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Country Context

The Kyrgyz Republic is a landlocked, lower-middle-income country that is
highly dependent on remittances and natural resources. Although overall
levels of poverty have been reduced—from 37.0 percent of the population in
2013 to 20.1 percent in 2019—the population remains vulnerable.

Despite the Kyrgyz Republic being an early leader among Central Asian
countries in economic liberalization, broad-based economic growth re-
mained elusive throughout the evaluation period. Major challenges included
the following:

Weak governance—particularly low capacity for economic management

and effective service delivery across the public sector, weak management
and control of public finance, persistent corruption, uneven enforcement of
the rule of law, and lack of transparency and accountability at the sectoral
level, especially in energy and mining, which had significant economywide
implications. The country’s substantial political instability was driven by
competition among patronage networks (Radnitz 2012).

Challenges to private sector development—particularly unpredictability in
the business environment; firms’ difficulty accessing finance; vulnerabilities
related to financial stability; and limited capabilities within firms for finan-

cial management, innovation, and product quality.

The low quality of essential local public services—particularly water sup-
ply, sanitation, and solid waste collection—driven by inadequate resources,
unclear delineation of responsibilities among tiers of government, and weak

human resource capacity.

Design and Implementation of World Bank
Group-Supported Strategies

The fiscal years (FY)14-17 Country Partnership Strategy aimed primarily at
improving governance and focused on public administration, public service
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delivery, and the business environment. It was well aligned with the coun-
try’s development challenges. However, its scope and objectives were overly
ambitious given the country’s political and governance context.

A shift in attention to private sector-led growth, and away from governance,
began at the Country Partnership Strategy review stage in FY16. The subse-
quent FY19-22 Country Partnership Framework (CPF) increased its focus on
private sector-led growth, further reducing its direct support for governance
reform. While the focus on private sector-led growth was relevant to the
country context, the pivot away from governance undermined the effective-
ness of the strategy given that governance challenges were a major deterrent
to private sector activity, as discussed in chapters 4, 5, and 7.

The Country Partnership Strategy and CPF programs were implemented
largely as planned, although support deviated from plans to support the
COVID-19 pandemic response. Development policy financing was paused
after FY17, with the exception of FY19, as a result of backtracking on priori-
ty reforms. Dropping the planned judicial sector reform project reduced the
effectiveness of the World Bank’s work. The approach to improving predict-
ability in the business environment was focused on technical approaches
rather than addressing higher-level constraints. The approach to essential
local public services in most sectors was weighted toward infrastructure
while neglecting to address binding constraints in service delivery.

World Bank Group Support to Improve
Governance

Over the evaluation period, the World Bank Group program made several
tangible contributions to enhancing governance, particularly with respect to
budget transparency, public procurement, and tax administration. However,
overall progress was below expectations, and most targets (including in civil
service, anticorruption, and access to justice) were not met. While the focus
on governance and anticorruption was appropriate, the program relied too
much on development policy financing to advance reforms that were institu-
tionally demanding and required complementary support over an extended
period of time to generate results.



The governance program under the FY19-22 CPF narrowed its focus to pub-
lic financial management, stepping back from support to control corruption
and strengthen the rule of law—both major constraints to progress in other

areas of the program.

Bank Group support for public procurement and tax administration was more
effective; however, not all procurement reform achievements were sustained.

World Bank Group Support to Private Sector
Development

Bank Group support helped make some headway in addressing major con-
straints to private sector development, including with respect to access to
finance, agricultural productivity, and financial stability; however, overall
outcomes were modest.

Bank Group support to improve the business environment relied on tech-
nical solutions to reduce discretion but did not address the main drivers
of unpredictability—weak rule of law and abuse by government officials
of regulatory processes to pressure businesses. The International Finance
Corporation made some important contributions to helping microfinance
institutions transform into commercial banks and providing longer-term
finance to financial institutions.

Only in the dairy sector did the Bank Group effectively address the capabil-
ities of firms to grow, although the 2018 Systematic Country Diagnostic had
identified lack of growth in small firms as an issue.

World Bank Group Support to Essential Local
Public Services

There was limited support to understand and address the factors con-
straining local government capacity to deliver local services. Inadequately
addressed challenges included a lack of clarity on the division of responsibil-
ities among levels of government, sustainable access to fiscal resources, and
capacity at both the local and central government levels.

Bank Group-supported projects approached the water supply sector in a
holistic way, supporting institutional reform of the sector at the local and
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national levels and increased access to and quality of water supply. While
there are issues with the capacity and mandate of the national-level agency
and financial sustainability of rural water user unions, long-term efforts are
progressing in the right direction and have enabled other development part-
ners to increase their activities.

In contrast, other local public infrastructure was supported through
community-driven development modalities that, while they provided inputs
valued by the communities, did not aim to improve quality of service. In fact,
access to and quality of services were not monitored by the World Bank.

Main Findings and Lessons
The main findings from this evaluation are as follows:

Governance weaknesses remain a major impediment to fostering private sec-
tor development to drive economic growth and achieve development results.

The World Bank learned from experience when it paused development policy
lending, but, other than in the water sector, it did not adequately adapt its

approach to local public services despite weak performance.

Before the pause in budget support, development policy operation prior
actions were spread thin across multiple reform areas, some of which were
not strategic or did not receive complementary implementation support, and
were not effective.

The design of World Bank and International Finance Corporation interven-
tions on private sector development did not target growth-oriented firms or
address weak firm capabilities that were needed to improve productivity and

spur growth.

World Bank projects addressed only a limited dimension of the constraints
to improving essential local public services. In contrast, the World Bank-

supported projects in education and health were able to improve outcomes.

The implementation of the World Bank-supported projects through quasi-
public implementing agencies, such as the Community Development and
Investment Agency and the Agribusiness Competitiveness Center, has



contributed to sustainability concerns because of a lack of progress in

developing local capacity for project implementation.

The Independent Evaluation Group draws the following lessons from this

evaluation, which may be of relevance to the next CPF and of interest to

countries facing similar challenges.

1.

Promoting diversified, export-oriented, inclusive, and sustainable
growth—the main objective of the FY19-22 CPF—requires more atten-
tion to governance weaknesses and constraints on firm-level growth.
Preconditions for economic growth include the interrelated objectives of
reducing corruption, increasing predictability of the business environ-
ment, and reforming the judiciary. This can also reduce incentives for
informality. Firm capabilities and quality also need to be improved. The
World Bank may wish to engage with stakeholders to identify opportuni-
ties for providing greater regulatory stability and fostering growth.

In areas that are preconditions for the achievement of broader and
higher-level development objectives (for example, increasing the
predictability of the business environment as a precondition for private
investment and thus economic growth), even when the government does
not have the appetite to reform, the Bank Group should remain engaged,
including by remaining current on issues through analytical work. The
Bank Group can deepen its understanding of constraints and priorities so
that it is prepared to act quickly when a window of opportunity opens. It
should also engage with civil society to inform debate about the costs of

inaction and strengthen demand for reforms.

The use of development policy operations should continue to be contin-
gent on the government’s appetite for reform; if and when development
policy financing lending resumes in the Kyrgyz Republic, it should be used
more selectively and strategically. Before the pause in development policy
financing, reforms supported by development policy operations either
lacked ownership and complementary implementation support or did not

address major constraints.

Achievement of development objectives related to essential local public
services requires strengthening the institutional and financial capacity of
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local governments. Binding constraints to local service delivery include
clarity in the respective responsibilities of different levels of government,
access to adequate resources, and sufficient technical capacity.

In the context of the Kyrgyz Republic, investment projects should be
used to build institutional capacity within all levels of government. This
includes central and local governments and institutions that deliver agri-

culture services in rural areas.



