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This Financial Sector Assessment (FSA) summarizes the structural and developmental 
aspects of  the 2006 FSAP Update report for the Kyrgyz Republic. The stability and 
prudential oversight aspects o f  that report, including the factual updates o f  ROSCs and the 
results o f  the Anti Money Laundering and Combating the Financing o f  Terrorism 
(AML/CFT) assessment, are summarized in the Financial System Stability Assessment 
(FSSA) that was discussed by the IMF Board, as part o f  the Article IV Consultation, in May 
2007. This FSA should be read together with the FSSA in order to get a full sense of the 
findings and recommendations of the 2006 Kyrgyz Republic FSAP Update. 

At the request o f  the authorities, the 2006 FSAP Update had a broad coverage. The 
2002 FSAP identified a number o f  structural weaknesses and developmental issues that 
limited financial intermediation and private sector growth. Since then, the authorities have 
made substantial progress in implementing their financial development plan.' The Update 
aimed to assess the progress in that financial sector reform agenda, and identify remaining 
reform gaps and priorities.2 Ajoint IMF-WB team visited the Kyrgyz Republic from October 

See Appendix I for the status o f  the key recommendations o f  the 2002 Assessment. 

* The full FSAP Update document on which this FSA i s  based includes the Aide-MBmoire, summarizing the 
Update's findings and recommendations; Technical Notes on the banking sector, access to finance, capital 
market development, the insurance sector and preconditions for a funded pension system; Factual updates o f  the 
observance o f  the Base1 Core Principles for Effective Banking Supervision and of the CPSS Core Principles for 
Systemically Important Payment Systems. 
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10-23, 2006.3 I t s  findings and recommendations were thoroughly discussed with the 
authorities in a wrap-up session at the end o f  the mission. The diagnosis and assessment o f  
the FSAP Update, and hence this FSA, are based on information as o f  October 2006. 

T h e  key conclusion o f  the FSAP Update i s  that key challenges today pertain to the 
regulation, supervision and development o f  the non bank finance sector, and to access 
to finance. The National Bank o f  the Kyrgyz Republic (NBKR) licenses, regulates, and 
supervises credit institutions. The SSSRFM, which was established in 2005 to license, 
regulate, and supervise non bank financial institutions (NBFIs), i s  in need o f  substantial 
strengthening and the markets under its purview are in need o f  substantial development so as 
to facilitate increased intermediation and fastest private sector growth. In addition, solutions 
need to be investigated to increase access to finance, which is currently among the lowest in 
the world with less than 5 percent o f  the population with access to a bank account or 
borrowing. 

The Kyrgyz Republic FSAP Update team gratehl ly acknowledges the excellent hospitality, cooperation and 
openness o f  the Kyrgyz  authorities and technical counterparts. The FSAP Update mission was comprised o f  T. 
Lybek (Chief, IMF), S. Sirtaine (Deputy Chief, Wor ld  Bank), F. Kumah, J. Sold, P. Hayward (all IMF), S.O. 
Gonulal, E.S. Munoz, M. Noel, C. Pardo, H. Rudolph, and C. Segni (all Wor ld  Bank). 
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I. MACRO AND INSTITUTIONAL SETTING FOR THE 2006 FSAP UPDATE 

1. 
economy has been mixedS4 In 2003-04, real GDP grew on average by 7 percent per year, 
but the economy contracted in 2005, as business sentiment weakened in the aftermath o f  the 
Tulip Revolution and inflation increased (Table 1). In 2006, real GDP grew by just under 3 
percent, dampened by a gold mine accident. Non-gold output, however, grew by 5 percent 
facilitated by larger-than-expected capital inflows and migrant workers' remittances. 
Inflation was 4 percent in the 12 months that ended in March 2007. 

Since the 2002 assessment, the macroeconomic performance of the domestic 

2. 
deficit deteriorated to nearly 17 percent o f  GDP in 2006 affected by a revision in the 
statistical series on shuttle trade, buoyant imports, and a shortfall in gold exports but it i s  
expected to narrow to 12.5 percent o f  GDP in 2007. International reserves increased to 
US$823 mi l l ion (about 3% months o f  projected 2008 imports o f  good and services) at end- 
March 2007, reflecting persistent capital inflows, which continue to pose challenges for 
liquidity management. The external public debt declined from 78 percent o f  GDP in 2005 to 
69 percent o f  GDP in 2006, when domestic public debt amounted to 6 percent o f  GDP. 
Despite largely unsterilized foreign exchange interventions, the som appreciated by 8 percent 
against the U.S. dollar during 2006, but the appreciation was only 1.3 percent in real 
effective terms. The Kyrgyz Republic maintains a managed floating exchange rate regime. 

The balance of payments has also posed challenges. The external current account 

3. The main macroeconomic r i s k s  include: 

0 Policy slippages. Recent political difficulties have resulted in pressure to boost 
sectoral spending that could result in unsustainable external borrowing. 

A sharp deterioration in the terms o f  trade. An abrupt gold price decline within the 
context o f  high oi l  prices could result in a sharp depreciation o f  the som and a decline 
in domestic demand. Loss o f  access to markets in Russia and Kazakhstan, a decline in 
workers' remittances, or a reversal o f  short-term capital inflows could yield similar 
effects. 

Natural disasters. The Kyrgyz Republic i s  prone to earthquakes that could affect 
macroeconomic stability. 

0 

0 

4. 
institutions, although additional efforts are warranted for? 
0 

Several measures have been taken to improve the environment for financial 

Greater consistency and predictability in the legal framework. The 2006 
amendments to the Law on Conservation, Liquidation and Bankruptcy o f  Banks, 
which had been drafted with assistance from international financial institutions, 
severely undermine the bank resolution process and could result in: (i) creation o f  
unlicensed banks; (ii) the rehabilitation procedure bypassing the banking law; and 
(iii) the rehabilitation process being used to benefit shareholders to the detriment o f  

A three-year PRGF arrangement with the IMF was approved on February 23,2005 (EBS/OS/I 19). 

The World Bank's 2006 Doing Business report ranked the Kyrgyz Republic in 90" position, compared with 
104 in 2005. 
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5.  

small depositors. The NBKR has issued a regulation to temporarily mitigate the first 
two concerns. Such changes create uncertainty and can lead to inconsistent court 
decisions. However, according to market observers, the judicial system st i l l  lacks an 
understanding o f  the working o f  a market-based economy, integrity, and 
accountability.6 The NBKR should continue to conduct seminars for the judiciary, 
ideally in coordination with the SSSRFM. A review o f  administrative practices also 
may be needed. 

Improved effectiveness of  the mortgage and pledge registries. Efficacy o f  the 
newly created registries i s  reportedly limited by legal constraints and inefficient 
judiciary processes. 

Strengthened creditor rights and insolvency procedures. The authorities have 
requested a ROSC to identify remaining legal inconsistencies and weaknesses in 
enforcement. 

