), 
the better the outcome. T o  test how sensitive the results are to the choice o f  the poverty line, we 
estimate cost-benefit ratios for both the total and extreme poverty lines. 

8.40 Comparing the costs'4 and benefits of social protection programs reveals that social 
assistance programs are the most efficient in reducing poverty (Figure 8.2). The UMB program 
costs 1.2 (1.7) Soms to reduce the total (extreme) poverty gap by 1 Som. The next most efficient 
program, from the l i s t  o f  programs for which we can estimate these indicators wi th  sufficient 
precision in H B S ,  i s  pensions. Other SP programs other social insurance benefits, scholarships) 
have a moderate performance in reducing poverty (and less so in reducing extreme poverty). 
Privileges stand out as an extremely inefficient poverty-alleviation tool. 

l2 The  counterfactual poverty gap takes into account important incentive effects, i.e. households w i l l  change their behavior i f  public 
transfers were discontinued (getting more work, receiving private transfers, etc.). 
l3 The implicit social welfare function used in the CBA penalizes all spending in excess o f  the household poverty gap. Such criterion 
fa i ls  to take into account the facts that: (i) some social programs have multiple objectives; (ii) i t  i s  not feasible to "fill the poverty 
gap" via passive transfer policies (i.e., the administrative costs for such fine targeting may outweigh the marginal benefits f rom the 
transfers, and such programs may have adverse incentive effects: poverty traps for those close to the poverty line, who w i l l  be 
discouraged to seek work as they may loose program benefits). 
l4 Due to data limitations, the costs used for this analysis include only the value o f  the benefits provided by  the programs as reported 
by  the beneficiaries in the HBS 2001. They do not include administrative costs or potential incentive effects. 
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Figure 8.2: Cost-Benefit Ratio of Social Protection Programs 

0 5 10 15 

Overall Effectiveness of SP Programs in Reducing Poverty 

8.41 The indicators o f  coverage, absolute target incidence, and relative target incidence 
(importance/adequacy) al l  reveal important information about the effectiveness o f  SP programs. 
This section seeks to combine those multiple indicators for  a more comprehensive review o f  these 
programs, in particular with respect to their effectiveness in reducing poverty. 

8.42 Figure 8.3 plots in a single graph the three related concepts o f  coverage, absolute target 
incidence, and adequacy for various social protection programs and private transfers based on a 
simulated model that classifies the poor based on a counterfactual o f  consumption (in the absence o f  
transfers, see section B). The x-axis presents the coverage o f  the poor. The share o f  total benefits 
received by the poor i s  plotted on the y-axis (absolute target incidence). Adequacy (relative 
incidence) i s  captured by the size o f  the “bubbles” in the graphs. A “perfectly-targeted program” 
would be located on the upper right-hand side o f  these graphs, wi th  a large bubble (equal to the size 
of the poverty gap before the transfer). 

8.43 The effectiveness of programs and policies varies significantly (Figure 8.3). Three types o f  
programs are observed. First, the unified monthly benefit has the best targeting performance, 
although low coverage and benefit adequacy. Second, pensions are less wel l  targeted but have the 
largest coverage o f  the poor and extreme poor. Finally, scholarships, other social insurance 
programs and privileges have high leakage, l ow  coverage o f  the poor and low  benefit adequacy. 
The third group o f  programs i s  a good candidate for rationalization, the resulting savings might be 
added to the UMB to expand i t s  coverage. 
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Figure 8.3: Effectiveness of Social Protection Programs in Reducing Poverty 
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Coverage of e n m m  poor: '70 o f e n r e m  poorreceivmg the benefit 

Note: The size of the bubbles i s  proportional to the relative importance 
of the transfer m the consumption of the recipient 

Note: Poverty and consumption quintiles are estimated in the absence o f  SP transfers. 
Source: Estimations are based on the HBS 2001. 

D. SCALING-UP THE POVERTY REDUCTION IMPACT OF SOCIAL PROTECTION SPENDING 

8.44 Among social protection programs, the UMB seems to be the best tool for poverty 
reduction. As such, this section explores ways to improve the coverage and targeting o f  the program 
(Box 8.4), and then reviews the programs that may be subject to rationalization or downsizing. 

8.45 In 
maximum 
gap o f  the 

1998, the Parliament made substantial changes to the program, including setting a 
budgetary allocation o f  1.5% o f  GDP that under ideal targeting would cover the poverty 
poorest 20%. The current budgetary allocation i s  lower, about 0.6% o f  GDP in 2001. 

Under this budget envelope, the program-covers about 13% o f  the population. About 46% o f  i t s  
beneficiaries are households in the poorest consumption quintile (Tables 8.7 and 8.9), who capture 
54% o f  the total benefits channeled through the program (Table 8.6). The targeting performance o f  
the program i s  much better than other, nayve types o f  targeting, such as geographic or categorical 
targeting. 

8.46 The program i s  less successful, however, in covering the extreme poor, or even more 
narrowly, the poorest 20% o f  the population: only one in three individuals i s  covered by the 
program (Figure 8.4 (a)). Thus, the program fails to  protect 69% o f  the individuals in the poorest 
quintile (Figure 8.4(a)). At the same time, more than half o f  the beneficiaries and about half o f  al l  
program benefits are leaked to households from richer quintiles. 
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Box 8.4: Improving Monitoring and Evaluation Capacity in Social Protection 

The current analysis would have been significantly improved with better administrative and survey data. To assess the 
role played by  social protection programs in reducing poverty and inequality, availability o f  program (supply-side) and 
beneficiary (demand-side, or user) data are important. 

Program data are obtained from administrative sources. These are collected at the local (program implementation) level, 
and aggregated up to the central level. In the process o f  aggregation, i t  i s  important not to over aggregate the 
information, hiding the heterogeneity o f  the program behind averages which are not representative. The following 
program parameters should be documented and monitored through time: 

. Total spending per period, broken down into transfers and administrative costs; 
Labor inputs, such as the number o f  staff, eventually by  qualifications; 
The number o f  beneficiaries (individuals or households); 
Eligibility rules for participating in the program; 
Formula for establishing the level o f  benefit; 
Average benefit and, eventually, i t s  distribution. 

e . 
e . 
e 

While most o f  these parameters are available for the social protection programs implemented in the Kyrgyz Republic, 
they are missing for the social protection policies, such as privileges and other preferential pricing policies. Given the 
large share o f  these policies in the total effort o f  the state toward the poor and vulnerable, their omission severely 
restricts our analysis. 

Demand side data on the characteristics o f  the program beneficiaries are collected through household surveys (such as 
HBS). The collection o f  SP data through the HBS can be further improved by: 

. Better capturing the intake o f  preferential pricing. Simple questions on the consumption and payment for 

Better documenting the categories o f  privileged people in the household roster. 
Recording the recipient o f  the SP programs within the households, for those programs that target specific 

electricity, gas, hot water and heating can be added to the existing questionnaire. Binary responses checking if the 
household has arrears toward certain utilities can also be added. . . 
individuals. The individual level codes should be maintained throughout the survey, to allow for the merging o f  
different individual-level characteristics (gender, age, malnutrition status, and receipt o f  SP benefits, for example). 

Figure 8.4(a): Share of Individuals Covered by UMB, by Quintile 
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Figure 8.4(b): Distribution of UMB Recipients Across Quintiles 

Note: Consumption quintiles are estimated in the absence of SP transfers. 
Source: Estimations are based on HBS 2001. 

The low coverage of  the program i s  l ikely due to both supply and demand factors: 

On the supply side, the low budget and eligibility threshold are the most important 
constraints. Although the law allows higher allocations for the UMB program, up to 1.5% 
of GDP, the program budget was eroded in the last years, f rom 0.7% in 1998 to 0.6% in 
2001. The per capita income threshold for  the program was gradually increased f rom 80 
Soms in 1998-99, to 100 Soms in 2000, 120 in 2001 and 140 in 2002. Although in recent 
years the increase in the program threshold was higher than inflation, the threshold i s  s t i l l  
much too low compared to the extreme poverty line to allow for higher coverage. 

On  the demand side, a recent Beneficiary Assessment noted a number o f  factors that lower 
real benefits (delays in the payment o f  the UMB, the practice o f  payments in-kind, products 
that are evaluated at higher prices than those prevailing in the local market) or an increase in 
the program participation costs for the app1i~ant. l~ The latter could include geographic 
remoteness from population centers where administrative offices are located, small benefit 
amounts relative to the financial or time costs o f  applying, poor knowledge o f  available 
programs, inadequate outreach activities by administrators to  locate or inform potential 
beneficiaries, l imited administrative capacities and high caseloads for administrators, or 
perceptions that program administrators are unsympathetic. 

Another demand-side constraint i s  the implementation rules o f  the program that restrict 
benefits only to children in the households, excluding extremely poor households with 
working-age adults. 

l5 KinD and CASE, ibid 
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8.47 The program coverage and participation rate may be increased through an increase in the 
program budget, a more generous per capita income eligibility threshold, and the timely payment o f  
the benefits, in cash and not in kind. Simplifying the administrative procedures necessary for  the 
application, or extending coverage to adult members o f  households - possibly with the workfare 
requirement - may also increase the program participation rate. 