CTpaHOBOM KOHTEKCT

KsIpraizckas Pecity61mka — rocyiapcTBo, He MMeoIlee BbIX0ia K MOPIO,
C HU3KMMM WIN CPeTHUM YPOBHEM JOXOA0B, CUIBLHO 3aBUCSIIEE OT
MTOCTYTUIEHUI J@HESKHBIX IePEBOIOB M OT IIPUPOIHBIX pecypcoB. XOTs
061mmit ypoBeHb 6emHocTM cHU3MICS (B 2013 romy 3a uepToit 6e JHOCTU
Haxoauaoch 37,0 rporeHTOB HaceneHus, B 2019 rony — 20,1 rpolieHTa),
HaceJIeHMe BCe ellle OCTaeTCs YSI3BMMBbIM.

HecMoTpst Ha TO, uTO M3HauYaabHO KbIpreisckast Pecirybimka ornepeskasa
cTpaHbl LleHTpanbHOV A3uK B 06/1aCTy MMbepanm3anu SKOHOMUKHA, Ha
MIPOTSDKEHUYM OTYETHOT'O TIePMOIa BCEOOhEMITIONTNIT SKOHOMUYECKM POCT

TaK " He ObII OOCTUTHYT. CIIe,ELYET OTMETUTD CJieAYyIolie OCHOBHbIE€ BbI3OBbI:

Crnaboe ympaBiieH1e, B YaCTHOCTY HMU3KAas CIIOCOOHOCTD K YITPaBIeHUIO
SKOHOMUKOI1 11 3(peKTMBHOMY ITPeOCTaBAEHNIO YCIYT BO BCEM
rOCyZIapCTBEHHOM CEKTOpe, c/laboe yIpaBjieHye rocyJapCcTBeHHbIMU
dbuHaHcamu 1 c/1abbIil KOHTPOJIb 32 HUMU, Heoc1abeBaloiias KOppyIims,
HepaBHOMEepHOe MIPYMeHEeHe IMPUHIINIIA BEPXOBEHCTBA 3aKOHA U
OTCYTCTBMeE MPO3PAYHOCTM U TIOJOTUETHOCTU Ha OTPACIEBOM YPOBHE, B
0COOEHHOCTH B 9HepreTuKe U ropHOA00bIBAIOIEM CEKTOPE, UTO MMENIO
3HAUMTEJIbHBIE ITOCTeACTBHUS [JIs1 BCEVi SKOHOMUKI. 3HAUMTEIbHAS
MOJIUTHUYECKasi HeCTabMIbHOCTDb CTPaHbl, KOTOPasi 6bla 00yCI0BIeHA

KOHKYpeHIIMel cpeay maTpoHakHbix cetet (Radnitz 2012).

BbI30BbI, IPENATCTBYIONME PA3BUTHUIO UACTHOTO CEKTOPA: CaeyeT 0OCOOeHHO
OTMETUTD HEeIpeACcKa3yeMOCTh IeJI0BOV Cpeibl; 3aTPYAHEHHBIN TOCTYIT
KOMITaHW K GMHAHCUPOBAHUIO; YSI3BUMOCTM, CBSI3aHHbIE C GMHAHCOBOI
HeCTabMIbHOCTHIO; OTPaHNYEHHbIE CITIOCOOHOCTY KOMITAHMIA K YITPaBIeHUIO

dbuHaHCaMM, MHHOBAIMSIMM 1 06€eCIIeueHII0 KaueCTBa MPOIYKIINMN.

Huskoe KauecTBO OCHOBHBIX MECTHBIX KOMMYHA/IbHbBIX YCJIYT, B YaCTHOCTH
BOJOCHAOKEHWSI, CAHUTAPUM U cOOpa TBEPABIX OTXOI0B, 00YCIOBIEHHOE

HeJOCTAaTOUYHbIMU peCcypCaMy, HEUETKMM pa3rpaHNMYEeHNEM 006s13aHHOCTE
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rocygapCTBeHHbBIX OPraHOB Ha PA3JIMYHBIX YPOBHX, a TaAKXKe C1a6bIM

MMOTeHIIMa/JIOM UeJIOBeUeCKMX peCypCoB.

PaspaboTka u BHegpeHue Ctparterum,
nopaepxmpaembix Npynnomn BceMupHoro 6aHka

CrpaTerusi mapTHepCTBa co cTpaHoii Ha nepuos 2014-17 puHAHCOBBIX TOJ0B
6bL1a I7TaBHBIM 00pa30M HallejieHa Ha COBepIIeHCTBOBaHMe YIIPaBIeHNUS

1 hOKyCcHMpoBasach Ha roCyIapCTBEHHOM YIIpaBJIeHUM, TIPeIOCTaBIeHUN
YCIIYT TOCYAAPCTBEHHBIM CEKTOPOM U YIIydIllleHMeM JIeJ10BOi cpelbl. OHa
6b171a XOPOIIIO COIIacOBaHa C BbI30BAMMU, CAEPKUBAIOIIMMY S9KOHOMUYECKNTK
pocT cTpaHbl. OIHAKO ee 1e/u U 3a7aui ObLIM CJIUILIKOM aMOUIIMO3HbIMU,
YUUTBIBAS MTOJIUTUYECKUI U YITPABIE€HUYECKNIT KOHTEKCT CTPaHBbI.

[lepexntoueHre BHUMAaHMS C yIIPaBI€HUS Ha POCT, OBUKMUMBI YaCTHBIM
CEeKTOpoM, Hauasoch B 2016 puHaHCcOBOM rogy Ha cTaguu o63opa Ctparernu
rapTHepCTBa o cTpaHoii. [locmenyoias PamMouHas cTpaTterusi napTHePCTBA
co ctpanoii (PCIIC) Ha rmepuox 2019-22 hpuHAHCOBBIX TOAOB COCPEIOTOUMIIA
(dokyc Ha pocTe, IBMKMMbBIM UaCTHBIM CEKTOPOM, ellle 60jiee CHU3UB 06beM
HerocpeICTBeHHO moaiepskkyu pedopMbl yripaBieHusi. XoTs GOKyC Ha
pocTe, IBVSKMMBIM YaCTHBIM CEKTOPOM, ObII 060CHOBAHHBIM, C YUETOM
CTPaHOBOT'O KOHTEKCTA, IepekaoueHne GoKyca C yrpaBieHus M0L0pBaio

3 GeKTUBHOCTD CTpPATErnM, TaK KaK MPo6IeMbl YITpaBIeHNS ObLIN
OCHOBHBIM (paKTOPOM, CAEPKUBAOIINM JESTETHbHOCTh YACTHOTO CEKTOPA.

Crparterus rnmapTHepcTBa co ctpaHoii u rporpaMmmbl PCIIC peann3oBbIiBa/IMCh
B OCHOBHOM TaK, KaK 3TO ObUIO 3aTJIAHMPOBAHO, XOTSI MMEJIV MECTO
OTKJIOHEHMS OT MJIAHOB, B CBSI3U C IPUHSITUEM Mep pearMpoBaHMs Ha
nangeMmuio COVID-19. ®uHaHCHMpOBaHMe B ITOAAEPKKY MOJIUTUKA B
06J1acTy pa3BUTHS ObIIO IIPUOCTAHOBIEHO Tocje 2017 puHaHCOBOTO roga
(3a uckmoueHnem 2019 ¢puHAHCOBOIO ro/ia) B pe3y/abTaTe CBePThIBAHMS
MpUOpUTETHBIX pepopm. OTKa3 OT 3aTIaHUPOBAHHOI pedopMbI CyIe6HOI
CUCTEeMbI CHU3WJT 3HAYMMOCTD U 3 PEKTUBHOCTH paboThl BceMupHOTO
6aHka. [Togxo[ K yIy4IIeHIO ITpeIcKa3yeMOCTH IeJI0BOI Cpebl
(dokycrpoBasics Ha TeXHMUECKUX TTOAX0/axX, a He Ha pelleHUy mpo6ieMbl
orpaHuyuTesei 6osiee BbICOKOTO YPOBHSI. [Io[IX0[1 K OCHOBHBIM MECTHBIM
KOMMYHaJIbHBIM YCJIyTaM B OOJIbIIMHCTBE CEKTOPOB B 3HAUMTEIbHOI



CTereHM OPUEHTUPOBAJICS Ha MHGPACTPYKTYPY, UTHOPUPYS IIPU 3TOM
peliieHue Mpo6ieMbl CBSI3bIBAIOIIVX OTPAaHNYMTE e, TPersITCTBYIOINX
HaJJiexkalieMy mpeoCTaBAeHUI0 YCIIYT.