Improved implementation of  IFRS and International Standards on Auditing 
(ISA). While banks follow these standards, the financial statements o f  their borrowers 
are not always reliable especially given the shortage o f  qualified and certified 
accountants. This forces banks to rely on collateral rather than on the financial 
condition o f  the b o r r o ~ e r . ~  

Corporate governance. A new Law on Joint-stock Companies, adopted in 2003 and 
substantially amended in 2004, had a number o f  favorable effects: improved 
disclosure and transparency requirements for share depositories, strengthened the role 
o f  the auditing committee, clarified the authority o f  the board o f  directors, defined 
new procedures for the approval o f  large transactions, and introduced cumulative 
voting procedures for the appointment o f  the board. However, market observers claim 
implementation and enforcement remain weak. 

Increased effectiveness o f  the credit information bureau. The NBKR i s  already 
creating an in-house credit register for supervisory purposes, and banks should be 
given access to information on clients' aggregated exposure to enhance their risk 
management, 

Corruption. Against the backdrop o f  l o w  wages and despite measures adopted to 
curb i ts  incidence, corruption remains an issue.' 

11. FINANCING TO THE PFUVATE SECTOR 

The Kyrgyz financial system comprises a broad range of  financial institutions 
(Table 2). There are currently 21 active licensed banks, which are also doing leasing, and a 
large number o f  non-bank credit organizations, mostly pawn offices, credit unions, and micro 
finance institutions. The credit unions are supported by the Financial Company for Support 

According to the Investment Climate Assessment o f  the Kyrgyz Republic, 65 percent o f  companies surveyed 

Small- and medium-sized enterprises are given until 2009 to apply IFRS. 

6 

do not consider that the legal system would uphold contracts and property rights in legal disputes. 
7 

' In 2006, the Kyrgyz Republic ranked 142 out o f  163 countries surveyed by Transparency International. See also 
footnote 4. 
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and Development o f  Credit Unions (FCSDCU). Two state-owned financial institutions 
provide specialized services: Ayul Bank (agricultural bank) and the Settlement and Savings 
Company (SSC). The number o f  insurance companies has declined to 13, which includes two 
newly established reinsurance companies, while there is  only one private pension fund. 

6. 
activities do not reach all segments o f  the market. Many corporations rely on their own 
sources for f~nding.~ At end-2006, total assets o f  banks and nonbank credit institutions 
(including Ayul Bank) amounted to 25 and above 5 percent o f  GDP, respectively. In 2006, 
bank credit grew by 47.5 percent, reaching 11 percent o f  GDP at year end. Non-bank 
financial institutions (NBFIs) grew at a lower, although s t i l l  substantial, rate o f  23 percent (or 
32 percent excluding Ayul Bank). They have entered segments previously not catered to by 
banks, but many segments remain largely under served (see below). 

Commercial banks account for the bulk o f  lending to the private sector, but their 

7. Financial intermediation i s  increasing but remains relatively low, while the use 
o f  cash i s  significant. Cash in circulation increased to 17.5 percent o f  GDP in 2006, from 7 
percent in 200 1. The recent appreciation o f  the som and the expansion o f  the grey economy, 
which market observers estimate at 40 percent o f  official GDP, are contributing factors. The 
turnover in the payment system i s  modest. In 2006, som 182.2 bi l l ion (1.6 times GDP) 
cleared the existing payment systems. From 2001 to end-2006, financial deepening, 
measured by broad money in percent o f  GDP, increased 2.5 times to 28.5 percent o f  GDP, 
s t i l l  relatively l o w  compared with countries with similar income per capita. 

Access to Finance 

8. 
system remains very limited. In absolute terms credit to the private sector has increased 
four-fold from US$71 mi l l ion in 2002 to US$33 1 mi l l ion at mid-2006. However, the bank 
credit market i s  s t i l l  nascent, accounting for only 11 percent o f  GDP. Furthermore, banking 
sector loans are highly concentrated in some activities (e.g. trade and services) and segments 
o f  the economy (e.g. large corporate and individual borrowers), and are largely limited to 
larger cities, leaving most o f  the financial needs o f  SMEs and the poor unattended." 

Despite strong growth in credit to the private sector, access to the banking 

9. 
borrowers, but remain small in scale. NBFIs accounted for 32 percent o f  the formal 
financing provided to the private sector with an aggregate loan portfolio o f  4 percent o f  GDP 
in June 2006. Their credit outreach has expanded from 46,700 borrowers in 2002 to 124,800 
in 2006, with an average loan size o f  around US$670 (excluding K A F C  which targets larger 
borrowers). Over the past few years various types o f  non-bank financial institutions (NBFIs) 
have entered the Kyrgyz market, including credit unions and microfinance institutions, and 
public entities such as the Ayil Bank (former Kyrgyz Agricultural Finance Corporation 

NBFIs are contributing significantly to increasing access to finance by smaller 

A 2004 World Bank survey found that internal funds account on average for 77 percent of the financing o f  
fixed investments. 

lo In 2002, a group o f  donors incepted the Micro and Small Enterprise Finance Facility, providing fimding on 
preferential terms and technical assistance to banks for the development o f  SME lending activities. The program 
has served more than 61,000 borrowers country-wide, in lower segments and sectors, including agriculture. 
However, it i s  highly donor dependent and does not target the lowest end o f  the Micro and SME segment. 
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KAFC). NBFIs' credit has been growing very fast, largely under donor-supported programs, 
expanding outreach to smaller enterprises, poorer people, the agricultural sector and rural 
areas. 

10. 
poverty reduction issue. With only 232,900 individual accounts for a population o f  5.1 
mi l l ion people in June 2006 and about only about 5 percent o f  households with access to 
borrowing, outreach in the Kyrgyz Republic remains among the lowest in the world. 

Overall, access to finance remains among the lowest in the world and a central 

1 1. 
encourage smaller scale lending. In particular, the financial architecture supporting credit 
decisions has been strengthened (including with the establishment o f  a property registry, a 
credit bureau, an enhanced business registry, and upgrades in creditor rights and insolvency 
laws - see paragraph 4), and the legal framework for NBFIs has been improved substantially 
- but further progress i s  s t i l l  needed in all these areas. 

The authorities have done a lot to improve the environment for  NBFIs and 

12. 
expand access to finance. The authorities' efforts to increase outreach have been adversely 
affected by the mountainous geography o f  the country, which makes it difficult and largely 
unprofitable for financial institutions to reach large segments o f  the population in remote 
areas, even in the improved lending environment. Since servicing clients through traditional 
channels (including branches, ATMs, etc) in these sparsely populated areas i s  not profitable, 
successful experiences in other countries o f  alternative methods need to be explored, For 
example, Brazil uses retail platforms as correspondent bankers and delivers financial services 
through the post office network, while Southern African countries use o f  mobile phone- 
banking. The use o f  the Kyrgyz Post office network as a platform for financial institutions to 
offer financial services in remote areas i s  worth exploring given i t s  penetration into all 
regions o f  the country. 

Against this background, there i s  now a need to develop new solutions to further 

111. DEVELOPMENTAL ISSUES IN THE BANKING SECTOR 

13. 
adequate collaboration with foreign banking authorities. Foreign-owned banks account 
for about 7lpercent o f  total system assets o f  which 2.5 percent are subsidiaries o f  foreign- 
mainly Kazakh-banks and 3.3 percent are branches o f  foreign banks." The NBKR intends 
to improve i t s  collaboration with Kazakhstan with the signing o f  a. Nevertheless, the large 
share o f  foreign owners pose special supervisory challenges, especially regarding due 
diligence o f  the owners. 