8.48 Other supply-side factors that may hinder the expansion of the program are related to  the 
inability o f  the administration to identify the poorest households, responsible for  leakage o f  hal f  o f  
the benefits toward individuals from other quintiles than the poorest. Whi le the program attempts to  
grant each household a benefit equal to the income gap, the administration cannot check if the per 
capita income figure i s  accurate. T o  start with, the information required for  such an exercise - what 
i s  the income o f  the households - i s  incomplete and hard to monitor. Only formal wages and social 
protection income can be accurately monitored. However, 87% o f  beneficiaries are f rom rural 
areas, where most income i s  derived f rom subsistence agriculture or other informal activities. 
Estimating agricultural income i s  extremely dif f icult  not only due to  i t s  informal nature, but because 
it i s  affected by seasonality, weather and price shocks. Current income may deviate substantially 
from static “income norms” legislated by Parliament on the basis o f  the type o f  land owned. 
Furthermore, a large part o f  agricultural income - from livestock production - is  not taken into 
account. For  other incomes - such as rents, dividends, and interest or insurance premiums - the 
administration has low capacity to check if applicants report them accurately. Fiscal registries are 
not interconnected, and only a few o f  them are computerized. 

8.49 Other countries that face such adverse economic conditions for the application o f  an income 
test resorted to alternative formulas. One popular alternative, used in Armenia, Chile and Brazil, 
and advocated in Ukraine and Azerbaijan, i s  the proxy means test. Zdentibing the poor using a 
proxy-means test is  a low-cost, easy to use and transparent method to determine eligibility for 
social programs without measuring household income or consumption. Instead o f  performing an 
income test, statistical analysis i s  used to  identify household characteristics (demographics, labor 
market status, assets or characteristics o f  the dwelling) that correlate strongly wi th  consumption 
levels reported in household surveys. These indicators are used to construct a score for  each 
household, a predictor o f  i t s  poverty status. 

8.50 For illustration, we estimated a proxy-means test (PMT) score using the 2001 H B S ,  with a 
l imited number o f  predictors16 (Also see Annex 8.2). For comparability, the PMT was calibrated to 
select the same number o f  individuals for  the program as with the UMB, i.e. 13% o f  the population. 
The results, presented in Table 8.9, suggest that such a formula may cover a larger number o f  the 
poorest 20% o f  households (43% compared to 31% under the UMB). About 63% o f  program 
beneficiaries are f rom the poorest quintile under the PMT, compared to  46% under the UMB. 
However, the results are l ikely to be biased in favor o f  the PMT. Table 8.9 compares the 
performance o f  a perfectly-implemented PMT with the real performance o f  the UMB. The 
possibility to  manipulate the proxy variables may erode the PMT performance as well. 

l6 The predictors o f  the model are the oblast and area o f  residence; educational level o f  the household head; the main source o f  
income o f  the household; ownership o f  assets such as cars, bicycles, TVs, radio; access to infrastructuree.g., phone, type o f  water and 
heating; and ownership o f  livestock and land for rural inhabitants. 
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2 
3 
4 

Total I 13 13 

15 14 
9 9 
7 2 

100 100 100 

22 20 20 
15 13 20 
11 2 20 

8.5 1 The recent Beneficiary Assessment undertaken by two Kyrgyz research institutes based on a 
survey o f  1108 UMB beneficiaries and 384 non-beneficiaries noted that the program fa i ls  to cover 
al l  the poor, while lacking perfect targeting, in l ine wi th the findings outlined in this report.” The 
authors recommend a different method for estimating the income potential o f  households, s im i la r  in 
spirit with the PMT. 

8.52 The Government may consider further work on alternative targeting methods, including 
proxy-means testing, as part o f  the analysis o f  the im roved household budget survey o f  2003 and 
the second wave o f  the Beneficiary Assessment study. ps 
8.53 Savings for a re-vamped UMB may be obtained through the rationalization or downscaling 
o f  other programs, whose poverty alleviation impact i s  minimal, such as privileges (57% o f  the 
value o f  the privileges accrue to  the richest 20% o f  the population) and scholarships. 

8.54 The Bank has consistently advocated the elimination, or at least rationalization, o f  al l  or 
most privileges. As a result, the Government had prepared and submitted to  the Parliament two 
draft laws on rationalizing and scaling back privileges, but neither has been passed. In a few cases, 
the privileges benefit elderly veterans and the Government has opted to  let aging eliminate these 
programs within a few years without incurring the political costs associated with withdrawing the 
benefits. Whi le discontinuing the privileges may be politically difficult, another option to reduce the 
fiscal burden o f  the privileges and release budgetary resources for better targeted programs exists. 
The Government may freeze the nominal value o f  the benefits - allowing inflation to erode them 
through time - and use the resulting savings to augment the UMB. 

E. CONCLUSION AND POLICY RECOMMENDATIONS 

8.55 Against the background of widespread poverty, the Kyrgyz Government can use the system 
of social protection effectively to tackle the worst forms of poverty. The Government can adopt an 
operational objective o f  reducing poverty among the poorest 20% o f  the population. T o  reduce 
extreme poverty, the Government faces a number o f  fundamental choices in the design o f  social 
protection policy, the most important being to determine the right balance between quasi-fiscal 
subsidies, pensions and social assistance spending. Pension spending and quasi-fiscal subsidies 
have, to a considerable degree, been crowding out more social spending on better targeted 

l7 KinD and CASE, ibid 
l8 KinD and CASE, ibid 
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assistance. Bank advice i s  to restrain pension increases within financially sustainable limits, to 
move energy pricing towards cost-recovery levels, and to seek efficient means to  cushion hardship 
associated wi th  energy price increases. 

0 Within the pension system, balance poverty-alleviation objectives and earning-replacement 
objectives. The Bank’s advice i s  to  place higher priori ty in the short-to-medium term on 
poverty alleviation objectives while retaining the framework o f  the 1997 reforms as the 
longer-term pol icy framework for pensions. 

0 Improve the impact o f  social assistance spending on the poorest, by increasing funding and 
raising the eligibility threshold for the UMB, while rationalizing or capping spending at their 
nominal level in the case o f  less efficient programs such as privileges and scholarships. 
Further analysis and experimentation wi th  other targeting tools, such as proxy-means 
testing, i s  also recommended. 

8.56 Social assistance. During the transition period, the social assistance system was reformed 
substantially. From a widespread system o f  categorical benefits, privileges and quasi-fiscal 
subsidies, the current system was simplified and targeted toward the poor (UMB and social 
allowances), while the scope o f  price discounts or quasi-fiscal transfers was reduced. The 
Government should be commended for al l  these improvements in the social assistance system. 

8.57 However, substantial scope for further improvements remains. Here are a number o f  areas 
where further reform may improve the efficiency and effectiveness with which social assistance 
reduces poverty: 

0 Finding: Various social assistance programs targeted to  the needy used different income 
thresholds to determine eligibility. This situation i s  probably suboptimal on a number o f  
accounts: (i) i t  stretches the limits o f  the administrative capacity o f  the Ministry o f  Labor; 
(ii) generates the potential for  wasteful duplication; (iii) makes i t  hard to assess the group o f  
un served poor. Recommendation: Consider using consistent criteria for poverty alleviation 
programs (like similar eligibility thresholds for  different programs, set around the per capita 
consumption of the poorest quintile). Implement a two-step poverty reduction agenda, by 
recognizing that not al l  the poor are equally poor. Focus the social assistance policy on the 
poorest quintile (or the extreme poor) first. 

0 Finding: There i s  not a safety net for able-bodied individuals without children that are 
falling into extreme poverty. Recommendation: Consider extending the coverage of  the 
UMB for this category of households, eventually subject to a workfare requirement. 

0 Finding: A number o f  social protection transfers, such as scholarships and some privileges, 
are highly regressive. Recommendation: Consider freezing the nominal value o f  the 
benefits o f  these programs - allowing inflation to erode them through time - and use the 
resulting savings to augment the UMB. 

0 Finding: Even the best targeted program, the UMB, has l ow  coverage and considerable 
leakage o f  benefits to the non-extreme-poor. Recommendation: Consider improving the 
impact o f  social assistance spending on the poorest, by increasing the funding and raising 
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the eligibility threshold for  the UMB, while rationalizing or capping spending at their 
nominal level in the case o f  less efficient programs such as privileges and scholarships. 
Further analysis and experimentation wi th other targeting tools, such as proxy-means 
testing, i s  also recommended. 

0 Recommendation: Improve monitoring and evaluation o f  SP programs. 

8.58 Pensions: Among the pol icy levers that Kyrgyz policy makers can significantly control, 
only pension policy can potentially have a major financial effect on the economic resources 
available to pensioners and families containing pensioners, who include a significant subgroup o f  
the poor. This report concurs with the Bank’s position as outlined in the latest PER o f  not 
abandoning the framework o f  the 1997 reforms in the longer term, but to tilt the rules to favor the 
poorest pensioners until poverty concerns have been somewhat alleviated and then gradually to 
revert to the present system: 

0 Recommendation: Maintain the 1997 Strategy: The Government should continue to 
balance the multiple objectives o f  income adequacy, earnings replacement, fiscal balance 
and sustainability, and gradual decreases in the contribution rate for  pension insurance. 
Pensions should be indexed to changes in the consumer price index. The Government should 
also recognize that more adequate pension levels w i l l  f low only to  new pensioners, once 
economic growth raises real wages. 