Moapeprkka, okasbiBaeMas lpynnor BcemupHoro

6aHKa, C uenbto coBepLleHCTBOBaHUA yrpaB/1eHUA

3a mepuop, olieHKM porpamma ['pymmbl BceMupHoro 6aHka BHeCIa
OIIyTMMbII BKJIAJl B COBEPIIIEHCTBOBAHME YIIpaB/IeHNsI, 0COOEHHO B cdepe
MPO3PavyHOCTH O0/IKeTa, TOCYAAPCTBEHHbIX 3aKYIIOK 1 HAJIOTOBOTO
agMUHUCTpUpoBaHMst. OmHAKO OOIINIL IpOrpecc He OIpaBIal OXXUIAHWUIA,
a GOJIBIIMHCTBO 11eJieil He 6bIIO JOCTUTHYTO (B TOM UMcC/Ie B 06/1aCTu
rOCyIapCTBEHHO CTYKObI, TPOTUBOIECTBISI KOPPYIILIMK U AOCTYITHOCTU
npaBocyaust). XoTs GOKyc Ha yIpaBJeHUY U TPOTUBOLEICTBUA
KOpPYMIMK 661 060CHOBAHHBIM, ITPOTPaMMa Ype3MepHO IoJIaranaach

Ha (uHaHCHMpPOBaHME B TOAAEPIKKY IMTOJIUTUKM B 00/1aCTM Pa3BUTHUS [IJIsI
MPOJBMKEeHMS pedopM, TPeOYIOIIMX 3HAUUTETbHBIX MHCTUTYIIMOHATbHBIX
PecypcoB U IOTIOJHUTEIbHOV MOAAePKKM Ha MPOTSHKEHUN IJINTETbHOTO
repuo/ia BpeMeH!, UTOObI TeHEPUPOBATH PE3Y/IbTAThI.

[IporpammMma yripaBiieHus:, paspaboranHas B pa3Butue PCIIC Ha

nepuof 2019-22 puHaHCOBBIX TOA0B, Cy3uia GOKYC 40 yIIpaBIeHUs
rocyJapCcTBeHHbIMMU (DMHAHCAMM, CBEPHYB Mepbl, COAECTBYIOLIME
MIPOTUBOLENCTBUIO KOPPYILNUYA U YCUIIEHUIO BEPXOBEHCTBa 3aKOHA — 3TO
IIBA OCHOBHBIE OrPAaHUYUUNTEIS, CAEPKUBAIOIIYE TPOTPECC 10 APYTUM
HaIpaBJIeHUSIM MTPOTrPaMMBbl.

[Mopmepskka, okazpiBaeMast I'pyrmoit baHka B 06;1aCTV TOCYyIapCTBEHHBIX
3aKyTOK M HAJIOTOBOT'O aJIMUHUCTPUPOBaHMS, Obls1a 60siee 3(hPeKTUBHOIA,
OJIHAKO He BCe NOCTUkeHMsT pehOpMbI CHUCTEMbI 3aKYTIOK OKa3aauch
YCTOMYMBBIMMU.

Moapeprkka, okasbiBaeMas lpynnon BcemupHoro
6aHKa PasBUTMIO YACTHOIO CEKTopa

ITonmepskka, okasbiBaemas ['pyrirnoit baHka, momoria JoCTUYb
OTpeeIeHHOT0 MPorpecca B YCTpPaHEHUY OCHOBHBIX OTpaHUYUTENEeN,
CIep>KMUBAKIIMX PA3BUTME YACTHOTO CEKTOPA, BK/II0YAsI OTPAHUYNTEIIN B
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OTHOIIIEHMM OCTYTa K GMHAHCUPOBAHUIO, TPOM3BOIUTENBHOCTY TPYAA
B CeJIbCKOM XO3S/CTBe U B (PMHAHCOBOJ CTaOMIBHOCTY ; OHAKO B 11€JI0M
pe3y/bTaThl 0Ka3aauCh OTPaHMYEeHHBIMNA.

IMopnmepskka, okassiBaeMast I'pyrioit baHka B 0671aCTy COBEPIIIEHCTBOBAHMS
JleJIOBOJ Cpefpl, I0J1arajaach Ha TEXHUYECKME pellleHNs, HallpaBJIeHHbIe

Ha Cy>keHye CBOOO/IbI IPUHSITUSI PEIIeHN T, HO He pelllaia mpobiemy
OCHOBHBIX JIBVDKUTEJIEN HelpeIcKa3yeMOCTH : HeJOCTaTOUYHOTO
co6TIoAeHNsT TIPUHITATIA BEPXOBEHCTBA 3aKOHA U 37I0YIIOTPe6IeH NI,
JOMyCKaeMbIX TOCYyJapCTBEHHBIMM YMHOBHUKAMU B [ eSITeIbHOCTHU 10
peryJiMpoBaHMIO MIPOLIECCOB C 11ebl0 OKa3aHMs JaBieHust Ha Ou3Hec.
MesxknyHaponHasi GMHaHCOBAsi KOpIiopalys BHeC/Ia Orpeie/ieHHbI
3HAUMUTEIbHBIN BKJIAM B COEICTBIME ITPe0Opa30BaHNI0 MUKPODMHAHCOBBIX
opraHmu3alnuit B KoMMepueckue 6aHKM U B IIPeAOCTaBIeHNE TOJTOCPOUHOTO
dbuHaHCHpoBaHMST GUMHAHCOBBIM MHCTUTYTAM.

I'pynime Banka yganock 3¢deKTMBHO 06eCcreynTb KOMITAaHMUSM BO3MOKHOCTH
pOCTa TOJIBKO B MOJIOUHOI OTpacn, XoTs CucTeMaTudeCKyue CTpaHOBbIe
IyarHoctTuaeckue uccaemopanus 2018 roga naeHTUGULIMPOBAIN B Ka4eCTBe
MPo6IeMbI OTCYTCTBME POCTA B MAJIbIX KOMIIAHUSIX.

MNopnepxka, okasbiBaemMas lpynnon BceMupHoro
6aHKa OCHOBHbIM MECTHbIM KOMMYHa/1bHbIM
ycnyram

[MTogmepskKka y1st TOHMMAaHMS U YCTpaHeHMs! GaKTOPOB, OTPAaHNYMBAIOIINX
MTOTEHIMA/I MECTHBIX OPraHOB BJIACTHU I10 TTPeIOCTABIEHNMIO YCIYT HA MeCTax,
OKa3bIBa/IaCh B HEAOCTATOYHOM 06beMe. Takue mpobeMbl, KaK OTCYTCTBIE
SICHOCTM B BOITPOCE pasjiesieHNst 00s13aHHOCTEl MeKIy roCyqapCTBEHHbIMU
opraHaMu BJIACTM Ha PA3JIMYHBIX YPOBHSIX, YCTONUMBBIN TOCTYII K
(dbuckanbHBIM pecypcaM U MIOTEHI[Ma Ha YPOBHE MECTHBIX U I[@HTPATbHbIX
OPTaHOB BJIACTH, He ObLIM PeIIeHbI B TOCTAaTOUHOI Mepe.