The banking system i s  dominated by foreign-owned banks, which warrants 

14. 
mortgages. Kazakh banks' access to long-term funding has helped develop an important role 
in lending for mortgages which now represents about 20 percent o f  total loans, compared 
with only 4 percent in 2002.'2 The maturity o f  loans has increased significantly, as 52.5 

The maturity o f  the loan portfolio has increased in recent years through 

'I The Kazakh banking system i s  much larger than the Kyrgyz  one. At end-2006, total assets o f  Kyrgyz banks 
amounted to 2% percent o f  assets o f  Kazakh banks. 

l2 There are no  off icial indices for property prices. Anecdotal information suggests that certain segments o f  the 
market have increased 10-20 percent since last year. 
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percent o f  all loans now have a maturity o f  over a year (up from only 22 percent o f  total 
loans in 2003). However, the maturity o f  loans to other sectors remains very short overall. 

15. The level o f  dollarization has declined somewhat since 2005, but banks and 
borrowers are exposed to indirect foreign exchange risks. At end-2006, almost 70 percent 
o f  loans and deposits were denominated in foreign currencies. The indirect exchange rate 
risk, as experienced in the aftermath o f  the Russian crisis in 1998, could be substantial. Some 
borrowers with foreign currency denominated loans may not have a reliable foreign currency 
income stream. Thus, the NBKR needs to pay attention to this issue and ensure that banks 
adequately take this risk into account in their credit analysis and pricing. 

16. 
lines with subsidized interest rates introduces distortions. In particular, Ayul Bank 
benefits from long-term concessional funding that has allowed it to lend at significantly 
below-market interest rates. In addition, consideration i s  being given to subsidizing mortgage 
lending to certain groups. l3 Against this background, the FSAP team suggested redirecting 
government policies toward strengthening the infrastructure for financial intermediation and 
ensuring that interest subsidies are targeted to vulnerable groups. Interest rates have declined 
since 2001 , but gross interest rate spreads have remained at high levels since 2003. This 
reflects the perceived credit risk, increased demand for credit, as well as the level o f  
competition. Further measures to improve the credit culture would improve risk management 
on the part o f  lenders, and thereby tend to  reduce lending rates.14 

Bank lending rates are market determined, but the presence of  several credit 

17. 
with the assistance o f  the mission, has fbrther developed i t s  stress testing model.’’ The 
purposes o f  the model, originally built with the support o f  the 2002 FSAP team, are to 
evaluate and monitor credit, market, and liquidity risks. The model complements the 
NBKR’s C A M E L  analysis carried out on  a regular basis, functioning as an early warning 
system. The model simulates the impact o f  single and combined shocks on the capital 
adequacy ratio (CAR). In addition, a dynamic model, provided by the team, was used to 
gauge the sustainability o f  weaker banks. The NBKR i s  encouraged to continue using both 
models in i t s  oversight o f  the banking system. The models could be developed further, 
including to better assess indirect foreign exchange risk. 

The NBKR i s  encouraged to continue improving its stress testing. The NBKR, 

IV. SPECIAL CREDIT INSTITUTIONS 

18. 
privatizations need careful preparation before possibly granting them full-scale 

Ayul Bank and SSC fill some o f  the intermediation gap, but their planned 

l3 The authorities are contemplating establishing a “Development Fund” to boost economic development. The 
experience with state-owned development banks and development fhds has been mixed. Before establishing a 
development fund, the following should be clarified: (i) the criteria for selecting projects to finance, including 
how to prevent subsidized credit from distorting the market; (ii) the funding sources; (iii) the governance 
framework and accountability structure; (iv) the prudential framework to be applied; and (v) the formal 
responsibility for overseeing the Fund. 

l4 Adverse selection-the fact that more risky projects able to offer a higher expected return crowd out less 
risky projects-would be reduced. 

l5 See Appendix I1 for a detailed review o f  the stress testing of the Kyrgyz banking system. 
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banking licenses. This would prevent these institutions from taking on new, riskier business 
that could detract from their value. Ayul Bank, which specializes in agricultural lending, was 
given a limited banking license at end-2006. l6 As part o f  the agreement with international 
financial institutions, the government i s  working on  different options for Ayul Bank’s 
privatization although the end-2006 deadline was missed. It i s  recommended that Aiyl Bank 
be privatized by tendering all, or a majority of, the shares currently held by the government 
to a strategic investor or a consortium o f  investors led by a strategic investor with a track 
record in rural development. The SSC was established to provide payment and savings 
services throughout the country, particularly in remote areas.” I t s  license has been expanded 
to allow limited lending activities to microfinance institutions. N e w  activities involve new 
risks that require changes in risk management systems and strong monitoring by both the 
management and the owner. 

19. The legal framework for microfinance institutions i s  being improved. A Law on 
Microfinance Organizations enacted in 2003 formalized microfinance activities, recognizing 
MFIs as financial institutions under three different legal forms, subject to different regulatory 
requirements and supervision processes.’* MFIs have grown rapidly over the past few years 
and currently have a significant position in the financial system. By mid-2006, MFIs 
accounted for around 13 percent o f  the total credit provided by the financial system. 
Appropriately, MFIs are allowed to take deposits only when they fol low strict prudential 
req~irements.’~ However, a restriction in the ownership o f  deposit-taking MFIs (requiring 
them to have at least 5 shareholders, each owning a maximum o f  20 percent o f  the MFI’s 
capital) remains an obstacle to further development o f  the sector. 

20. 
rural areas but the sector needs consolidating and strengthening. The sector has been 
growing at more than 33 percent per annum since 2003. I t s  loan portfolio, however, i s  s t i l l  
relatively small and accounts for roughly 5 percent o f  total credit provided by the financial 
system. Many credit unions are financially weak, and efforts are needed to close, or perhaps 
merge, unsustainable unions with more viable entities. The credit unions’ mother company, 
the FCSDCU-a subsidiary o f  the NBKR-provides credit unions with subsidized funding, 
centralized services, training, and technical assistance. The authorities are appropriately 
aiming at the mutualization o f  the FCSDCU only when the financial position o f  the credit 
unions i s  sufficiently strong and the FCSDCU has strengthened i t s  own  capacity. 

Credit unions play an important role in providing finance to small borrowers in 

V. CAPITAL MARKET 

21, 
i s  nascent. The market for government securities i s  limited to short maturities and other 

With the exception o f  a well-functioning rep0 market, the Kyrgyz capital market 

l6 I t s  funding has so far been highly dependent on concessional long-term loans from the World Bank and the 
European Bank for Reconstruction and Development. 

l7 With the widest network (50 branches and 54 additional points o f  service), the SSC serves about 75,000 
individual depositors. 

l8 The three forms are micro credit agencies, micro credit companies, and micro finance companies. 

and small MFIs. At the same time, regulation limiting shareholding in deposit-taking MFIs makes this option 
unappealing to large MFIs that are owned and controlled by a single entity-foreign donors in al l  cases. 