0 Recommendation: Maintain an adequate Earnings Redacement ratio: The Government 
should define the objective operationally as eliminating pensions that are below the extreme 
poverty line. 
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ANNEX 2.1: EARLIER POVERTY COMPARISONS 
1. The different reported measures for the period 1996-2001 are reported in Table 
A l .  The figures reported in the Wor ld  Bank (2001b) report show a large increase in 
poverty between 1997 and 1998 (by 12.6 percentage points) and a slight increase between 
1998 and 1999 (by less than 1 percentage point).’ Alternative estimates carried out by 
Natstatcom show a s imi lar  trend, but at lower rates o f  poverty. T w o  reasons explain the 
higher poverty levels reported by the Wor ld  Bank (2001b).2 First, the poverty l ine used 
by the Wor ld  Bank was higher than Natstatcom’s by about 13 percent. In 2001 prices, 
the annual poverty line used earlier by the Wor ld  Bank was 8509 somskapita, while 
Natstatcom’s was 7491 somskapita. Second, the Wor ld  Bank welfare measure was 
consumption which included only the use value o f  durables. In contrast, Natstatcom’s 
welfare measure was expenditure per capita, which includes the full purchase value o f  
durables, hence showing higher welfare and lower poverty than the Wor ld  Bank’s 
figures. 

Table A2.1-1: Reported Poverty Trends (percent) 
1996 1997 1998 1999 2000 2000 

Poverty headcount using World Bank 1996 5 1.9 5 1 .O 63.6 64.1 
KPMS-based poverty line 

Poverty headcount using Natstatcom 1996 43.5 42.9 54.9 55.3 52.0 47.6 
KPMS-based poverty line 

Notes: Poverty estimates based on KPMS for 1996-1998, and per-capita consumption; HES for 1999 and 
HBS for 2000. 

2. There are several comparability problems wi th  reported poverty trends for the 
period 1996-2001. First, different surveys were used wi th  different sampling and data 
collection methods (see Box 1.1 in Chapter 1 for description o f  the surveys). The 1996- 
1998 KPMS and 1999 HES were used to  produce the poverty measures for these years, 
while the 2000 and 2001 H B S  consecutive rounds were used to derive the poverty figures 
for  2000 and later on. The H B S  relied on the monthly diary method while the K P M S  and 
H E S  relied on the recall method. 

3. Second, the aggregation level o f  expenditure items varies substantially between 
the KPMS and the HES. The 1999 H E S  i s  inherently biased to  generate lower 
expenditure (and hence higher poverty figures) in comparison to the 1996-1998 KPMS. 
Whi le both surveys adopt similar sampling techniques, the 1999 H E S  collects 
information on about 50 food expenditure items, while the 1996-1998 KPMS collect 
information at a more disaggregated level on about 90 food expenditure items. To 
minimize the comparison problem, Natstatcom gave specific instructions to  the 
interviewers who were asked for the H E S  to l i s t  orally the same expenditure items as in 

World Bank (2001), Kyrgyz Republic: Poverty in the 1990s in the Kyrgyz Republic, Report No. 21721 
World Bank (2001b), ibid 
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the KPMS in order to reduce the gap between the two expenditure modules. However, 
the different survey instruments are known to generate different consumption aggregates, 
with the expectation that expenditure increases with more detailed written disaggregation 
o f  consumption goods. 

4. Third, the frequency o f  data collection differs across surveys. The 1996-1998 
KPMS and 1999 H E S  collect information on expenses based on two reference periods of  
two weeks for frequent purchases and an annual recall for other purchases at one point in 
the year. These are then converted to annual expenditures. But the H B S  collects 
information on expenditure on a monthly basis over the whole year, where the household 
uses a diary to record expenditures as they happen. Given seasonality and fluctuation in 
economic activities, the frequency o f  data collection would lead to different estimate of  
consumption and hence poverty. This i s  particularly so, given that the 1998 KPMS and 
1999 HES were conducted during an economically depressed period, the fallout from the 
Russian crisis. This may have influenced people’s recall and made them report lower 
consumption for the whole year. 

5. There i s  no obvious way to obtain comparable poverty figures for the period 
1996-2001. Although the H B S  i s  the only survey that spans the whole period, there are 
several problems to compare the figures over time. First, the electronic version of  the 
raw data of the H B S  i s  not available for the period 1994-1997, and data would need to be 
re-entered to allow any comparison with the later period. Second, given the changes in 
the sample in 1997 and 2000, poverty indicators based on the whole sample cannot be 
compared over time. In particular, the H B S  sample expansion in 2000 was carried out by 
adding much poorer households. To overcome this problem, one possibility i s  to use the 
sample weights that were recently constructed by Natstatcom in the hope o f  getting 
nationally representative samples for each years. The problem with this approach i s  that 
the sample weights may have been derived to reproduce the national population in terms 
of i t s  demographic characteristics, and it may not have fully captured the fact that the 
added households in 2000 were much poorer than other households in the sample. Thus, 
this report follows the alternative approach of  doing poverty comparisons using a panel 
dataset of the same households over the 1998-2001. Like any panel, this would not 
represent the whole population at any particular moment of  time, but would represent 
changes in a majority of  the population. The key advantage o f  using the panel i s  that the 
results are not driven by changed methodology or sampling technique. 
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ANNEX 3.1: DECOMPOSING THE SOURCES OF 
GROWTH AND THEIR IMPACT ON EMPLOYMENT 

1. 
shocks, employment growth may be decomposed according to the following formula: 

In order to extract the impact of  aggregate demand changes and productivity 

where r denotes the rate of change of  employment (E), domestic consumption (D), 
exports (X), imports (M), and productivity (P), while Q represents total output. 

2. The formula i s  constructed of two identities: 

(1) Q = D + X - M  
(2) P=Q/E 

Differentiating (2) with respect to time and substituting (1) into i t  brings about the 
formula. 
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ANNEX 4.1: AGRICULTURAL AND LIVESTOCK 
PRODUCTION 

Table A4.1-1: Sown Area by Type of Crop 

Sown areas by type of crop (000 ha) 

1996 1997 1998 1999 2000 

Total 
Grains 
Cotton 
Sugarbeet 
Tobacco 
Potatoes 
Vegetables 
Fodder crop and others 
Source: National Statistics Committee. 

1193.6 
616.2 
31.7 
14.3 
8.7 

49.2 
32.8 

440.7 

1192 
683.5 

25 
11.7 
12.4 
56.2 
36.4 

366.8 

1175.6 
652.9 
32.1 
22.4 
12.9 
59.2 

39 
357.1 

1208.8 
660.7 
34.7 
28.9 
12.5 
64.3 
47.9 

359.8 

1212.2 
677.6 
33.8 
33.6 
14.5 
69.2 
47.3 

336.2 

Table A4.1-2: Yield Dynamics of M a i n  Commodities 

Yield dynamics of main commodities 
(1995=100) 

1995 1996 1997 1998 1999 2000 

Grains 
Cotton 
Sugarbeet 
Tobacco 
Potatoes 
Vegetables 

100.0 125.4 133.7 143.6 144.8 145.9 
100.0 103.1 112.1 109.8 112.1 116.1 
100.0 123.6 146.8 162.2 165.2 155.5 
100.0 101.4 102.4 107.7 117.8 114.4 
100.0 115.2 122.2 132.3 151.5 152.5 
100.0 109.7 128.2 138.8 147.6 152.4 

Fruits and berries 100.0 115.3 129.7 121.5 114.4 180.9 
Source: National Statistics Committee. 

Table A4.1-3: Yields of Ma jor  Commodities 

Yields of Major  Commodities (100 kghectare) 

1990 1995 1996 1997 1998 1999 2000 

Grains 
Cotton 
Sugarbeet 
Tobacco 
Potatoes 
Vegetables 
Fruits and berries 

28.0 18.1 22.7 24.2 26.0 26.2 26.4 
27.3 22.4 23.1 25.1 24.6 25.1 26.0 

168.5 123.1 152.1 180.7 199.7 203.3 191.4 
21.6 20.8 21.1 21.3 22.4 24.5 23.8 
136 99 114 121 131 150 151 
196 103 113 132 143 152 157 

41.2 20.9 24.1 27.1 25.4 23.9 37.8 
Source: National Statistics Committee. 
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Table A4.1-4: Crop Production (000 tons) 
1990 1995 1996 1997 1998 1999 2000 2001 

Grains 1,503.1 913.3 1,329.2 1,618.9 1,619.1 1,629.9 1,568.7 1,824.2 
Sugarbeet 1.7 107.4 189.8 205.5 429.3 536.1 449.8 286.6 
Cotton 80.9 74.5 73.1 62.4 77.9 86.9 87.9 98.2 
Tobacco 53.9 17.6 17.9 25.7 28.1 29.8 34.5 24.0 
Potatoes 365.1 431.6 562.4 678.0 773.6 957.2 1,045.6 1,168.4 
Vegetables 487.3 318.4 368.5 478.7 555.9 719.3 746.8 815.3 
Fruits and berries 140.9 67.3 82.8 110.7 102.6 100.8 161.1 158.9 
State 1995 1996 1997 1998 1999 2000 2001 
Grains 
Wheat 
Barley 
Com 
Rice 