[TpoexTsl, oaaepkuBaeMble ['pynnori baHka, MMesn KOMIUIEKCHBII
MO/IXOJT K CEKTOPY BOJOCHAOKEHMSI, COIECTBYSI MHCTUTYLIMOHAIbHOMY
pedopMMUPOBAHMIO CEKTOPA HA MECTHOM M Hal[MOHAJIbHOM YPOBHSIX U
MTOBBIIIAS JOCTYITHOCTh ¥ KAUECTBO BOAOCHAOKEHMS. XOTS CYIIeCTBYIOT
ompeeeHHbIe MPO6IeMbI C TTIOTEHI[MATIOM ¥ MaHJaTOM PeCITy0/IMKaHCKOTO



BeIOMCTBA U (PMHAHCOBO CTAaOMIbHOCTHIO aCCOLMAIIMII BOJOIIOIb30BaTe e
B CeJIbCKMX paitoHax, JOJATOCPOUYHbIe YCUJINUS ITPOABUTAIOTCS B IIPAaBUIbHOM
HaIlpaBJeHNH, UTO MO3BOJIMJIO IPYTMM MTapTHepaM Mo Pa3BUTUIO
aKTUBU3MPOBATh CBOIO AESITeIbHOCTD.

[yig cpaBHEHMSI, TpoYast MeCTHasi KOMMYyHa/IbHast MHPPaCcTPyKTypa

oA AeP>K1BaJIach MOCPEACTBOM IPOrpaMM Pa3BUTHS, OCYIIECTBIISIEMBIX T10
MHULMATUBE MECTHBIX OOILIMH. DTU IIPOrpaMMbl BHOCUJI BKJIaJ, IIeHUMBbIi1
MECTHBIMM OOIIMHAMMU, HO He IIpec/ief0BaJIA LIeJIb ITIOBBICUTh KaueCTBO
ycyT; 60j1ee Toro, JOCTYI K JaHHBIM YCIyraM U MX KaueCcTBO BceMupHbIM
0aHKOM He OTCJIeKMBAJCh.

OCHOBHbI€ Bbl BOAbl U YPOKMU
I[To uTOram HacCTOSIIE OLIeHKY ObUIM CIe/IaHbl CJIeIYIOIIVe BHIBOIbI:

Cnaboe ympaBieHye OCTaeTCsI OCHOBHBIM IPEISITCTBYEM Ha YT K
CTUMYIMPOBAHUIO PA3BUTHUS YACTHOTO CEKTOPA B KaueCTBe JBVDKYIIei
CWJIbI 9KOHOMMYECKOTO POCTa U JIJIs1 JOCTVKEHMS pe3y/IbTaToB B 006J1acTH

PasBUTHSI.

I'pyrina BaHka 13BJIeK/Ia YPOKU 3 CBOETO OIbITa IIPUOCTAHOBJIEHMS
KpeIUTOBaHMS B MTOAEPKKY MOIUTUKY B 061acTy pa3ButTus. OmHako 'pyrina
banka He aJanTMpoBaja B JOCTATOUYHOI Mepe CBOJ MOAX0/] K MECTHBIM
KOMMYHAaJIbHbIM YC/IyTaM, HECMOTPS Ha cjadble pe3yabTaThl (MCKIUYEHeM

SIBJISIETCSI BOJHBIN CEKTOD).

Ilo TpMoCTaHOBKY OI0/IKETHO TTO/IIEPSKKY ITPe/IIeCTBYIOIIVE TeiCTBUS

B PaMKax omepaluii B TOJIePKKY MOJUTUKM B 00JIACTU Pa3BUTUS ObITU
CJIMIITKOM IIMPOKO pacrpeiesieHbl 10 MHOTMM o6sacTsam pedopm. [Tpu aTom
HEKOTOpbIe M3 HUX He HOCWJIM CTPaTernyeckoro Xxapakrepa Uiy He moayJyann

,ELOHOHHI/ITEJH)HOVI NMOAOEP KK OJId UX peain3aliyui U He ObLIN 3(1)(1)9KTI/IBHI)I.

Mepsi copeiictBus I'pyninbl baHka 1o pa3BUTUIO YaCTHOTO CEKTOpa He
ObLIM HalleJIeHbl HA KOMITAHUM, OPMEHTYPOBAHHbBIE HA POCT, M HE pellajiu
MpobJieMy c1a06bIX BO3MOKHOCTE! KOMIIaHMI, KOTOPbIE HYKIAIUCh B

IIOBbIMIEHMH MPOMU3BOAUTE/IbHOCTU U CTUMYJIMPOBAHMM POCTA.

dnoln uonenieas Juspuadapul
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ITpoekTsl BceMupHOro 6aHKa ObLIM HalleJIEHbI TOJIbKO HAa OTPAaHUYEHHOE
KOJINUecTBO (haKTOPOB, CAEPXKUBAIOIINX YIyUllleH/ e OCHOBHBIX MECTHbBIX
KOMMYHaJTbHbIX YCIYT. B TO ke BpeMsI MmojiiepkuBaeMbie BceMyupHbIM
6aHKOM MPOEKTHI B 06/1aCTM 06pa3oBaHMe U 3[paBOOXPAHEHNSI CMOTIN

VIYUYIINUTDb PE3YyJ/IbTaThl.

Peasinsanysi oepskMBaeMbIX BceMypHBIM GaHKOM ITPOEKTOB Yepes

TaKye KBa3sUrocyiapCTBeHHbIE pean3yole BeJOMCTBa, KAk AT€HTCTBO
PasBUTHS ¥ MHBECTUPOBAHMS COOOIIECTB U LIeHTP KOHKYPEHTOCTIOCOOGHOCTI
arpo6usHeca, CTajia OJHO U3 MPUUMH BO3SHUMKHOBEHMS OIaceHuii 06
YCTOYMBOCTHM M3-3a OTCYTCTBUS ITPOTPecca B pa3BUTUM MECTHOTO

IIoTeHuMasia oJisd peajam3alnum IIpoeKTOB.

HesaBucumas rpyIina oleHKM M3BjeKsa caeayiollye YPpoKy M3 HacTos e
OLIeHKM, KOTOPbIe MOTYT 0OKa3aTbCs MoJie3HbIMU A1 cienyroiieit PCIIC
Y IpeJiCTaB/ISATh MHTEPEC JIJIsl CTPaH, CTAJKMUBAIOLINXCS CO CXOXKUMMU

BbI3OBaAMM:

1. s comeitcTBUS uBepCcUPUIIMPOBAHHOMY, OPMEHTYPOBAHHOMY
Ha 5KCIIOPT, BCEOXBATHIBAIOILEMY U YCTONUMBOMY POCTY (OCHOBHOM
uenu PCIIC Ha mepuop 2019-22 dhbuHAHCOBBIX TOZOB) TpebyeTcst
yIenuThb 60Jiee MPUCTAIbHOE BHUMAaHMe HEIOCTATKAM YIIPABIeHUS
Y OTPAaHMUNTENSIM POCTA Ha YPOBHE KOMIaHMii. [IpenBapuTenbHbIMU
YCJIOBUSIMM SKOHOMMUYECKOTO POCTA SIBJISIOTCS B3aMMOCBSI3aHHbIE
3aauM CHVKeHMST KOPPYITLMU, TTIOBBIIIEHMS TPeICKa3yeMOCTH Ae/I0BOM
cpenbl U pehOpMUPOBAHYS Cye6HO CUCTEMBI. DTO MOKET TaKKe
0CJIabUTb CTUMYIJIBI JIJIST pa3BUTUS HeOPMaIbHOTO ceKTopa. Takke
HEO0O6X0IMMO PaCHIPUTh BO3MOKHOCTY KOMIIAHMIA U TIOBBICUTD KAYECTBO
UX TIPOIYKIIVY U YCIyT. BceMUpHBIN 6aHK, BO3MOXKHO, TTOKeIaeT
B3aMMOJIeViICTBOBATD C 3aMHTEPECOBAHHBIMM CTOPOHAMM 151 BBISIBJIEHUS
BO3MOSKHOCTe} obecrieueHst 60blleli peryasiTOpHOi CTabMIbHOCTY U

COJIeVICTBUS POCTY.