License to raise deposits require minimum capital requirements, which are beyond the means o f  most medium 
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securities markets are insignificant. Government securities outstanding amounted to Som 5.5 
bi l l ion (US$125 million) or 5.5 percent o f  GDP on October 1,2006 and secondary market 
turnover amounted to 5.6 percent o f  GDP in the first nine months o f  2006. The treasury bill 
market has grown rapidly since 2001, reaching som 1.3 bi l l ion at end-2006. Yields have 
declined steadily from 21 percent to 8 percent during this period, reflecting increased 
confidence o f  market participants. However, banks are the dominant investors and market 
liquidity i s  limited. Besides treasury bills, NBKR holds a portfolio o f  de facto non- 
marketable restructuring government securities amounting to som 4.2 bil l ion Corporate 
bonds outstanding amounted to 0.2 percent o f  GDP on October 1 , 2006, with no secondary 
market. There have been no issues o f  municipal bonds or asset-backed securities to date. 
Stock market capitalization amounted to 1.5 percent o f  GDP in October 2006, while turnover 
in the formal exchanges (excluding over-the-counter (OTC) trades) amounted to 0.1 percent 
o f  GDP in the first nine months o f  2006. The institutional and retail investor base i s  
insignificant and confidence in securities i s  weak. The assets o f  insurance companies reached 
Som 145 mi l l ion (US$3 million) at the end o f  June 2006. Other institutional investors are 
equally limited, with five active investment funds with assets fluctuating between Som 10 to 
11 mi l l ion (US$0.23 to 0.25 million) between 2002 and 2005. Only one private pension fund 
i s  in operation, with assets under management amounting to Som 7 mi l l ion (US$ 0.16 
million). Public confidence in institutional investors i s  l o w  as a result o f  the fraudulent 
bankruptcies o f  several investment funds and o f  an insurance company in the nineties (see 
Table 3). 

22. 
strategy for the government bond market, while taking into account macroeconomic 
imbalances, should be developed. For instance, reopening longer maturities as they mature 
and reducing the number o f  auctions would allow for fewer but larger and more liquid issues. 
However, volumes are small and creating benchmarks will be difficult. Plans for introducing 
mortgage bonds require developing the legal and regulatory framework for asset-backed 
securities. Fiscal decentralization necessitates preparing the legal and regulatory framework 
for municipal borrowing, while ensuring fiscal control. In addition, deficiencies in the legal 
and regulatory framework for corporate bonds, and tax treatment o f  income earned on 
various financial instruments may create some distortions. As discussed below, priority 
should be given to strengthen the prudential framework and i t s  enforcement for nonbank 
institutional investors as well as the stock exchanges. 

The government i s  facing several challenges in developing the capital market. A 

23. The modest size o f  the three stock exchanges suggests that they should merge 
and consider collaboration with a regional exchange. The markets are thin and illiquid, 
although trading activity i s  increasing. Most equity trades take place over-the-counter and are 
registered ex post, resulting in poor price discovery. Against this background, the costs and 
benefits o f  developing the local stock exchanges should be considered. 

24. 
bills from the NBKR to the envisaged central depository. The authorities are considering 
establishing a centralized depository. The NBKR i s  currently in charge o f  organizing the 
weekly auctions o f  treasury bills, the trading system, and the depository. Treasury bills have 
gained the confidence o f  the market. The four depositories o f  other securities are relatively 
small and go largely unsupervised and unaudited. A merger o f  these depositories seems 
appropriate. Moving the depository for treasury bills from the NBKR to the envisaged 
centralized depository, however, entails operational and reputational risks that could 

International standards should be met before moving the depository for treasury 
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complicate the implementation o f  monetary policy. This depository should therefore only be 
moved, when the new depository observes international practices.20 

VI. INSURANCE INDUSTRY 

25. 
with neighboring countries. At end-2006, 13 insurance companies were licensed. Only two 
companies are engaged in l i f e  insurance and two reinsurance companies are newly 
established. In 2006, total insurance premiums amounted to 0.13 percent o f  GDP, o f  which 
non-life accounted for 99.7 percent.21 The low  insurance penetration reflects l o w  per capita 
income, the income distribution, limited understanding o f  insurance products, l o w  public 
confidence in the sector, and supervisory weaknesses. 

The insurance sector i s  underdeveloped relative to its potential and compared 

26. 
instance, priority should be given to improving the regulatory supervisory framework. 
Requests by the industry to make several lines o f  insurance compulsory should not be 
addressed before the regulatory framework and supervisory practices have been 
strengthened. Also, an appropriate reinsurance regulation i s  necessary as the Kyrgyz 
insurance sector has limited retention capacity with a high dependence on reinsurance (in 
2006, about 53 percent o f  total insurance receipts have been reinsured, o f  which 5 1 percent 
abroad). In addition, the absence o f  financial information and disclosure to the public 
prevents effective market discipline and limits competition. The SSFRFM should start 
building a data base o f  information on the insurance sector and publish timely annual and 
quarterly statistical bulletins so that market players operate with adequate sector information. 

Before a potential expansion of  the market, though compulsory insurance for 

VII. PENSION REFORM 

27. The “pay-as-you-go” (PAYGO) system could be enhanced and a voluntary 
funded pillar established before contemplating the creation of mandatory private funds. 
The 1997 pension reform has broadly achieved i t s  goals, but the level and coverage o f  
pensions remain low. The level o f  salaries; the fiscal position, which leaves l i t t le  room to 
finance the high cost o f  a pension reform or to provide adequate tax incentives; the modest 
size o f  the capital market; and the current legal and regulatory framework as well as market 
practices for capital market intermediaries do not ensure the prudent operations o f  private 
pension funds.22 Significant strengthening o f  the SSSRFM would be needed to cope with a 
further pension reform, the domestic capital market would also need to be more developed, 
and the fiscal capacity to bear the cost o f  the reform would need to be substantially 
i n c r e a ~ e d . ~ ~  As an interim step, however, consideration could be given to (i) enhancing the 

2o Specifically, the Recommendationsfor Securities Settlement Systems issued in 200 1 by the Committee on  
Payments and Settlement Systems and the Technical Committee o f  the International Organizations o f  Securities 
Commissions; and the Central Bank Oversight ofpayment and Settlement Systems issued in 2005 by the 
Committee on  Payment and Settlement Systems should be used as guidance. 

21 In 2005, insurance penetration (premiums in percent o f  GDP) was 1.03 percent in Kazakhstan, 0.40 percent in 
Uzbekistan and Georgia, and 0.20 percent in Armenia, according to S IGMA and Axco reports - see Table 4. 

22 The current supervisory framework for private pension funds should be enforced, or the existing private 
pension fund should be converted into an investment fund. 

23 See Appendix I V  for preconditions for a fully funded pension system in the Kyrgyz  Republic. 
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current PAYGO system, in particular by  establishing in the law an indexation mechanism 
and by reducing the transition period; and (ii) supporting a voluntary funded pillar; both 
subject to fiscal constraints. Although it i s  possible to make improvements at the margin, the 
coverage ratios are directly correlated with the degree o f  economic development (Figure 2). 