Sugarbeet 
Cotton 
Tobacco 
Vegetable oil crop 
Potatoes 
Vegetables 
Melons 
Fruits and berries 
Grapes 
Farmers 

' Grains 
Wheat 
Barley 
Com 
Rice 

Sugarbeet 
Cotton 
Tobacco 
Vegetable oil crop 
Potatoes 
Vegetables 
Melons 
Fruits and berries 
Grapes 
Households 
Grains 
Wheat 
Barley 
Com 
Rice 

Sugarbeet 
Cotton 
Tobacco 
Vegetable oil crop 
Potatoes 
Vegetables 
Melons 
Fruits and berries 
Grapes 

1,435.6 
481.5 
590.7 
341.2 

1.8 
1.7 

80.9 
53.8 
9.6 

176.0 
289.1 

56.6 
50.7 
36.6 

0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 

67.5 
0.8 
0.9 

64.8 
0.3 
0.0 
0.0 
0.1 
0.7 

189.1 
198.2 
14.8 
90.2 
6.7 

569.9 
426.4 
107.0 
28.4 
3.0 

77.6 
54.2 
9.0 

10.1 
39.7 
62.5 
9.0 

13.2 
13.1 

243.6 
164.0 
46.6 
29.9 
2.2 

29.2 
20.3 
8.4 
8.5 

27.5 
42.0 
11.1 
1.7 
0.9 

99.8 
34.6 
5.3 

57.7 
1.5 
0.6 
0.0 
0.2 
1.6 

364.4 
213.9 

3.1 
52.4 
5.7 

654.5 
526.7 
89.0 
32.6 
2.2 

136.6 
38.4 
7.1 

11.9 
40.3 
61.4 
13.9 
19.1 
6.5 

530.8 
386.2 
69.6 
68.2 
4.9 

53.2 
34.7 
9.8 

16.4 
71.5 
72.4 
21.6 

8.0 
1.4 

143.9 
51.3 
7.8 

81.4 
2.2 
0.0 

0.02 
1 .o 
6.6 

450.6 
228.7 

5.0 
55.7 
6.4 
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673.9 
560.6 
84.3 
22.6 
2.5 

124.2 
31.3 
8.3 
9.0 

84.7 
61.6 
12.2 
20.9 
10.4 

778.3 
647.4 
60.4 
58.6 
6.9 

73.7 
31.1 
14.3 
21.2 

127.7 
119.9 
20.4 
13.9 
1.8 

166.7 
65.7 
6.9 

89.4 
2.3 
7.6 
0.0 
3.2 
7.7 

465.6 
297.2 

5.7 
75.9 
10.5 

576.5 
454.6 

83.9 
30.5 
3.2 

182.1 
28.5 
7.7 

10.1 
84.3 
65.8 
15.4 
13.9 
2.2 

856.3 
6?5.5 
71.6 
95.8 
5.4 

227.1 
49.4 
16.8 
26.3 

173.1 
165.5 
25.2 
10.9 
0.8 

186.3 
73.5 
6.2 

101.5 
2.5 

20.1 
0.0 
3.6 
7.4 

516.2 
324.6 

6.0 
77.8 
14.2 

516.5 
395.1 
73.0 
40.5 
3.0 

141.0 
19.8 
5.5 

12.6 
123.8 
98.7 
17.8 
15.0 
3.0 

908.5 
640.0 
100.2 
148.8 

9.6 
362.2 
67.0 
19.2 
35.8 

212.7 
271.1 

35.9 
13.0 
2.4 

204.9 
74.0 
6.6 

119.1 
2.5 

32.9 
0.1 
5.1 
9.6 

620.7 
349.5 

9.1 
72.8 
12.7 

373.0 
294.3 
39.7 
30.1 
3.0 

82.9 
22.1 

5.5 
8.8 

72.3 
56.4 
14.5 
20.3 
9.2 

939.8 
637.3 
93.1 

182.2 
12.9 

333.2 
65.8 
23.5 
33.7 

380.6 
302.4 
41.2 
29.8 
7.3 

255.9 
107.5 
17.4 

125.9 
3.1 

33.7 
0.00 

5.5 
10.8 

592.7 
388.0 

9.6 
11 1.0 
10.0 
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ANNEX 4.2: LAND AND FARM STRUCTURES 

Total in 
agriculture 

Oblast 
(provinces) 

Table A4.2-1: Land Shares for Permanent Use of the Kyrgyz Republic (as of Jan. 2001) 

Collective farms 
State 

Total 

Peasant 
farms 

No. Oblast Number of people Number of Total land Average land 
provided with land issued distributed by share per person 
shares (persons) certificates shares (ha) (ha) 

1 
Kyrgyz Republic 
Batken 

KYrgYz 
Republic 

1 Batken 
2 Jalal- 

Abad 

4 Naryn 
5 Os h 
6 Talas 
7 Chui 

3 ISSyk-Kul 

2 3 4 5 6 7 8 
1233077 762488 309092 37838 146129 1251 25 161 497 

63898 54990 11315 1826 9489 2093 

2668092 

Jalal-Abad 
I S S ~  k- Ku I 
Naryn 
Os h 
Talas 

265800 
581 772 

139311 120602 10977 1530 5602 3845 7732 
160779 82184 70205 251 0 33480 3421 5 8390 
149947 92996 5932 5932 51 01 9 
196615 157315 26587 556 161 87 9844 1271 3 
111482 85192 18051 1097 14494 2460 8239 

294655 
170300 
809887 
1701 78 
375500 

Chui 
City of Bishkek 

51 0551 

40649 1 1 69209 1 66025 2621 3 74540 65272 71257 
54 54 

55378 
101610 

60988 
35354 

146846 
3222 1 
781 54 

1055726 

62588 
132446 

139723 
88556 

184439 
79984 

367990 

0.39 

0.23 
0.23 

0.47 
0.52 
0.23 
0.47 
0.98 

Table A4.2-2: Agricultural Land by Farm Structure (January 2001) (hectares) 

Ag r ic u I t u ral 
I 
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Table A4.2-3: Land Redistribution Fund-Available Land by Oblast (January 2002) (hectares) 
Name of Total area of 
ray0 n s, Land 

oblasts of Redistribution 
KYrgYz Fund (ha) 

Republic 

Total in the 324048 
republic 

Arable Out of it Perennial Fodder Fallow 
land 

irrigated Rainfed 
273051 170696 102355 9756 37573 3311 

Batken 
Jalal-Abad 

I 

22633 17128 6856 10272 31 13 2003 389 
43083 33492 20965 12527 1512 6217 1842 

I S S ~  k- KU I 
Naryn 

Os h 

181 

41862 39958 23332 16626 407 1409 88 
25224 17705 13431 4274 43 6867 609 
61119 41556 19792 21764 2937 16243 383 

~ 

Talas 
Chui 

31714 30522 17482 13040 296 559 
98413 92690 55983 36707 1448 4275 



Table A4.2-4: Lease Contracts and Lease Payments for Use of Land Redistribution 
Fund Land in 2000 (January 1,2002) 