2. B o6acTsax, KOTOpbIE SBISIOTCS ITpeIBapUTEIbHBIMM YCIOBUSIMU
S5KOHOMMYECKOTO0 pocTa (CM. BhIle), I'pyrina baHka go/KHa IPOLO/IKUTD
B3aMMO/IeliCTBMe (Jaxke eCiy y TIPaBUTEIbCTBA OTCYTCTBYET alllleTUT K
pedopmam) 1 0CTaBaThCSI B Kypce IPo06/IeMaTUKI CTPAHbI, BbITTOIHSIS

aHAIMTUYECKYI0 paboTy. [pymna BaHKa MOXKeT YIydlIuTh IOHMMaHMeE €10



OTpaHMUNTEIeI U IPUOPUTETOB C TEM, UTOOBI OBITH TOTOBOI K OBICTPHIM
IeliCTBUSIM KOTIA OTKPOETCsI OKHO BO3MOsKHOCTe. ['pyrina banka
TaKyKe JOJIKHA B3aMOZEeiiCTBOBATD C IPaskHAaHCKMM OOLIeCTBOM [IJIsT
MHGOPMUPOBAHMS OUCKYCCHIL O 1leHe 6e3eiiCTBIUSI U CTUMY/IMPOBaHMS

cripoca Ha peopMmbI.

Vcnosnib30BaHMe onepanyit B MOAIePsKKY IMOTUTHUKY B 06JIaCTY pa3BUTUS
crenyeT MPOLOJDKUTD, UCXOAS IIPU 3TOM U3 alllleTUTA [IPaBUTEIbCTBA

K pedopmam; ecyiu 1 Koraa B KeIpraizckoit Peciry6ivike BO306GHOBUTCS
KpeauToBaHue GMHAHCUMPOBAHMS B MOAEPKKY MOJUTUKYU B 06/1aCT
Pa3BUTHS, €0 CeayeT MCII0Tb30BaTh 60jIee U36MPaTETbHO U
cTpaTernyeckiu. 1o mpmuocTaHoOBAeHNUST GMHAHCUPOBAHMS TTOJIUTUKYU B
o6yacTy pa3BUTHS, peOopMbI, OIMPAIOIINECS HA OTIEPALIUY B TOIIEPKKY
MOIMTUKYU B 00JIACTY pa3BUTHS, MO0 He MMeJT OTBETCTBEHHBIX 33 HUX
KypaTOPOB ¥ IOTIOTHUTEIbHON MOIIePKKM IJIs1 X pean3aiuiu, nbo He

VIMeJU 11eJ1bI0 yCTPaHeHe OCHOBHbBIX OTpaHNUNTeNel.

7151 MOCTVDKEHMS 3a[]a4 Pa3BUTHS, CBSI3AHHbBIX C OCHOBHBIMMU
MEeCTHBIMM KOMMYHaIbHBIMY YCIyTaMy, HEOOXOAMMO yCUIeHne
MHCTUTYLMOHAIBHOTO 1 (DMHAHCOBOTO IMOTEHIIMAIa MeCTHbIX
MPaBUTENbCTB. DaKTOpaMM-OTrPAHNINTESIMU JIJISI TPELOCTABIEHNUS
YCJIYT Ha MeCTax SBJISIIOTCS YeTKOCTh B pasrpaHuMueHn 06s13aHHOCTeN
rOCYIapCTBEHHBIX OPTaHOB BJIACTY PAa3IUYHBIX YPOBHEN, JOCTYII K

HEO6XOH,I/IMBIM pecypcam n ,H,OCT&TO‘-IHBIfI TeXHUYeCKU IIOTeHLMaJlI.

B koHTeKcTe KbIprorackoii Pecry6mKy MHBECTUIIMOHHbBIE TTPOEKTHI
CJieflyeT MCIO0JIb30BaTh [JIJIs HapalulMBaHUSI MHCTUTYIIMOHATbHOTO
MOTEeHITMasa TOCYIapCTBEHHBIX OPTaHOB BJIACTY BCEX YPOBHEI. ITO
BKJIIOUAET IIeHTPaIbHbIe I MeCTHbIe OPTaHbl BIACTU U UHCTUTYTHI,
MpeoCTaBSION /e CeTbCKOX035I/ICTBeHHbIE YCIYTU B CeTbCKO

MeCTHOCTMN.

dnous uonenieas Juspuadspu
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1 | Background and Country Context

This Country Program Evaluation assesses the relevance and develop-
ment effectiveness of the World Bank Group's engagement in the Kyrgyz
Republic.

p relev

Kyrgyz Republic’s development: governance, private sector development,
and provision of essential local public services. The Country Program
Evaluation responds to the following evaluation questions:

» How relevant to the development needs of the Kyrgyz Republic was the Bank
Group-supported strategy, and did it evolve appropriately over time, given chang-
es in the country context and lessons from experience? (See chapters 2 and 3.)

» To what extent did Bank Group assistance help improve governance and the
institutional capacity of the central government? (See chapter 4.)

» To what extent did Bank Group assistance help the Kyrgyz Republic increase
private sector-led growth to reduce the country’s economic vulnerability?
(See chapter 5.)

» To what extent did Bank Group assistance enhance the provision of basic
local public services? (See chapter 6.)

To conclude and inform the preparation of the next CPF, chapter 7 presents
main findings and lessons.

Country Context

The Kyrgyz Republic is highly dependent on remittances and natural resourc-
es, is landlocked, and is one of the poorest countries in the Europe and Central
Asia Region. In 2013, its gross domestic product (GDP) per capita was $1,282 (in
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current dollars), and over the following six years, it grew slowly. Remittances
represented approximately 30 percent of GDP during 2013-20, making the
Kyrgyz Republic one of the world’s most remittance-dependent economies. The
economy is heavily dependent on gold mining, with gold representing approx-
imately 40 percent of exports and 10 percent of GDP in 2013-19 (World Bank
2018a). The Kumtor mine (nationalized in 2021) is scheduled to close in 2031.
One of the world’s highest mountain ranges separates the northern and south-
ern regions of the country, and just under two-thirds of the population lives in
rural areas. The country needs to find additional sources of private sector-led
economic growth (Izvorski et al. 2020; World Bank 2018c).

Despite reductions in poverty between 2013 and 2019, the population re-
mains vulnerable (table 1.1). Approximately 65 percent of the population
lives just above the poverty line, making them vulnerable to falling into
poverty if they experience a shock, and poverty remains high in areas outside
of Bishkek (World Bank 2018c¢).! Since independence, the country has seen

a pattern of severe shocks, including natural disasters, volatile global and
regional food prices, economic crises, government instability, ethnic conflict
(USAID 2015), and the COVID-19 pandemic.

Consistency in economic policy and follow-through on reform have been
major challenges because of persistent political instability. Figure 1.1
presents a brief timeline of major political and economic events. Since
independence, the country has experienced three major (“revolutionary”)
upheavals—in 2005, 2010, and 2020—that led to changes in leadership and
were accompanied by violence and looting. The 2010 regime change was
driven by perceptions of corruption and misgovernance. From 2011 through
2021, there were 10 changes of government; the average tenure of the
cabinet of ministers was less than one year. Political instability was driven
by competition among patronage networks for control of resources (Radnitz
2012).1In 2013, 38.4 percent of firms ranked political instability as the top
constraint to doing business.? In 2019, 39.2 percent of firms ranked political
instability and corruption as the top constraints to doing business, almost
twice the average in the Europe and Central Asia Region and in lower-
middle-income countries (Izvorski et al. 2020). As with the 2010 revolution
(World Bank 2018c), the 2020 rioting and government overthrow were also
driven by public dissatisfaction with the ability of the government and the



legislature to create a stable political environment. The country stopped
being a parliamentary republic in April 2021, when the new constitution
(approved via referendum) abolished the post of prime minister and
concentrated power in the presidency.