VIII. PAYMENT SYSTEMS 

28. Based on the 2002 FSAP, the NBKR and the government launched the ambitious 
“National Payments System Reform” in 2004. The main objective was to “build a cashless 
society” through the implementation o f  a modern, fully automated, integrated, and secure 
payment system capable o f  handling the increasing number o f  payments. The NBKR has 
initiated work on: (i) a bulk clearing system for small value transactions, which became 
operational in October 2006; (ii) a modern RTGS system for large and time-sensitive 
payments, which i s  expected to be fully operational in early 2008; (iii) a card production, 
issuance, and clearing system to support an interoperable bank-shared card system; and (iv) a 
new NBKR general ledger. In parallel, the government has initiated the “Treasury 
Automation Program,” which would enable it to process al l  fiscal and quasi-fiscal payments 
through the banking system. 

29. The reforms led to substantial progress in payment transactions and to upgrades 
in a number of CPSS principles. These changes have eliminated the potential for delays in 
the settlement o f  payment transactions accepted for processing. They also allow for upgrades 
o f  a number o f  Core Principles for Systemically Important Payment Systems. 
Implementation o f  the new RTGS system along with the related legal and regulatory 
improvements i s  expected to result in full compliance with these principles by early 2008. 

IX. THE SUPERVISORY FRAMEWORK 

30. 
the State Service Agency for Supervision and Regulation of Financial Markets 
(SSSRFM), i s  in need o f  strengthening. In September 2005, the State Commission on 
Securities Markets, in charge o f  the supervision o f  securities markets and investment funds, 
was merged with an agency within the Ministry o f  Economy and Finance (MOEF), in charge 
o f  developing and regulating insurance and private pensions, into a newly established 
Agency, the SSSRFM (hereafter “the Agency”). The newly established Agency faces 
significant institutional and supervisory challenges, which must be addressed to enable the 
sustainable and sound development o f  the markets it regulates and supervises, and which 
have a key role to play in the economy. In particular, the FSAP Update recommended the 
following main actions: 

The newly established agency responsible for NBFI regulation and supervision, 

e Strengthen the Agency’s legal authority, ensuring i t s  political independence and 
securing i t s  financial autonomy and accountability; 

Tighten the Agency’s licensing criteria and procedures for all financial 
intermediaries; and strengthen i ts  on-site and off-site supervision capacity; and i t s  
enforcement powers; 

Improve the insurance sector regulatory framework and build an insurance sector data 
base; develop and implement a government debt management and debt market 

e 

e 
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development strategy; develop and implement the legal and regulatory framework for 
new insurance and capital market products; 

Strengthen stock exchange governance and streamline market infrastructure. e 

3 1. T h e  legal basis of  both regulatory and supervisory authorities should be 
~ t r e n g t h e n e d . ~ ~  The legal basis o f  the SSSRFM, which i s  established by a government 
regulation, i s  in need o f  significant strengthening. The SSSRFM should be supported by a 
law that ensures i t s  authority, independence from political and industry interests, while 
giving it some financial autonomy (to be able to pay adequate salaries and attract and retain 
competent staff), and being held accountable for performing i ts  objectives and tasks 
effectively and efficiently. But even the central bank law should be amended to provide legal 
immunity to NBKR supervision staff for actions taken in good faith while discharging their 
duties.25 Both institutions are frequently overruled by courts, in part due to legal 
inconsistencies. 

32. Scarce supervisory resources should be used to strengthen the current 
framework instead o f  considering a new framework. The NBKR licenses, regulates, and 
supervises credit institutions, payment systems, pawn shops, and exchange bureaus. The 
SSSRFM licenses, regulates, and supervises insurance companies, pension funds, stock 
exchanges, auditing operations, licenses the gaming industry, and i s  responsible for 
monitoring accounting and auditing standards. There have been discussions on moving 
banking supervision to the SSSRFM to establish integrated supervision. This would likely 
detract resources from effective supervision o f  the largest segment o f  the financial system in 
the short run. The NBKR should continue supervising credit institutions, while the SSSRFM 
should give priority to i t s  immediate supervisory responsibilities, since one failed financial 
institution could quickly undermine the SSSRFM’s well-intended development strategies.26 
However, a MoU between the SSSRFM and the NBKR should be signed to facilitate 
collaboration, for instance in the area o f  licensing, information sharing, and establishing 
guidelines for becoming the lead supervisor when financial conglomerates emerge. 

33. 
supervisory practices. The capacity o f  the SSSRFM to carry out licensing, supervisory, and 
enforcement responsibilities needs strengthening. The legal and regulatory framework 
underpinning the prudential supervision, good governance and transparency for NBFIs needs 
improvement. In addition, the capacity o f  the SSSRFM to adequately enforce the regulation 
needs to be strengthened, starting with licensing criteria, and an adequate of-site and on-site 
supervision program and strong risk-based analyses o f  the financial information o f  
intermediaries need to be developed. Technical assistance will be necessary to upgrade the 
technical knowledge and skills, both regarding the development o f  proper prudential 

T h e  SSSRFM needs to further develop the prudential framework as well as i t s  

24 See Appendix V for a comparison o f  the autonomy and accountability o f  the NBKR and the SSSRFM, 
respectively. 

25 The central bank law should also be amended to ensure consistency with IFRS, while ensuring that only 
realized profits can be transferred to the government. 

26 I t  i s  expected that the responsibility for overseeing pawn shops will be moved from the NBKR to the 
SSSRFM. 
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regulation and implementation and enforcement practices, for instance via a multi-year 
twinning arrangement with a supervisory authority from an OECD country. 

X. CONCLUSIONS 

34. 
intermediation and a lack o f  financial sector support to private sector growth. The 
inability o f  the banks and o f  NBFIs to increase their outreach to underserved regions and 
sectors, lower income classes and smaller enterprises needs to be addressed with innovative 
solutions enabling to reduce the cost for formal institutions to reach out to these underserved 
clients. The use o f  an existing network such as that o f  the Kyrgyz post office may be 
considered. The limited development o f  the capital markets and o f  insurance further limits 
the range of financing and savings instruments available, and do not play the role they could 
in social protection. A starting point for their sound development would be the strengthening 
o f  the legal, regulatory and supervisory framework for these industries. The government has 
requested the Bank’s assistance to help increase access to finance and strengthen the 
regulatory and supervisory framework for NBFIs and attract other donors’ potential 
assistance in these areas. 

A number of  developmental issues in the Kyrgyz financial system result in low 
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APPENDIX I. DETAILED FSAP UPDATE RECOMMENDATIONS 

Measure description Proposed Timing 
Non bank financial supervision: 

0 Develop licensing and supervisory practices, along with enforcement capacities, via increased 
technical assistance, ideally through a twining arrangement with an experienced foreign 
supervisor. 
Agree on a MoU between the NBKR and the SSSRFM. 
Establish the SSSRFM by law, clarifying i t s  objectives, authority, autonomy (both political 
and financial), while making it accountable for performing i t s  functions effectively and 
efficiently. 

Make the NBKR restructuring bonds marketable without endangering the credibility of both 
the NBKR and the Ministry o f  Finance (MoF). 
Develop a public debt strategy (MoF and the NBKR). 
Establish a centralized depository observing best international practices. 
Move the depository for government securities within the NBKR to the envisaged central 
depository only when the necessary preconditions are in place. 
Promote adequate implementation o f  IFRS and ISA. 
Encourage the stock exchanges to merge and consider collaboration with a regional 
exchange. 
Develop the legal framework for securitization. 
Develop a legal fiamework for municipal bonds. 