Name of 
rayon 

2001 
based on 

the 
contract 

Actual 
receipt of 

lease 
payment for 

2000, 
thousand 

som 

Percentage 
against 2001 

Oblast 
Batken 

Kadamdzhai 
Lailak 

Kyzyl-Kiya 
Citv 

1409.0 
561 3.0 
321 5.0 
433.0 

3832.0 
2489.4 

67.4 
62.6 

21 05.0 
3141.6 

~~~ 

54.9 
126.2 

404.2 57.2 504.0 124.7 

Oblast 
Ala-Buka 3033.0 

Kara-Kul 
Total in 

62.0 5.6 
23074.0 13156.9 

5.6 
12783.9 

100.0 5.06 90.3 
97.2 12872.0 100.7 

1352.0 
586.5 

42.6 886.4 65.6 
30.0 922.2 157.2 

~ 

Ak-Suu 
Jetv-Oauz 

7595.0 31 73.5 
6530.0 1956.4 

Issyk-Kul 
Ton 

2688.0 902.3 
1006.0 205.5 

469.2 
101 .o 

52.0 285.0 60.7 
49.1 93.3 92.4 

Percentage 
against the 

contract 

Actual 
receipt into 

the local 
budget for 

I I ha 
thousand 

som 
3 

2486.5 1 76.5 2049.9 I 82.4 3293.1 
5683.0 
3974.0 

706.3 

13656.4 921 2.1 t 3403.3 113.3 

7800.5 1 84.7 

Jalal-Abad 
I 

2595.1 I 76.2 2595.0 
321 .O 

1600.0 
321 .O 

1599.3 
Korgon 
Nooken 3093.0 

I 

2742.9 I 76.5 
I 

2450.7 I 89.3 2451 .O 
3651 -5 64.4 5098.5 139.6 

300.3 21 9.2 94.0 31.3 
33.7 

93.6 49.5 189.1 202.0 
140.0 51 .O 274.5 196.1 
21 1 .o 100.0 21 1 .o 100.0 

I oblast: I I 
I 
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Name of 
rayon 

Actual 
receipt into 

the local 
budget for 

2001 

2001 
based on 

the 
con tract 

Percentage 
against the 

contract 

ha 

Actual 
receipt of 

lease 
payment for 

2000, 
thousand 

som I thousand 

Percentage 
against 2001 

I som I 
I 

I 
1 2 3 I 4 5 6 7 

~ 

Tup 
Total in 

oblast: I 

6503.0 1381.3 836.2 60.5 495.0 59.2 
24322.0 7619.0 3344.9 43.9 2681.9 80.2 

Chui Oblast 
Kemin 2705.0 842.2 51 9.0 61.6 300.7 57.9 

Issyk-Ata 9735.0 6743.0 4090.0 60.5 2971 .O 72.6 
Chui-Tokmok 2932.0 1028.0 791 .O 76.9 499.7 63.2 
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Name of 
rayon 

thousand I ha I som 

2001 
based on 

the 
contract 

1 
Alamudun 

- - ... 

2 3 
351 1 .O 2304.0 

Jaiyl I 5329.0 I 1 149.8 

Sokuluk 
Moskovski 

891 0.0 4068.0 
7051 .O 2939.0 

total: 

41.8 
95.2 

Actual 
receipt into 

the local 
budget for 

2001 

890.0 52.3 
1489.8 53.3 

~~ 

4 
1562.0 

Panfiloff 
Total in 

1700.0 
2797.0 

4355.0 1431 .O 
44528.0 20505.0 

906.0 

65.9 

1002.0 
13367.0 

59928.5 87.5 6851 4.5 

Percentage I Actual I Percentage I 
against the 

contract 
receipt of 

lease 
payment for 

2000, 
thousand 

som 

against 2001 

67.8 1372.0 87.8 

78.8 I 791.6 I 87.4 1 
391.1 

8705.9 
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ANNEX 4.3: RANDOM EFFECTS REGRESSION OF LOG 
EXPENDITURE PER ADULT EQUIVALENT, 

RURAL KYRGYZ REPUBLIC, 1998-2001 
HUMAN ASSETS 
Household size (log) 
Number o f  household members between the ages of 18-60yrs (log) 
Mean years of education 18 or older (log) 
Household members mean age (log) 
Female head of  household (dummy) 

PHYSICAL ASSETS 
Amount o f  land owned (log) 
Amount of land rented (log) 
Amount o f  other land available to households (log) 
Ownership of  automobile (dummy) 
Ownership of moped (dummy) 
Ownership o f  bike (dummy) 
Availability of cattle (log) 
Availability of pigs (log) 
Availability of small ruminants (log) 
Availability of poultry (log) 

MARKET ACCESS 
Market access to livestock output 
Market access to livestock input 
Market access to non livestock output 
Market access to fertilizers 
Labor market access -- working under contract 
Credit market access loans 
Credit market access deposits 
Wheat sold (hh) 
Market access to renting-in land 

FINANCIAL ASSETS 
Income from transfers (log) 
Income from other assets (log) 

INFRAESTRUCTURE 
Access to sewage @ dwelling @ end of 1998 
Access to hot water @ dwelling @ end of 1998 
Access to gas @ dwelling @ end o f  1998 
Access to phone @ dwelling @ end of 1998 

EXTERNAL EFFECTS 
1999 dummy 
2000 dummy 
2001 dummy 

Const 

Coef 

-0.5488 
0.2591 
0.1463 
0.3639 

-0.0366 

0.0083 
0.0035 
0.0009 
0.1585 
0.0942 
0.0586 
0.0270 
0.0857 
0.0152 
0.0441 

0.1034 
0.0542 
0.0121 
0.0375 
0.0713 

-0.0092 
0.0487 
0.0887 
0.0222 

0.0034 
0.0028 

0.1251 
0.1318 
0.1051 
0.0075 

-0.0385 
-0.0893 
-0.1281 

7.8301 

Std. Error 

0.0340 
0.0576 
0.0347 
0.0324 
0.0208 

0.0018 
0.0195 
0.0020 
0.0240 
0.0306 
0.0217 
0.0106 
0.0155 
0.0076 
0.0049 

0.0133 
0.0166 
0.0146 
0.0164 
0.0158 
0.0120 
0.0871 
0.0241 
0.1705 

0.0021 
0.0039 

0.0238 
0.0558 
0.0180 
0.0261 

0.0133 
0.0160 
0.0168 

0.1805 

Significance 

*** 
*** 
*** 
*** 
* 

*** 

*** 
*** 
*** 
** 
*** 
** 
*** 

*** 
*** 

** 
*** 

*** 

*** 
** 
*** 

*** 
*** 
*** 

*** 
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ANNEX 5.1: DETERMINANTS OF POVERTY 

Table A5.1-1: Structure of Household Income (% of Total Income), 2001 
Total Urban Rural Urban Rural 

Q1 4 2  Q3 Q4 Q5 Q1 Q2 Q3 Q4 Q5 

Labor income 
Salaries in cash and in- 
kind 
Net earnings from 
entrepreneurial activity 

Income from home- 
produced goods 
Sales o f  food products 
Sales o f  livestock 

Imputed income from 
consumption of home- 
produced products 
Social transfers 
Pensions 
Stipends 
Unified Monthly Benefit 
Unemployment benefits 
Other social benefits 
Private transfers 
Alimonies 
Transfers from family, 
relatives l iving in the 
Kyrgyz Rep. 
Remittances from abroad 
Capital income 
Rental income 
Capital investment, 
insurance payout 
Income from property 
sales, etc. 
Personal property sales 
Other Sales 
Other income 

38.4 
22.8 

15.6 

39.5 

9.4 
5.5 

24.6 

7.6 
6.6 
0.0 
0.6 
0.0 
0.4 
5.0 
0.1 
4.7 

0.2 
0.5 
0.5 
0.1 

7.0 

0.4 
6.6 
2.0 

100.0 

64.9 
42.5 

22.4 

14.7 

1.5 
0.5 

12.7 

9.1 
8.1 
0.1 
0.2 
0.0 
0.6 
7.1 
0.2 
6.6 

0.2 
0.5 
0.4 
0.1 

1.5 

0.9 
0.6 
2.3 

100.0 

24.1 60.4 68.2 64.4 67.2 64.5 27.4 24.4 26.3 22.6 
12.2 34.1 39.0 39.7 49.7 50.1 9.8 11.2 14.2 11.9 

11.9 26.4 29.2 24.7 17.5 14.4 17.6 13.2 12.1 10.7 

52.8 17.6 14.4 14.7 14.7 12.1 47.1 51.5 51.8 57.5 

13.6 1.8 1.3 1.7 1.2 1.2 8.9 12.0 14.6 16.2 
8.2 0.3 0.5 0.6 0.6 0.6 7.1 6.5 6.8 10.1 

31.0 15.4 12.6 12.4 12.8 10.3 31.1 33.1 30.3 31.3 

6.9 9.8 7.7 10.8 9.0 7.9 9.8 8.0 6.1 5.9 
5.9 8.4 7.3 9.8 8.2 6.6 6.9 7.4 5.7 5.1 
0.0 0.2 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0 
0.7 0.9 0.1 0.1 0.0 0.0 2.5 0.5 0.2 0.3 
0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.0 0.0 0.0 
0.2 0.3 0.3 0.8 0.7 1.1 0.4 0.1 0.2 0.4 
3.9 8.1 6.6 6.2 6.8 7.6 4.7 2.9 3.6 3.3 
0.1 0.4 0.1 0.3 0.3 0.1 0.1 0.1 0.0 0.1 
3.6 7.5 6.5 5.8 6.2 7.2 4.6 2.8 3.3 3.1 

0.2 0.3 0.0 0.0 0.4 0.3 0.0 0.0 0.2 0.1 
0.6 0.3 0.1 0.3 0.2 1.5 0.9 0.2 0.4 0.4 
0.5 0.3 0.0 0.3 0.1 1.1 0.9 0.2 0.4 0.4 
0.0 0.0 0.0 0.0 0.0 0.5 0.0 0.0 0.0 0.0 

10.0 0.3 0.9 1.0 0.5 4.8 6.5 11.1 10.2 9.3 

0.1 0.0 0.0 0.3 0.0 4.2 0.1 0.0 0.0 0.0 
9.8 0.3 0.9 0.7 0.5 0.6 6.4 11.1 10.2 9.3 
1.8 3.5 2.1 2.7 1.6 1.6 3.6 1.9 1.6 1.1 

100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 Total income 
Source: HBS 2001. Note: Weighted data. 

19.8 
14.0 

5.8 

56.2 

16.6 
10.6 

29.0 

4.6 
4.4 
0.0 
0.1 
0.0 
0.1 
5.1 
0.1 
4.3 

0.6 
0.9 
0.8 
0.1 

12.8 

0.6 
12.1 
0.7 

100.0 
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Constant 
HH socio-demographic characteristics 
Household size 
Number of non-working members 
Number of children age < 7 
No children (reference category) 
1 child (dummy) 
2 children (dummy) 
>2 children (dummy) 
Number of children age 7+ 
No children (reference) 
lchild (dummy) 
2 children (dummy) 
>2 children (dummy) 
Number of old-age pension receivers 
No old-age pension receivers (reference) 
1 old-age pension receiver (dummy) 
>1 old-age pension receivers (dummy) 
Presence of a disabled person (dummy) 