Table 1.1. Select Economic and Social Indicators

Indicator 2013 2014 2015 2016 2017 2018 2019 2020

GDP growth (@annual %) 10.9 4.0 3.9 4.3 4.7 3.8 4.6 (8.5
GDP per capita growth 87 2.0 1.8 2.2 27 17 2.4 (10.2)
(@annual %)

GDP per capita (current 1,282 | 1,280 | 1121 1121 | 1,243 | 1,308 | 1374 @ 1183
uss)

Current account balance (138) | (174) | 168 | 116) @ (70) @ (116) | (12.0) 48
(% of GDP)

General government
gross debt (% of GDP) 471 | 536 @ 671 501 | 588 | 548 | 541 675
Overall fiscal balance (net
lending or borrowing; %
of GDP) (37 (32 (25) (5.8) 37 | (06) | (021 (3.3)
Remittances (% of GDP) 311 300 @ 253 203 323 325 27.2 311
Poverty head count ratio 370 | 306 321 25.4 256 | 224 201 253
at national poverty lines
(% of population)

Gini Index (World Bank 288 | 26.8 | 200 26.8 273 277 29.7 20.0
estimate)

Sources: World Development Indicators database (World Bank) and World Economic Outlook database
(International Monetary Fund).

Note: GDP = gross domestic product.

Despite the Kyrgyz Republic being an early leader among Central Asian
countries in economic liberalization, broad-based economic growth remains
elusive. Although the Kyrgyz Republic undertook economic liberalization
soon after its independence in 1991, momentum slowed over the past two
decades. Productivity has grown by only 0.5 percent per year on average
since 2000, low by international standards (World Bank 2018c). The country
has a large informal sector estimated at over 30 percent of GDP in 2015
(Izvorski et al. 2020). The financial sector is underdeveloped; the ratio of
domestic private credit to GDP was 16 percent in 2013, having increased to
28 percent by 2020 (compared with 43 percent on average in lower-middle-
income countries).

dnoun uonenieAs Juspuadepul
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Figure 1.1. Kyrgyz Republic Economic and Political Timeline

Revolution preceded
by contested elections

= New constitution
adopted April 2021
ends parliamentary
republic and strength-
ens power of president

= Revolution, driven by
perceptions of

Military conflict with

corruption and Tajikistan April-May
preceded by increase 2021 and September
in energy prices 2022
= Ethnic violence (in the = De facto nationalization
south) followed of Kumtor gold mine
= Tuli i J 2021
Tulip Revolution = Constitution estab- une
= First president lished parliamentary = Parliamentary elections
overthrown democracy held November 2021

October 2020-
November 2021

Source: Independent Evaluation Group.

Foreign direct investment and small and medium enterprises (SMEs) play
undersized roles in the economy. The Kyrgyz Republic has struggled to
attract and retain foreign direct investment beyond the extractives sector,
and there is little evidence of knowledge and technology spillover or back-
ward links to the economy (IFC 2021). There is also a “missing middle” in
the domestic economy; formal sector SMEs, which can be important sources
of innovation and job creation, play a more limited role than in comparator
countries. From 2013 through 2021, there were fewer than 800 medium-size
enterprises in the country, representing only 0.1 percent of the total number
of enterprises.? Large enterprises (10 percent of which are state owned) are
concentrated in mining, energy, banking, and communications. Formally
registered SMEs accounted for only about 4 percent of employment and
12-13 percent of GDP between 2013 and 2021, and individual entrepreneurs
accounted for 15-17 percent of employment (growing slowly over the time
frame) and an average of 22 percent of GDP over the time frame, well below
regional comparators with relatively open economies (figure 1.2).*



Figure 1.2. Share of GDP and Employment by Firm Size
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Source: Adapted from Izvorski et al. 2020.

Note: For the Kyrgyz Republic, the “small” category includes small enterprises and individual entrepre-
neurs (those licensed under the “patent” regime). EU = European Union; GDP = gross domestic product.

dnous uonenieas Juspuadspu)
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The Kyrgyz Republic also has deficiencies in the provision of essential public
services at the local level, linked to incomplete decentralization. As a result
of withdrawal of state subsidies and lack of proper maintenance after the fall
of the Soviet Union, the Kyrgyz Republic experienced a collapse of the col-
lective and state farms that delivered basic services throughout the country.
Essential services delivered at the local level, such as drinking water, sanita-
tion, solid waste collection, and maintenance of school and health buildings,
became available only intermittently and, in some cases, disappeared alto-
gether. While a series of presidential decrees established a system of local
self-government, the legal framework for this system is ambiguous, and no
coherent long-term strategy for decentralization has been implemented.
New institutions were created; however, their powers were not clearly de-
fined, and the legal distinction between national and local administrations is
unclear (Siegel 2022).

Main Development Challenges

Governance and Institutional Weakness

Ineffective governance has been recognized as a primary development chal-
lenge for the Kyrgyz Republic throughout the evaluation period (ADB, IMF,
and World Bank 2010; World Bank 2018c).> Table 1.2 presents the evolution
of key indicators over the period.

The Kyrgyz Republic performs well below average for lower-middle-income
economies in terms of rule of law, control of corruption, and political insta-
bility. While the country has a vibrant civil society and relatively free press,
it has continued to suffer from chronic government instability, policy incon-
sistency and low capacity in policy making and implementation, inability to
enforce the rule of law, and inefficient allocation of public resources. The
primary drivers of weak governance relate to the strength of patronage net-
works, fragility of political institutions, and lack of elite consensus regarding
development priorities. Governance challenges and Bank Group support to
address them are the subject of chapter 4 of this report.



Table 1.2. Governance-Related Indicators for the Kyrgyz Republic, 2013-21

Indicator

Rule of Law score, on a scale of 0 (worst)
to 100 (best; Worldwide Governance
Indicators)

Government Effectiveness score, on a
scale of 0 (worst) to 100 (best; Worldwide
Governance Indicators)

Control of Corruption score, on a scale
of 0 (worst) to 100 (best; Worldwide
Governance Indicators)

Firms citing political instability as the top
constraint to doing business (%; Enterprise
Surveys)

Firms citing corruption as the top con-
straint to doing business (%; Enterprise
Surveys)

Corruption Perceptions Index: value (rank;
Transparency International)

Protection of Property Rights score, on a
scale of 1 (worst) to 7 (best; rank; Global
Competitiveness Index, World Economic
Forum)

1315

3128

1137

384

115

24
(150th out
of 175)

2.4
(142nd out
of 144)

1731

24.04

13.94

29
(135th out of
180)

35
(120th out of
138)

2021 (or other

as stated)
14.42

2596

12.08

21.7 (2019)

17.5 (2019)

27
(144th out of
180)

35
(122nd out of
144)

Sources: Worldwide Governance Indicators; Enterprise Surveys; Transparency International; World

Economic Forum.

Note: The Worldwide Governance Indicators are a research data set summarizing the views on the qual-
ity of governance provided by a large number of enterprises and citizen and expert survey respondents
in industrial and developing countries. These data are gathered from a number of survey institutes,
think tanks, nongovernmental organizations, international organizations, and private sector firms. The
Worldwide Governance Indicators do not reflect the official views of the World Bank, its Board of
Executive Directors, or the countries they represent. The Worldwide Governance Indicators are not used
by the World Bank Group to allocate resources. — = not available.