Issue pending regulations to support the insurance legislation. 
Establish requirements for reporting and disclosure. 
Undertake more active supervision and implementation o f  the prudential framework. 
Initiate mandatory insurance only after the prudential framework i s  in place and effectively 
supervised. 

0 

0 

Capital market: 
0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Insurance market: 

Private pension funds: 
A f i l l y  funded mandatory pillar i s  yet premature, hence: 
0 Strengthen the existing pillar; 
0 Consider developing a voluntary pillar. 

Address pending issues for privatization of Ayul Bank with technical assistance. 
Do not further expand Ayul Bank’s banking license prior to i t s  privatization. 
Do not firther expand SSC’s banking license prior to its privatization. 
Encourage credit union consolidation and strengthening, and strengthen the FCSDCU’s 
capabilities. 
Mutualize the FCSDCU only when the sector has consolidated and i s  self-sustainable. 

Consider new solutions to further increase intermediation and financial deepening (such as 

Privatization o f  public financial institutions: 
0 

0 

0 

0 

Access to finance: 
0 

As soon as possible 

2007 
End-2007 

2007 

Mid-2007 

Ongoing 
2007-2008 

Ongoing 
Ongoing 

Medium term 
Medium term 

As soon as possible 
As soon as possible 
2007 
Only when ready 

Medium term 
Medium term 

As soon as possible 
Ongoing 
Ongoing 
2007 

When ready 

Ongoing 
relying on cheaper or existing distribution networks). 
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APPENDIX 11. TABLES AND FIGURES 

Table 1 : Selected Economic Indicators, 2000-06 

2000 2001 2002 2003 2004 2005 2006 
Actual Actual Actual Actual Actual Actual Prel. 

Nominal GDP (in billions o f  soms) 
Real GDP (growth in percent) 
GDP per capita (in U.S. dollars) 
Consumer prices (percent change, eop) 
Unemployment rate 
Poverty rate (consumption approach) 

Investment and savings (in percent o f  GDP) 
Investment 
Public 
Private 

Savings 
Public 
Private 

Savingshnvestment balance 

General government finances (in percent o f  GDP) 1/ 
Overall fiscal balance (cash basis) 
Primaly balance excluding grants 

Banking sector 
Net foreign assets (percent change, eop) 
Net domestic assets (percent change, eop) 
Credit to private sector (in percent o f  GDP) 
Broad money (percent change, eop) 
Velocity o f  broad money 2/ 
Interest rate 3/ 

External sector 
Current account balance (in percent o f  GDP) 
Export o f  goods and services (million USD) 

Export growth (percent change) 
Import o f  goods and services (million USD) 

Import growth (percent change) 
Gross official reserves (million USD) 4/ 

Gross reserves (months o f  imports, eop) 
External public debt outstanding (in percent o f  GDP) 5/ 
Debt service-to-export ratio (in percent) 5/ 

Memorandum items 
Exchange rate (soms per U.S. dollar, average) 
Real effective exchange rate, Index (1995=100) 6/ 

65.4 
5.4 

278 
9.6 
7.5 

62.5 

20.0 
8.1 

11.9 
15.7 
-2.4 
18.1 
4.3 

-9.2 
-8.5 

37.9 
34.3 
4.2 

11.9 
8.9 

51.9 

-4.3 
573 
8.6 

656 

206 
4.2 
111 

11.6 

-7.1 

47.8 
69.0 

73.9 
5.3 

308 
3.7 
7.8 

56.4 

19.6 
5.3 

14.3 
18.1 
-0.5 
18.6 

1.5 

-5.2 
-4.4 

32.2 
-12.7 

3.8 
12.2 
9.4 

33.2 

-1.5 
56 1 
-2.1 
591 
-9.9 
230 
3.6 
100 

12.6 

48.4 
72.2 

75.4 
0.0 

322 
2.3 
8.6 

54.8 

20.3 
6.1 

14.3 
15.3 
-0.2 
15.5 
5.0 

-5.6 
-5.1 

42.2 
35.5 
4.0 

35.1 
7.0 

24.8 

-5.0 
640 
14.2 
756 

28.0 
317 
4.3 
82 

10.2 

46.9 
74.2 

83.9 
7.0 
38 1 
5.6 
8.9 

49.9 

20.5 
4.8 

15.8 
16.4 

17.3 
4.1 

-0.9 

-4.9 
-3.9 

50.0 
5.8 
4.7 

34.5 
6.0 

23.0 

-4.1 
745 
16.4 
875 
15.7 
359 
3.8 
92 

15.7 

43.7 
73.7 

94.4 
7.0 

435 
2.8 
9.0 

45.9 

20.8 
4.9 

16.0 
17.4 
-0.1 
17.5 
3.5 

-4.4 
-3.1 

108.7 

7.0 
33.6 

5.6 
24.3 

-52.3 

-3.5 
943 

26.0 
1,127 
27.6 
544 
4.7 
88 

6.4 

42.6 
72.0 

100.9 
-0.2 
477 
4.9 
9.7 

44.0 

21.6 
4.8 

16.8 
19.3 
0.6 

18.7 
2.3 

-3.7 
-2.2 

20.1 
54.5 

8.0 
25.5 

4.7 
25.7 

-2.3 
942 
-0.1 

1,397 
23.9 
609 
3.3 
78 

7.3 

41.0 
72.8 

113.2 
2.7 
542 
5.1 

... 

... 

23.4 
4.5 

18.9 
6.6 
2.0 
4.6 

16.8 

-2.3 
-1.4 

50.6 
68.7 
11.0 
54.1 

3.8 
23.5 

-16.8 
1,158 
22.9 

2,223 
59.1 
817 
3.9 
69 
5.5 

40.1 
73.6 

l/ Fund staff adjustments. 
21 12-month GDP over end-period broad money. 
3/ Weighted average interest rate on som- denominated loans. 
4/ Gross reserves exclude international reserves o f  the NBKR that are pledged or blocked. 
5/ Excluding obligations o f  the Kumtor gold mine. 
6/ An increase means an appreciation. 
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Table 2: Overview o f  the Financial System, 2001-06 

End-2001 End-2002 End-2003 End-2004 End-2005 End-2006 

Banks 11 21 

Non-bank credit institutions and exchange ofices 
AyulBank 21 
FCSDCU 
Exchange ofices 
Pawn shops 
Credit unions 
Micro-finance organizations 

Securities companies 
Pension funds 31 
Insurance companies 41 

Banks: 
Locally incorporated banks: 21 

Private commercial 
State-owned 
Foreign-owned banks 5/ 

Branches of  foreign banks 

Non-bank credit institutions, excl. exchange ofices 
AyulBank 21 
FCSDCU 61 
Credit unions 6/ 
Micro-finance organizations 61 

Insurance companies, gross premium in percent o f  GDP 7/ 

Market capitalization, percent o f  GDP 

Commercial banks 

Insurance companies 
in percent of  labor force 

Trading (value) at the three stock exchanges in percent o f  GDP 8/ 

Turnover in payment systems, times GDP 
Currency in circulation, percent o f  GDP 
Broad money, percent of  GDP 

20 

609 
1 
1 

265 
64 

278 

53 
2 

24 

6.8 
6.6 
3.4 
0.9 
2.2 
0.2 

1 S 
1 .o 
0.2 
0.3 
0.0 

0.18 

... 