HH agricultural characteristics 
Log acreage per capita * Urban 
Log acreage per capita * Rural 
Availability of agricultural machinery (dummy) 
HH head characteristics 
Age of HH head 
Age of HH head squaredl100 
Gender (dummy equal 1 i f  female) 
Education 
Higher / incomplete higher (reference) 
Secondary vocational (dummy) 
Secondary general (dummy) 
Incomplete secondary (dummy) 
Primary (dummy) 
Below primary (dummy) 
Unemployed (dummy) 
HH geographic location 
Urban (dummy equal 1 i f  urban region) 
Bishkek (reference) 

Jalal-Abad (dummy) 

Batken (dummy) 
Osh (dummy) 
Talas (dummy) 
Chui (dummy) 
Number of observations 
F( 31, 2825) 
Prob. > F 

Issyk-Kul (dummy) 

Naryn (dummy) 

Table A5.1-2: Estimates of Per Capita Consumption Determinants in the Kyrgyz Republic, 2001 (total 
sample) 
Explanatory variable Coefficient Std. Err. W l  

8.979 0.115 0.000 

-0.05 1 
-0.053 

-0.129 
-0.161 
-0.149 

-0.078 
-0.154 
-0.165 

0.039 
0.089 

-0.133 

-0.002 
0.054 
0.195 

0.016 
-0.015 
-0.061 

-0.163 
-0.281 
-0.328 
-0.312 
-0.082 
-0.129 

0.282 

-0.227 
-0.154 
-0.586 
-0.180 
-0.182 
-0.283 
0.054 

2857 
76.18 
0.000 

0.009 
0.012 

0.021 
0.034 
0.058 

0.023 
0.029 
0.041 

0.027 
0.038 
0.038 

0.005 
0.006 
0.041 

0.004 
0.004 
0.019 

0.023 
0.023 
0.041 
0.048 
0.064 
0.055 

0.046 

0.034 
0.033 
0.036 
0.036 
0.032 
0.036 
0.033 

0.000 
0.000 

0.000 
0.000 
0.010 

0.001 
0.000 
0.000 

0.157 
0.019 
0.000 

0.737 
0.000 
0.000 

0.000 
0.000 
0.002 

0.000 
0.000 
0.000 
0.000 
0.199 
0.019 

0.000 

0.000 
0.000 
0.000 
0.000 
0.000 
0.000 
0.101 

Adj. R-squared 0.4493 
Source : 2001 HBS. Note : Dependent variable: natural log of per capita consumption. Regressions are not weighted. 
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Table A5.1-3: Estimates of Per Capita Consumption Determinants in the Kyrgyz Republic, 2001 
(Urban vs. Rural) 

Explanatory variable Coef. Std. Err. P>ltl Coef. Std. Err. P>ltl 
Urban Rural 

Constant 
HH socio-demographic characteristics 
Household size 
Number of non-working members 
Number of children age < 7 (reference) 
No children (reference category) 
lchild (dummy) 
2 children (dummy) 
>2 children (dummy) 
Number of children age 7+ (reference) 
No children (reference) 
lchild (dummy) 
2 children (dummy) 
>2 children (dummy) 
Number of old-age pension receivers 
No old-age pension receivers (reference) 
1 old-age pension receiver (dummy) 
>1 old-age pension receivers (dummy) 
Presence of a disabled person (dummy) 
HH agricultural characteristics 
Log acreage per capita 
Availability of agricultural machinery (dummy) 
HH head characteristics 
Age of HH head 
Age squaredl100 
Gender (dummy equal 1 i f  female) 
Education 
Higher / incomplete higher (reference) 
Secondary vocational (dummy) 
Secondary general (dummy) 
Incomplete secondary (dummy) 
Primary (dummy) 
Below primary (dummy) 
Unemployed (dummy) 
HH geographic location 
Bishkek (reference for urban) 

Jalal-Abad (dummy) 

Batken (dummy) 
Osh (dummy) 
Talas (dummy) 
Chui (reference for rural) 
Number of observations 
F 
Prob. > F 

Issyk-Kul (dummy) 

Naryn (dummy) 

9.405 

-0.068 
-0.072 

-0.100 
-0.131 
-0.249 

-0.052 
-0.104 
-0.196 

-0.009 
0.000 

-0.157 

0.012 
0.851 

0.013 
-0.01 1 
-0.074 

-0.189 
-0.284 
-0.302 
-0.352 
-0.03 1 
-0.159 

-0.242 
-0.103 
-0.500 
-0.252 
-0.046 
-0.308 
-0.023 
1357 

0.000 
44.4 

Adi. R-squared 0.481 

0.139 

0.016 
0.020 

0.03 1 
0.053 
0.128 

0.03 1 
0.043 
0.061 

0.044 
0.062 
0.054 

0.005 
0.282 

0.006 
0.006 
0.026 

0.029 
0.030 
0.068 
0.071 
0.102 
0.067 

0.043 
0.040 
0.049 
0.040 
0.040 
0.049 
0.041 

0.000 8.839 

0.000 -0.051 
0.000 -0.029 

0.001 -0.134 
0.014 -0.172 
0.052 -0.155 

0.096 -0.089 
0.016 -0.177 
0.001 -0.176 

0.836 0.057 
0.994 0.116 
0.004 -0.142 

0.015 0.053 
0.003 0.173 

0.024 0.022 
0.052 -0.020 
0.004 -0.069 

0.000 -0.118 
0.000 -0.255 
0.000 -0.311 
0.000 -0.272 
0.760 -0.065 
0.017 -0.124 

0.000 -0.315 
0.009 -0.284 
0.000 -0.718 
0.000 -0.074 
0.252 -0.351 
0.000 -0.390 
0.571 

1500 
42.03 

0.000 
0.434 

0.159 

0.01 1 
0.016 

0.029 
0.043 
0.069 

0.032 
0.040 
0.054 

0.035 
0.049 
0.052 

0.006 
0.043 

0.006 
0.006 
0.030 

0.036 
0.034 
0.053 
0.066 
0.084 
0.095 

0.038 
0.040 
0.043 
0.057 
0.039 
0.041 

0.000 

0.000 
0.069 

0.000 
0.000 
0.024 

0.006 
0.000 
0.001 

0.108 
0.018 
0.006 

0.000 
0.000 

0.000 
0.001 
0.019 

0.001 
0.000 
0.000 
0.000 
0.441 
0.193 

0.000 
0.000 
0.000 
0.199 
0.000 
0.000 

Source: 2001 HBS. Note: Dependent variable: natural log of per capita consumption. Regressions are not weighted. 
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ANNEX 7.1: DYNAMIC ANALYSIS 
Table A7.1-1 Factors Associated with Changes in per Capita Consumption 2001/1998 

FC Consumption 2001l1998 
National Rural Urban 

-0.002 HH size -0.014 -0.015 

Number o f  non-working members of a HH 

1 child < age 7 

2 children < age 7 

> 2 children < age 7 

1 child age 7+ 

2 children age 7+ 

>2 children age 7+ 

1 old-pension receiver 

>1 old-pension receiver 

Dummy for having at least one disabled person in a HH 

L o g  acreage per capita * urban 

Log  acreage per capita *rural 

Availability o f  agr. machinery 

Age of HH head 

age2 

Gender o f  a HH head 

secondary vocational 

secondary general 

incomplete secondary 

primary 

below primary 

Unemployed 

Urban 

Issyk-Kul 

Jalal-Abad 

Naryn 

Batken 

Osh 

Talas 

Chui 

Constant 

(0.022) 
-0.056 

(0.031)' 
-0.116 

(0.053)** 
-0.065 

(0.088) 
0.018 

(0.160) 
0.012 

(0.056) 
0.075 

(0.074) 
0.073 

(0.102) 
O.Oo0 

(0.065) 
0.176 

(0.092)* 
-0.106 

(0.099) 
0.002 

(0.005) 
0.009 

(0.008) 
0.358 

(0.110)*** 
0.006 

(0.01 1) 
-0.01 1 

(0.010) 
0.037 

(0.046) 

(0.055)* 
-0.123 

(0.056)** 
-0.146 

(0.098) 
-0.050 

(0.118) 
0.076 

(0.159) 
-0.117 

(0.142) 
-0.053 

(0.073) 
0.163 

(0.092)* 
0.387 

(0.077)*** 
0.133 

(0.097) 
0.000 
0.000 
0.060 

(0.076) 
0.107 

(0.097) 
-0.034 

(0.075) 
1.336 

-0.099 

(0.028) 
-0.049 
(O.@W 
-0.201 

(0.069)*** 
-0.063 
(0.109) 
-0.051 
(0.185) 

O.Oo0 
(0.080) 

0.048 
(0.099) 

0.123 
(0.136) 
-0.051 
(0.084) 

0.216 
(0.119)* 

-0.132 
(0.129) 

O.Oo0 
( O . @ W  

0.009 
(0.009) 

0.320 
(0.1 19)*** 

0.009 
(0.015) 
-0.013 
(0.015) 

0.01 1 
(0.069) 
-0.157 

(0.090)* 
-0.161 

(0.087)* 
-0.192 
(0.127) 
-0.149 
(0.153) 
-0.031 
(0.197) 
-0.033 
(0.226) 

0.082 
(0.119) 

0.125 
(0,107) 

0.012 
(0.123) 

O.Oo0 
0.000 
-0.010 
(0.103) 

0.000 
O.Oo0 
-0.120 
(0.103) 

1.463 

(0.043) 
-0.049 

(0.051) 
0.020 

(0.082) 
-0.141 

(0.161) 
0.180 

(0.570) 
0.023 

(0.078) 
0.140 

(0.113) 
-0.037 

(0.157) 
0.087 

(0.111) 
0.067 

(0.147) 
-0.103 

(0.153) 
0.007 

(0.004) 
0.000 

(0.000) 
0.000 

(0.000) 
0.004 

(0.015) 
-0.009 

(0.015) 
0.022 

(0.064) 
-0.014 

(0.065) 
-0.081 

(0.071) 
-0.197 

(0.197) 
0.218 

(0.256) 
0.934 

(0.554)* 
-0.191 

(0.176) 

-0.028 
(0.135) 

0.643 
(0.088)*** 

0.049 
(0.155) 

0.000 
0.000 
-0.056 

(0.090) 
0.024 

(0.15 1) 

(0.095)*** 
1.253 

-0.261 

\".'"*/ (0.386)*** 
Observations 1108 664 444 
R-squared 0.10 0.09 0.21 
Standard errors in parentheses 
*significant at 10%; **significant at 5%; ***significant at 1 % 
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Table A7.1-2: Determinants of  Total, Chronic and Transient Poverty 

Estimation method Maximum Likelihood Censored Normal (TOBIT) 
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ANNEX 8.1: MODELING THE BEHAVIORAL RESPONSE OF 
HOUSEHOLDS TO PUBLIC TRANSFERS 

1. In this annex, we present a model for  estimating the propensity to consume out o f  social 