Private Sector Development Challenges

Challenges to private sector development hinder the country’s ability to

develop more diversified sources of growth (table 1.3). At the beginning of

the evaluation period, there were three main challenges to private sector

development, and these persisted throughout the evaluation period. Table

1.3 presents the evolution of relevant indicators.

dnoJn uonenieAs Juspuadsapul
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Inconsistent application of laws and regulations. Protection of property
rights was low relative to comparators. Regulatory enforcement changed
frequently (limiting firms’ ability to adapt, increasing the cost of doing
business, and pushing many firms into the informal sector) and acted as a

disincentive to foreign direct investment.

Firms' difficulty accessing finance. In 2013, the Kyrgyz Republic performed
substantially worse than regional and lower-middle-income country averages
on domestic credit to the private sector as a percentage of GDP and percent-
age of firms with a bank loan or line of credit. Commercial banks concentrated
mostly on short-term lending; interest rates were among the highest in
Europe and Central Asia. Commercial banks justified high collateral require-
ments on the grounds that information on SMEs’ creditworthiness was not

easily available or sufficiently transparent (IMF 2020).

Limited capabilities within firms to conduct financial management; to de-
velop business plans, adopt technologies, and innovate; and to comply with
relevant standards, particularly food safety standards. The Kyrgyz Republic
lagged behind comparators on the use of professional management and on

capacity for innovation.



Table 1.3. Data on Private Sector Development Constraints for the Kyrgyz Republic and Comparators, 2013-21

Indicator

Transparency and predictability in applica-

tion of laws and regulations
Protection of Property Rights score (rank;
Global Competitiveness Index, World
Economic Forum)

Number of international disputes

in which the state is a respondent
(UNCTAD Investment Dispute Settlement
Navigator)

Access to finance

Domestic credit to the private sector (% of
GDP, World Development Indicators)
Firms using banks to finance investment
(%; Enterprise Surveys)

Firm investment financed by banks (%;
Enterprise Surveys)

Kyrgyz
Republic,
2013

136th out
of 148

11 (through
2013)

15,7
158

75

6 dnoio yueg puoy,  dnodo uonenjeAs Juspuadapul

Europe and Central
Asia (Excluding

High-Income)
Average (or Stated
Alternative), 2013

Comparators:

Georgia 120th

Moldova 131st
Tajikistan® 87th
Kazakhstan 68th

Fourth-highest in ECA,

after Poland with 20,
Ukraine with 14, and
Kazakhstan with 12

51.0

252

14.2

Kyrgyz Lower-Middle-
Republic, Income Country
Most Average, Most
Recent Recent
122nd —
out of 141
(2019)
17 (through —
2021)
24.6 (2019) 46.8 (2020)
28.3 (2020)
16.7 (2019) 235 (2020)
7.2 (2019) —

Europe and Central Asia
(Excluding High-lncome)
Average (or Stated
Alternative), Most Recent

Comparators (2019):
Georgia 48th
Moldova 108th
Tajikistan 57th
Kazakhstan 67th

Fourth-highest in ECA, after

Poland with 36, Ukraine with

30, and Kazakhstan with 17
(2021)

57.4 (2020)
25.3 (2019)

15.7 (2019)

(continued)
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Europe and Central

Asia (Excluding Kyrgyz Lower-Middle-  Europe and Central Asia
Kyrgyz High-Income) Republic, Income Country (Excluding High-Income)
Republic, Average (or Stated Most Average, Most Average (or Stated
Indicator 2013 Alternative), 2013 Recent Recent Alternative), Most Recent
Firm capabilities
Degree to which companies rely on 133rd out Comparators: 128th out - Comparators (2019):
professional management (rank; Global of 148 Georgia 82nd of 141 Georgia 80th
Competitiveness Index, World Economic Moldova 111th (2019) Moldova 113th
Forum) Tajikistan® 130th Tajikistan 115th
Kazakhstan 70th Kazakhstan 105th
Capacity for innovation (2013) 138th out Comparators: 132nd out — Comparators (2019):
Growth of innovative companies (2019; of 148 Georgia 118th of 148 Georgia 108th
rank; Global Competitiveness Index, Moldova 134th (2019) Moldova 129th
\Xorld Economic Forum) Tajikistan® 51st Tajikistan 61st
Kazakhstan 74th Kazakhstan 107th

Sources: UNCTAD Investment Dispute Settlement Navigator, World Development Indicators, Enterprise Surveys, \World Economic Forum.

Note: ECA = Europe and Central Asia; GDP = gross domestic product; UNCTAD = United Nations Conference on Trade and Development; — = not available.
a. Tajikistan was not included in the Global Competitiveness Report for 2013-14. The data presented are from the 2012-13 report.



Inadequate Provision of Local Public Services

The quality of essential local public services has deteriorated since inde-
pendence. In the years leading up to the evaluation period, the pace of
construction and restoration of social and municipal infrastructure did not
keep up with population growth, distribution, and demographic changes.
Where such infrastructure exists, fixed assets are worn out and the pa-
rameters of livability, quality, service level, and accessibility vary greatly.
Municipalities are faced with increased pressure for the growing demand for
services because of increasing urban populations.

Local governments are mandated by law to be key providers of services, but
they have severely constrained capacity to sustainably deliver on this man-
date. The ability of local governments to provide services was constrained
by an incomplete and inadequately implemented decentralization reform,
including the following:

Lack of adequate resources. Local governments (ayil okmotu) are hamstrung
by budgeting and policy frameworks that disincentivize initiative. The weak
tax base of many local governments limits their ability to raise funds.

Unclear delineation of responsibilities among tiers of government. There
is no clear division of responsibilities for public services among various tiers
of government.

Weak human resource capacity. Local officials are inadequately trained,
and high turnover of staff makes training an ongoing need. Most local
government officials lack the professionalism and experience to govern ac-
cording to the legislation (Babajanian 2015). Many members of local councils

are unaware of their own roles and responsibilities.

Impact of COVID-19

The challenges facing the Kyrgyz Republic have been compounded by

the COVID-19 pandemic. Real GDP declined by 8.6 percent in 2020, and
40,000 jobs were lost (World Bank 2021c). The budget deficit increased to
4.2 percent of GDP (from 0.5 percent in 2019). The poverty rate increased
to 25.3 percent in 2020 (from 20.1 percent in 2019). In an April 2020 survey
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of businesses, 80 percent of respondents reported a decrease of more than

75 percent in revenues, and almost half of respondents had put their staff on
leave without pay. The COVID-19 crisis also put a strain on health services
that were already suffering from substandard conditions, staff shortages, and
a weak arsenal of diagnostics (World Bank 2021c).



! See also the World Development Indicators (database), https://data.worldbank.org/country/
kyrgyz-republic, and the National Statistical Committee of the Kyrgyz Republic (ta-
ble 5.04.00.25 “Poverty Rate”), http://stat.kg/en/bazy-dannyh.

2Data are from the Enterprise Surveys, www.enterprisesurveys.org.

% As of 2018, there were 305 large enterprises, 769 medium enterprises, 14,520 small enterpris-
es, and 401,658 individual entrepreneurs. Data on large enterprises are from the International
Finance Corporation (2021). Other data are from the National Statistical Committee of the
Kyrgyz Republic (table 1.1, “Number of Employees and the Amount of the Gross Added Value
of Small and Medium-Sized Enterprises”; accessed June 29, 2021), http://stat.kg/en/statistics/

maloe-i-srednee-predprinimatelstvo. The latest data available are from 2018.

*+See the National Statistical Committee of the Kyrgyz Republic (table 1.1, “Number
of Employees and the Amount of the Gross Added Value of Small and Medium-Sized
Enterprises”; accessed June 29, 2021, and November 18, 2022), http://stat.kg/en/statistics/

maloe-i-srednee-predprinimatelstvo.