... 

... 

... 

... 

... 

0.97 
7.0 

11.1 

Number o f  institutions 
20 20 21 

724 746 793 
1 1 1 
1 1 1 

288 26 1 266 
85 108 116 

349 303 305 
72 104 

58 62 63 
2 2 2 

23 15 12 

Assets in percent of  GDP 
10.4 13.5 18.8 
10.0 13.0 18.2 
2.4 2.6 3.3 
1 .o 1 .o 0.8 
6.6 9.5 14.2 
0.4 0.5 0.5 

2.0 2.7 3.5 
1.5 1.6 1.6 
0.2 0.3 0.3 
0.3 0.3 0.5 
0.0 0.5 1.1 

0.19 0.18 0.20 

... ... 1.5 

... ... ... 

1.01 1.15 1.41 
9.4 11.1 12.1 

14.6 17.5 20.5 

21 

864 
1 
1 

265 
141 
320 
136 

58 
2 

12 

21.7 
21.4 
4.6 
1 .o 

15.7 
0.4 

4.3 
1.7 
0.4 
0.6 
1.7 

0.13 

3.0 

1.6 

1.44 
13.3 
21.1 

22 

886 
1 
1 

263 
148 
305 
168 

2 
13 

25.0 
24.2 

6.3 
0.8 

17.0 
0.8 

5.3 
2.0 
0.3 
0.6 
1.8 

0.13 

3.7 

1.61 
17.6 
28.5 

Sources: National Bank o f  the Kyrgyz Republic and the State Agency for Financial Supervision and Reporting. 
11 From July 2002 temporary administration was introduced on CABCD Branch from Kazakhstan and from September 2004 Ak Bank 

21 The KAFC was given a limited banking license and changed name to "Ayul Bank" on December 26,2006. I t  is not included in the 

31 Including the state pension fund. There i s  only one private pension fund, which was established in 1994. I t  has 876 members 

4/ In 2006, the number o f  insurance companies include two newly established reinsurance companies. 
51 In 2006, the 9 foreign-owned banks included 4 subsidiaries o f  foreign banks. Their assets amounted to 5.7 percent o f  GDP or 

22.6 percent o f  total banking assets. 
61 Asset figure from end-September 2006. 
71 In 2006, the share o f  l i fe insurance premiums remained low-only 0.3 percent o f  total premiums. About 53 percent o f  total premium 

SI Reported trading at the three stock exchanges: Kyrgyz Stock Exchange, Exchange Trading Systems, and Central Asian Stock Exchange. 

was brought under conservator ship. The total number o f  bank branches has increased from 149 in December 2002 to 172 at end-2006. 

2006 figures for banks. 

as o f  end-June 2006, o f  which 185 receive a pension. 

receipts were reinsured, o f  which most-5 1 K percentage points-were reinsured abroad. 
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Figure 1 : Household access to credit, international comparison, 2005 

Source: Measuring Financial Access, The World Bank, Financial Sector, 2005. 
Note: Shows percentage o f  households who reported borrowed money in past 12 months (LSMS surveys concept, cf. 
Claessens, 2005) plotted against average living standards. 

Table 3: Capital market development in the Kyrgyz Republic in som mi l l ion (share o f  GDP); 
October 2006 

Government Securities Comorate Bonds Eauities 
Outstanding 5,503 (5.5%) 1/ 234 (0.2%) 1,500 (1.5%) 2/ 

1/ including restructuring bonds 
2/ based on  ADB 2004 estimate o f  capitalization o f  the most actively traded companies on  the stock exchanges) 
Sources: NBKR, MOEF, ADB, K S E  and ADB 

Volume traded (2006 9 months) 5,651 (5.6%) N a  162 (0.1%) 

Table 4: Insurance Penetration in Selected Markets, 2005 

Premium Volume Insurance penetration Insurance density Population 
(US$ million) (Premium in percent (Premium per capita) (Million) 

o f  GDP) 6)  
Kazakhstan 505.0 1.03 19.28 14.8 
Uzbekistan 32.6 0.40 1.25 26.4 
Georgia 32.0 0.40 5.25 4.2 
Armenia 7.5 0.20 2.28 3.2 
Kyrgyz Republic 3.4 0.20 0.80 5.2 
Source: S IGMA and Axco reports. 
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Figure 2: Pension Coverage Ratio and Per Capita Income 
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Objectives 

APPENDIX 111. AUTONOMY, AUTHORITY, AND ACCOUNTABILITY OF THE NBKR AND THE 
SSSRFM 

NBKR’~ S S SRFMZg 
a) A r e  they clearly defined 
and prioritized? 

a) Yes. Primary objective 
i s  to attain and maintain 
price stability (arts. 2, 3) 
and ensure the growth; improve 
effectiveness, safety, and 

a) Broadly defined (art. 
11.2), such as create 
conditions for stable 

investment climate by 

The regulation and supervision o f  the financial sector i s  carried out by the 
NBKR and the State Agency for Financial Supervision and Reporting (SSSRFM). The 
NBKR i s  in charge o f  regulating all deposit taking institutions, as well as Ayul Bank 
(formerly KAFC), credit unions, microfinance institutions, lombards (pawn-shops), and 
exchange bureaus. On  the other hand, the SSSRFM has the mandate to regulate pension 
funds, insurance companies, and the securities market. The SSSRFM i s  also in charge o f  
overseeing the introduction and application o f  international accounting and reporting 
standards b y  legal entities in the Kyrgyz Republic. I t  also regulates banks in matters related 
to  the issuance o f  securities. 

reliability o f  the banking 
and payment systems. 

Several factors impinge on the independence and efficacy of  the two regulatory 
agencies, but particularly the SSSRFM. Regarding the NBKR, amendments to the Law on 
the NBKR are currently stalled in parliament. These amendments would make the Law on 
the NBKR consistent with IFRS as well as grant i ts  employees legal protection when 
discharging their duties in good faith. The SSSRFM does not currently have i ts  own budget - 
financing i s  through the state budget - and the number o f  i t s  personnel seems insufficient and 
inadequately trained given the scope o f  i t s  mandate (technical staff o f  78 and clerical staff o f  
14). These factors severely limit i t s  efficacy. 

developing the financial 
market; financial 
reporting and auditing 
system. Specific 
functions are defined in 
art. 111.1 * 

Presently, there i s  little and infrequent cooperation between the two agencies. 
The two institutions have not signed a memorandum o f  understanding (MoU) formalizing the 
modalities through which cooperation and exchange o f  information i s  to be carried out. 

Table 5: Comparing the Institutional Aspects o f  Financial Sector Regulators27 

27 Information based on the current Law on the National Bank of the Kyrgyz Republic o f  1997, and the current 
Regulations of the State Agency for Financial Supervision and Regulation, approved by Government Resolution 
No.  419 o f  September 30,2005. 

References to legislation i s  to the Law on the NBKR, unless otherwise indicated. This column mainly focuses 
on banking supervision, although the NBKR also supervises other non-bank financial institutions. 