protection transfers. The reduced-form equation i s  similar to  a typical consumption regression, 
except that per capita consumption i s  expressed in Soms (and not in the natural logarithm), and on 
the right hand side we add a term representing "per capita SP transfers". The coefficient o f  this 
term shows by how many Soms per capita consumption wil l  increase when the per capita SP 
transfer wi l l  increase by 1 Som. 

2. T o  test the sensitivity o f  our estimator to various specifications o f  the regression, we run 
four models, wi th and without other household characteristics as controls, and with and without 
rayon f ixed effects. W e  obtain an estimated marginal propensity to consume out o f  transfers, within 
the range o f  0.38-0.60, wi th a nayve estimate o f  0.5, and a mean estimator o f  around 0.5. A 
marginal propensity to consume out o f  the SP transfer o f  0.5 means that wi th  every 100 Soms in per 
capita SP transfers, household per capita consumption wi l l  increase by 50 Soms. Similarly, a 100 
Soms reduction in per capita SP transfers w i l l  reduce per capita consumption by 50 Soms. This 
empirical finding i s  compatible with the economic model o f  household behavior: that households 
w i l l  change their behavior if public transfers were discontinued b y  taking on more work or tapping 
private transfers, etc. The magnitude o f  the effect i s  s i m i l a r  to  findings in other c o u n t r i e ~ . ~  

Table A8.1-1: By How Much Will Per Capita Consumption Change for a Given Change in Per Capita 
SP Transfers? 

Regression Model 1 2 3 4 
OLS, rayon fixed effects OLS, rayon fixed effects OLS OLS 

Coeff. Sdt.Err. t P>t Coeff. Sdt.Err. t P>t Coeff. Sdt.Err. t P>t Coeff. Sdt.Err. t P>t 
Dependent variable Per capita consumption Per capita consumption Per capita consumption Per capita consumption 

Household size -744 55 -13.48 0.00 -757 55 -13.86 0.00 
Dependency ratio -270 65 -4.16 0.00 -404 67 -6.02 0.00 
Female head -410 189 -2.17 0.03 -55 197 -0.28 0.78 
Education of the HH head 

High education (ommitted) 
Paraprofessional -1453 232 -6.26 0.00 -1348 244 -5.52 0.00 
Complete secondary -2409 235 -10.23 0.00 -2476 246 -10.08 0.00 
Incomplete secondary -2516 411 -6.12 0.00 -2060 429 -4.80 0.00 
Primary -2347 461 -5.09 0.00 -2013 485 -4.15 0.00 
Below primary -809 611 -1.32 0.19 -410 634 -0.65 0.52 

wage 
business -226 304 -0.74 0.46 -974 300 -3.25 0.00 
farm -671 350 -1.92 0.06 -732 295 -2.48 0.01 
plot -956 387 -2.47 0.01 -1246 354 -3.52 0.00 
pension -1200 286 -4.20 0.00 -2280 287 -7.94 0.00 
stipend -5522 2882 -1.92 0.06 -6884 3077 -2.24 0.03 
ub -1570 2360 -0.67 0.51 -2042 2513 -0.81 0.42 
other -628 624 -1.01 0.31 -640 630 -1.02 0.31 

Urban -997 368 -2.71 0.01 -1013 196 -5.18 0.00 
Per capita SP transfers 0.38 0.05 8.29 0.00 0.50 0.04 13.15 0.00 0.45 0.05 9.29 0.00 0.60 0.04 14.66 0.00 
Constant 14417 377 38.29 0.00 7678 91.54 83.87 0.00 14935 352 42.46 0.00 7569 102 74.39 0.00 
Nr. Obs 2857 2857 2857 2857 
Adj. R-squared 0.3674 0.2566 0.2748 0.0697 
Note: 
The coeficient of the variable "Per capita SP transfers" has the sign8cance of the marginal propensity ro consume out of social protection rransfers. 
We take as "mean"margina1propensily to consume out of socialprorection income 50% 
To estimate the counterfactual consumption (in the absence ofSP transfers), we deduct from the current consumption 50% of the transfers 

Main income source 

See for example: Van de Walle, D. (2002), "The Static and Dynamic Incidence of Vietnam's Public Safety Net", mimeo, 
Development Research Group, World Bank 
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3. The statistical estimation o f  a zero-transfer counterfactual world may be subject to potential 
biases, in case i t  serves as proxy for omitted or unobservable household characteristics. However, 
the larger share o f  transfers are pensions and privileges (93% o f  total social protection transfers 
recorded in the survey), transfers that are exogenously determined from current non-transfer income 
and, arguably, per capita consumption. The endogeneity i s  a serious concern in the case o f  the 
UMB. By lumping all transfers together, the model uses a s im i la r  propensity to consume for UMB 
as for pensions and privileges. Potential improvements to  the model, such as estimating different 
marginal propensities for different types o f  transfers or socio-economic groups were not considered 
at this stage. 

4. While this estimate i s  not precise, the results presented in the paper are robust with regard to 
the choice o f  a different marginal propensity to consume. The fol lowing tables present the main 
results reported in the chapter under 0%, 50% and 100% marginal propensity to  consume out o f  
social protection transfers. As presented in Tables A8.1-2 - A8.1-4, the assessment o f  the 
inequality- or poverty-reducing potential o f  the UMB, social allowances, subsidies or privileges i s  
found be robust to  the choice o f  this parameter. The results tend to  differ in the case o f  pensions, 
which are found substantially more progressive under the hypothesis o f  100% marginal propensity 
to consume, and regressive under the assumption that they are crowding out other transfers or 
forgone incomes. 

Table ASS-2: Static Benefit Incidence Analysis: Changes in the Incidence of the Benefit 
Under Alternative Counterfactual Consumption 

Quintilles Poorest 2 3 4 Richest Total 

Pension 10% 13% 16% 24% 36% 100% 
Scholarship 14% 6% 14% 29% 38% 100% 
Other SOC Insurance 10% 8% 20% 11% 52% 100% 
Unified Monthly Benefit 51% 23% 12% 9% 6% 100% 
Privileges 5% 3% 8% 20% 64% 100% 

based on ... Current (Post Transfer) Consumption 

Scholarship 16% 2% 14% 34% 34% 100% 
Other SOC Insurance 17% 1% 22% 12% 49% 100% 
Unified Monthly Benefit 54% 20% 13% 7% 6% 100% 
Privileges 9% 6% 17% 11% 57% 100% 
Total SP 19% 17% 19% 20% 25 % 100% 

Pension 40% 17% 12% 16% 16% 100% 
Scholarship 16% 4% 11% 35% 33% 100% 
Other SOC Insurance 16% 9% 17% 15% 43% 100% 
Unified Monthly Benefit 53% 22% 10% 9% 6% 100% 
Privileges 28% 4% 44% 8% 16% 100% 
Total SP 39% 16% 14% 15% 16% 100% 

based on ... Consumption - 100% of Social Protection Transfers 
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Average distribution of beneficiaries, by 
Pension 
Schollarship 
Other SOC Insurance 
Unified Monthly Ben. 
Privileges 
Marginal distribution of beneficiaries, 
Pension 
Schollarship 
Other SOC Insurance 

Privileges 
Unified Monthly Ben. 
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Consumption quintile 
Total poorest 2 3 4 richest 

quintile (share of beneficiaries in a given quintile in total beneficiaries) 
100% 19% 20% 20% 20% 20% 
100% 10% 8% 27% 14% 40% 
100% 11% 5% 22% 15% 47% 
100% 47% 21% 12% 13% 6% 
100% 22% 14% 13% 21% 31% 

100% 18% 20% 20% 21% 21% 
100% 12% 13% 28% 15% 32% 
100% 13% 5 %  21% 13% 48% 
100% 38% 22% 13% 17% 11% 
100% 27% 20% 11% 19% 24% 

by quintile ((share of beneficiaries in a given quintile for a given increase/decrease) 

Average distribution of beneficiaries, by 
Pension 

Other SOC Insurance 
Unified Monthly Ben. 
Privileges 
Marginal distribution of beneficiaries, 
Pension 
,Schollarship 
Other SOC Insurance 

Privileges 

Schollarship 

Unified Monthly Ben. 

Consumption quintile 
Total poorest 2 3 4 richest 

quintile (share of beneficiaries in a given quintile in total beneficiaries) 
100% 25 % 20% 19% 18% 17% 
100% 13% 2% 25 % 23% 37% 
100% 14% 2% 23% 16% 46% 
100% 46% 22% 14% 11% 6% 
100% 27% 14% 12% 21% 27% 

100% 23% 20% 20% 19% 18% 