29 References to legislation i s  to the Government Resolution o n  the SSSRFM, unless otherwise indicated. This 
Resolution was issued fol lowing a Presidential Decree. 
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Institutional 
Independence 
(Refers to the agency’s 
status as a separate 
entity from the rest o f  
the executive, 
legislative, and 
judiciary branches) 

Regulatory 
Independence 

b) Are they potentially 
contradictory? 

a) Nominatiodappointment 
o f  board and management 

b) Tendstaggered terms 

c) Legislation reducing 
potential conflicts o f  
interest? 

a) Refers to the ability to set 
secondary (technical) 
legislation, rules, and 
regulations independently. 
b) Ability to make decisions 
on individual institutions 
without third-party 
interference. 
c) Do court appeals delay 
implementation o f  
instructions? 

b) Law on NBKR (art. 4 
and 30) and Law on 
Banking (art. 40) clearly 
stipulate that the NBKR 
wil l  regulate and 
supervise banks. Law on 
NBKR stipulates that the 
NBKR should license 
pawnshop activities (art. 
4) 
a) Chairman appointed 
and dismissed by 
President with consent of 
parliament; other 8 board 
members appointed by 
President at Chairman’s 
proposal (art. 39) 

b) Terms are for 7 years 
renewable up to 3 times 
(art. 39). 

c) Art. 45 limits the 
political activities of NB’s 
Board members, but not 
financial. The NBKR has 
a code of conduct. 

a) Yes (arts. 4.5,4.7,7, 
30.2.1, and art. 39 on the 
Law on Banking) 

b) Yes (arts. 30,32, and 
arts. 39.2,45.1,46, 47,48 
in the Law on Banking). 

c) Appeals occasionally 
revoke NBKR 
instructions, even when 
banks are clearly 
insolvent. 

S S SRFM” 
b) Potential conflict with 
the NBKR regarding 
supervision o f  non-bank 
institutions (arts. 1.1, 
111.1.3.6 and 1.3.8). 

a) Chairman appointed 
and dismissed by 
President, members o f  
executive council 
appointed and dismissed 
by Prime Minister (art. 

b) Not stated in 
regulations, but practice 
i s  that board members 
appointed for an 
undetermined period. 
c) Agency constituted by 
governmental regulation 
(not Law), weakening i t s  
legal status and making 
it susceptible to 
government interference. 
Agency must follow 
directions of the 
President, and 
resolutions and 
directions fiom 
government (arts. 1.2 and 
VI.2.x). Board members 
cannot belong to political 
parties (as per Civil 
Servants Law). There are 
no financial limitations, 
but must follow the ru les  
for civil servants. 
a) Yes (art. 111) 

VI.1) 

b) In effect no, as it may 
follow government 
instructions (arts. 1.2 and 
VI.2.X). 
c) Court appeals are 
often lost due to weak 
judiciary system. 
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Supervisory 
Independence and 
Authority 
(Refers to the ability 
to act fteely in matters 
o f  licensing, 
supervisiodinspection, 
sanctioning, and crisis 
management) 

Budgetary 
Independence 
(Refers to the role o f  
executiveAegislative 
branch in determining 
agency’s budget 
(including staffing and 
salary levels).) 

Conflict Resolution 

a) Legal protection for 
supervisors? 

b) License according to 
objective criteria? 

c) Check indirect owners? 

d) Obtain information from 
supervised entities 

e) Obtain information from 
external auditors 

f) Ability to make on-site 
inspections? 
g) Enforcement powers 
(impose penalties, sanctions, 
restrict activities, and revoke 
licenses)? 

a) Financing o f  supervision 
(fees, budget, etc.). 

b) Salaries at levels o f  
supervised institutions? 

c) Access to additional 
funds during crises. 

There i s  a clear and open 
process to resolve policy 
Zonflict between supervisor 
md government 

NBKR~~ 
a) Supervisors lack formal 
legal protection in 
execution o f  their duties 
(proposed amendments to 
the L a w  on the NBKR 
address t h i s  issue) in good 
faith. 
b) Yes (arts. 13-17 in L a w  
on Banking, and 
supportive-regulations). 
c) Yes (art. 30.2.2, and 
art. 14.4 in the L a w  on 
Banking and Regulations 
on Licensing). 
d) Yes (art. 30.2.3) and 
art. 43 h Law on . 
Banking. 
e) Partially (art. 30.2.3) 
and art. 59.2 in L a w  on 
Banking. 
f) Yes (art. 30.2.2) and art. 
42 in the L a w  on Banking. 
g) Yes (art. 32) and arts. 
39.2’49.6 in the L a w  on 
Banking. 

a) NB has some budgetary 
autonomy (art. 6.1 and 
13.6). In process of  being 
amended to ensure 
consistency w i th  IFRS. 
Regulated entities pay 
small licensing fee (som 
300). 

b) Supervisors’ salaries 
are much lower than those 
o f  regulated institutions. 
c) Accumulated reserves. 

The NBKR i s  an 
autonomous institutions 
that “shall independently 
arrange and engage in i ts  
activities” as stipulated in 
the L a w  on the NBKR 
[art. 6)  

SSSRFM” 
a) Supervisors lack legal 
protection in execution 
o f  their duties in good 
faith. 

b) No t  explicitly stated 
in the Regulations 

c) Yes (art. IV. 1 .ix) 

d) Yes (art. IV. 1 .ii to iv, 
and IV. 1 .xiv) 

e) Yes (art. IV. 1 .iii and 
iv) 

f )  Yes (art. IV. 1 .iv and v) 

g) Can impose penalties 
and sanctions (art. 
IV. 1 .xxviii); can restrict 
activities and revoke 
licenses (arts. 111.1.2.6 
and IV. 1 .xv to xx). 
a) Agency’s budget i s  
determined by the 
Republican Budget (art. 
VIII.7). Agency has the 
right to raise 
commissions from 
regulated entities, 
although currently no 
funds are obtained in this 
manner (arts. VI I I .5 and 
6) 
b) Supervisors’ salaries 
are generally lower than 
salaries at the NBKR. 
c) Depending on 
Republican Budget (art. 
VIII.7) 
There i s  no pre- 
established procedure. 
Conflicts would typically 
be resolved in the regular 
court. 
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Accountability, 
Transparency, and 
Reporting 

a) Accountability for 
policies (reporting to 
governmentllegislative, 
policy statements, and 
annual reports and their 
publication), and their 
implementation 
b) Accountability for the 
financial condition 
(accounting standards, 
audited financial statements, 
summary balance sheets) 

NBKR~’ 
a) Yes (art. 11 or 10.2.2). 
Annual Report on the 
NBKR’s activities, policy 
statements, and working 
plan for the Board are 
published. 

b) Yes (arts. 8 to lo). 
Annually audited financial 
statements, following 
IFSR, are published 
monthly. Summary 
balance-sheets are 
published as well. 

SSSRFM2’ 
a) Current practice i s  for 
the Agency to report 
quarterly to the executive 
on policy statement and 
strategy. Report i s  
published in the mass- 
media. 
b) Current practice i s  for 
the Agency to report 
quarterly to the executive 
on its fmancial 
condition. Report i s  
published in the mass- 
media. 