100% 15% 4% 33% 21% 26% 
100% 16% 2% 22% 14% 47 % 
100% 37% 22% 15% 14% 11% 
100% 32% 15% 13% 17% 23% 

by quinti le ((share of beneficiaries in a given quintile for a given increase/decrease) 

Consumption quintile 
Total poorest 2 3 4 richest 

Average distribution of beneficiaries, by quintile (share of beneficiaries in a given quinti le in total beneficiaries) 
Pension 100% 32% 22% 16% 16% 14% 

Other SOC Insurance 100% 10% 11% 19% 17% 44% 
Unified Monthly Ben. 100% 44% 26% 11% 13% 6% 
Privileges 100% 34% 12% 10% 18% 26% 
Marginal distribution of beneficiaries, by quintile ((share of beneficiaries in a given quinti le for a given increase/decrease) 
Pension 100% 30% 21% 17% 17% 15% 
Schollarship 100% 17% 6% 31% 22% 24% 
Other SOC Insurance 100% 12% 11% 18% 15% 45% 

Schollarship 100% 13% 4% 23% 24% 37% 

Unified Monthly Ben. 100% 36% 25% 12% 16% 11% 
Privileges 100% 36% 15% 10% 16% 22% 



Table A8.1-4: Coverage and Targeting of the Poor: Changes in the Magnitude of Poverty Reduction 
Impact Under Alternative Counterfactual Consumption 

- - 

Coverage of the poor Targeting of  the poor Adequacy of benefit 
Total poor Extreme poor Total poor Extreme poor Total poor Extreme poor 

Poor and Extreme Poor defined based on Current Consumption - 100% Social Protection Transfers 
Pension 40% 49% 69% 48% 12% 20% 
Scholarship 2% 1% 31% 16% 0% 0% 
Other SOC Insurance 1% 1% 40% 17% 0% 0% 
Unified Monthly Benefit 19% 30% 85% 61% 1% 2% 
Privileges 9% 11% 64% 9% 1% 0% 
Total SP 55% 66% 70% 48% 14% 22% 
Poor and Extreme Poor defined based on Current (Reported) Consumption 
Pension 35% 35% 36% 14% 7% 8% 
Scholarship 2% 1% 31% 16% 0% 0% 
Other SOC Insurance 1% 1% 29% 17% 0% 0% 
Unified Monthly Benefit 19% 29% 82% 57% 1% 2% 
Privileges 8% 10% 12% 6% 0% 0% 
Total SP 51% 56% 36% 15% 8% 10% 
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ANNEX 8.2: CALIBRATING A PROXY-MEANS TEST FOR THE 
KYRGYZ REPUBLIC 

1. W e  use a stepwise logit  model to select the best predictors f rom a large l i s t  o f  potential 
indicators that are highly correlated wi th  poverty status. Acknowledging differences in consumption 
patterns, ownership o f  assets and access to  basic services by areas of residence, separate models are 
run for rural and urban areas. 

2. Based on the poverty profile presented in Chapter 4, characteristics such as education, 
demographics, dependency ratio, occupation, housing conditions, and ownership of assets are 
expected to have good predictive power in identifying the poor. However, some of these individual 
characteristics, such as education and occupation of  the household head, the household size and 
number o f  children, might be highly collinear wi th each other and collectively add little to the 
overall predictive accuracy. Estimation o f  a stepwise logit  model allows the contribution o f  each 
variable to be sequentially evaluated and compared, and a parsimonious l i s t  o f  variables for  the 
computation o f  the composite poverty indicator identified. The extended model included as 
predictors household size, the number o f  children in a household, gender o f  the household head, 
education o f  the household head and hidher spouse, main source o f  income o f  the household, 
dependency ratio, ownership o f  housing, land, agricultural equipment or livestock, housing 
conditions (type o f  running water, heating, air conditioning), possession o f  durables l ike radio, color 
TV, B&W TV, car, motorcycle, phone. The coefficients o f  the parsimonious models are given in 
Table A8.2-1. 

3. The household characteristics used to predict total and extreme poverty in the parsimonious 
models respect three basic requirements for proxy-means testing. First, the proxy-means model 
should be based on a small number o f  variables. In our case the model uses 11 characteristics 
(variables) in rural and 9 in urban areas. Second, the variables selected are easy to measure or 
observe. Third, the poverty predictors are difficult for households to  manipulate (falsify) in order to  
gain eligibility for participation in the program. The models for predicting poverty status should be 
re-estimated periodically, using the latest available household survey data. 

4. The models presented in Table A8.2-1 can be used to predict the poverty status of each 
household (and individuals therein) in the Kyrgyz Republic4. Our targeting tool works as follows. 
For each applicant, we collect the information mentioned in Table A8.2-1, and then compute the 
probability o f  being poor (or extremely poor). For each model, we determine a cut-off point in the 
predicted probability o f  being (extremely) poor that minimizes exclusion5 and inclusion6 errors, 
subject to the constraint o f  covering 13% o f  the population. T o  select the poorest rural applicants, 
we grant eligibility to al l  households wi th a predicted probability higher than 0.42. T o  select the 

For each area of residence, the probability that a household i s  (extreme) poor i s  obtained by multiplying the Characteristics of the 
households with the coefficients in Table 2, and estimating the corresponding probability using the inverse logit function. For 
indicator variables, such as “has auto”, the coefficient i s  multiplied with 1 i f  the condition i s  true, and zero i f  false. Our logit model i s  
Log(odds of being poor) = CXb, where X i s  the vector of household characteristics and b i s  the vector of coefficients. To determine 
the probability of being poor, there i s  a transformation to P(poor) = enb/(l-en7. The composite poverty indicator variable produced 
by this equation will l i e  between 0 and 1, and corresponds to the probability that an individual i s  poor. 

Poor misclassified by our model as non poor, and hence will be excluded from the program. 
Non poor classified incorrectly by our model as poor, and hence will be included in the program. 

197 



poorest urban applicants, we grant eligibility to a l l  households with a predicted probability higher 
than 0.43. Our model guarantees that we cover half of the poorest quintile, at the cost of including 
one third of the non poor. 

Table AS.2-1: Proxy-Means Indicators for Total and Extreme Poverty, by Area of Residence 
Probability of being . . . 

Education o f  the household head: 

In the Poorest Quintile 
Rural Urban 

primary or lower 

incomplete secondary 

complete secondary 

paraprofessional 

Number o f  children under age 6 in a HH 

Number o f  children above age 6 in a HH 

No. o f  HH members per employed HH member 

Has livestock 

Main income source: 
business 

plot 

pension 

other 

dependent 

Dwelling characteristics: 
other source o f  heat, no district heat 

no running water 

Endowment with durables 
has B&W TV 

has color TV 

has auto 

has bicycle 

has phone 

has radio 

Constant 

0.832 
(1.92) 
1.435 

(3.64)* * 
1.456 

(4.96)** 
1.028 

(3.27)** 
0.532 

(7.07) ** 
0.377 

(5.95)** 
0.226 

(3.79)** 

(3.83)** 

0.545 
(2.13)* 

0.338 
(1.66) 
1.141 

(5.26)** 

-0.557 

1.208 
(2.53)* 

-0.597 
(2.88)** 

- 1.562 
(5.37)** 

- 1.764 
(5.48)** 

-1.328 
(4.37)** 

0.694 
(2.53)* 

-3.407 
(8.68)** 

0.229 
(2.81)** 

0.289 
(4.96)** 

-0.434 
(1.69) 

0.857 
(3.57)** 

-1.521 
(1.89) 

-0.5 
(1.67) 
0.555 

(2.78)** 

-0.903 
(4.60)** 

-0.891 
(2.79) ** 

-0.808 
(3.75)** 

-0.443 
(2.05)* 
-1.798 

(5.89)** 
Observations 1496 1348 
Absolute value o f  z statistics in parentheses 
* significant at 5%; ** significant at 1% 

Source: Estimations based on HBS 2001 
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