S Governance refers to institutional structures and processes that are designed to ensure
accountability, transparency, responsiveness, rule of law, stability, equity and inclusiveness,

empowerment, and broad-based participation.
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2 | World Bank Group-Supported
Strategies, Fiscal Years 2014-21

Highlights

The Country Partnership Strategy, fiscal years 2014-17, with the
overarching theme of improving governance (focusing on public
administration, public service delivery, and the business en-
vironment), was well aligned with the country's development
challenges. However, the objectives were overly ambitious given
the country's political and governance context.

A shift in emphasis toward private sector-led growth, and away
from governance, began in fiscal year 2016 and continued with the
Country Partnership Framework, fiscal years 2019-22.

The focus on private sector-led growth was relevant to the country
context, but the pivot away from governance undermined pursuit
of this objective given that governance challenges were a major
deterrent to private sector activity.




In the wake of the 2010 political crisis, international development part-
ners drafted a joint economic assessment to coordinate assistance.

The assessment—led by the World Bank, the Asian Development Bank, and
the International Monetary Fund, with the participation of the Eurasian
Development Bank, the European Bank for Reconstruction and Development
(EBRD), the European Commission, the International Finance Corporation
(IFC), and the United Nations—focused on addressing the country’s
post-conflict needs for budget support, humanitarian aid, and infrastructure
repair and rehabilitation (ADB, IMF, and World Bank 2010). Beginning in
2012, the Bank Group work was informed by the FY12-13 Interim Strategy
Note (World Bank 2011a), which recognized that corruption, nepotism, and
misuse of public assets had been fundamental causes of the 2010 crisis.

The FY14-17 CPS for the Kyrgyz Republic marked the Bank Group’s return
to a standard partnership framework, with a focus on governance, which
was described as the country’s “overriding development challenge” (World
Bank 2013b, 1). The CPS stated that “the dispersion of responsibility under
the 2010 constitution, patronage rivalries, an assertive parliament, signifi-
cant street protests, and coalition politics circumscribe[d] the government’s
ability to take difficult but necessary decisions” (World Bank 2013b, 34). The
CPS set out to support governance reforms that would reinforce state ac-
countability and legitimacy through the use of a conflict and fragility filter
in new and ongoing lending operations. This approach was well aligned with
the country’s development challenges and the government’s strategy. The
focus on public administration, public service delivery, and the business
environment was appropriate for the context of weak governance and the
need to promote private sector-led growth to address the country’s eco-
nomic vulnerabilities. Out of the 43 objectives in the National Sustainable
Development Strategy, CPS objectives addressed 26 (60 percent) of them.
Figure 2.1 presents the CPS objectives, priorities identified in the Systematic
Country Diagnostic (SCD), and FY19-22 CPF objectives.

The CPS governance agenda was ambitious. It aimed to build a meritocratic
public administration; reduce corruption through the anticorruption action
plan and implementation of the Law on Conflict of Interest; improve access
to justice; support improvements in public financial management (PFM);
and make public procurement more transparent.
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With respect to financial and private sector development, the CPS aimed

to improve financial sector stability, further the development of credit
bureaus and the use of movable assets as collateral, expand financial ser-
vices through the Kyrgyz Post Office (KPO) and through the transformation
of microfinance institutions into banks, improve access to finance in the
agriculture sector, and improve the investment climate and the food safety
framework. It did not target improvements in firm capabilities despite this
being a major development constraint.

Expanding access to and increasing the efficiency and quality of educa-

tion, health care, and other essential public services were among the CPS
objectives. This included education and health services, water supply and
sanitation (in rural and urban areas separately), solid waste management in
urban areas, and other social infrastructure. The CPS did not directly address
the drivers of low-quality essential local public services; however, it did state
that it would work in urban areas to strengthen the capacity of local govern-
ments in beneficiary communities.

The February 2016 PLR concluded that “the pace of program and project
execution has been slower than envisaged largely due to institutional and
capacity constraints, which were exacerbated by frequent changes in gov-
ernment,” among other factors (World Bank 2016c, 1). In addition, “whilst
successive governments expressly endorsed the strategic directions of the
CPS, shifts in priorities and in the intensity of commitment to specific
reforms resulting from frequent changes of leadership ... [and other issues]
often led to loss of cohesion and momentum in achieving the CPS out-
comes. ... Power dynamics between the executive and legislative branches
of government led to inordinate delays in approving major reforms. It also
contributed to lengthy procedures for adopting and ratifying international
financing agreements, which in turn undermined the timeliness and quality
of World Bank portfolio” (World Bank 2016c, 5).!



Figure 2.1. Mapping of FY14-17 Country Partnership Strategy, Priorities in the Systematic Country Diagnostic, and
FY19-22 Country Partnership Framework
FY14-17 CPS 2018 SCD FY19-22 CPF

Pillar 1: Public administration and public service ’ Pillar 1: Catalytic priorities for faster growth
delivery

Focus area 1: Strengthen foundations for inclusive,
private sector-led growth

[ Macrofiscal stress

Establish a robust system of public administration

‘ Objective 1. Strengthen institutions for improved

(including public financial management) and reform l Low accountability or capacity of public officials macroeconomic management
the judiciary : i
| “elley unesdzing e sea e of i Objective 2: Enhance conditions for private investment
Expand access to and improve the efficiency and "7 and diversification
quality of education, health, and other essential public - | |Pillar 2: Remove obstacles to private sector growth
services (social protection and rural WSS) and formalization { Objective 3: Enhance financial deepening and inclusion ‘
| :
- - - - - P L |Business environment weaknesses } i - — - —
lPlllar 2: Business environment and investment climate ‘ [ l Focus area 2: Raise productivity and build connectivity ‘
[ .
- ; i | Poor external competitiveness
lPrOfﬂOte financial and private sector development H l = } Objective 4: Enhance growth of natural resource sectors,

and quality bottlenecks

Objective 5: Promote digitization and development of
e-economy

[Increase the eficiency and competitiveness of agriculture l I Infrastructure bottlenecks, particularly connectivity especially hydropower

[Pillar 3: Natural resources and physical infrastructure ] ‘{obgtac[eg to mining and hydropower development

[Ensure energy security and develop export potential

Pillar 3: Improve opportunities and protection for Objective 6: Build transport connectivity ‘

Expand domestic, regional, and international " | |the poor
development transport connectivity

Focus area 3: Enhance economic opportunities
and resilience

l Low productivity of agriculture

Ensure sustainable urban development and communal

|
I
|
services : Lack Qf targeting in social protection programs, ) ‘ Objective 7: Develop human capital ‘
i , |resulting in large exposure to shocks and inefficient L L
Improve the management of agriculture, forestry, I public spending : lObjective 8 Support regional development ‘
livestock, pastureland, and water resources, including ‘ ‘
extension and other support services, for sustainable lCross—cutting issues ‘ | | Objective 9: Enhance resilience to climate change and

development

, |disaster risks
Poor management of natural resources and exposure I
to climate and disaster risks

- —l Quality deficit in social services % -

lCore priority ‘

Source: Independent Evaluation Group.

Note: CPF = Country Partnership Framework; CPS = Country Partnership Strategy; FY = fiscal year; SCD = Systematic Country Diagnostic; WSS = water supply and sani-
tation.
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In addition, by the PLR stage, the Kyrgyz Republic was facing a series of
economic shocks.? In response, the Bank Group decided to shift attention to
growth and jobs to help the Kyrgyz Republic take advantage of the opportu-
nities emanating from membership in the Eurasian Economic Union (EAEU)
and from improved prospects for broader regional cooperation in Central
Asia and to address sources of macroeconomic vulnerability, including in
fiscal and financial sector management.

However, the shift envisioned at the 2016 PLR stage to strengthen the focus
on private sector-led growth was only partially implemented. The PLR added
the Dairy Sector Program to link farmers with markets and strengthen capac-
ity to comply with EAEU standards. This marked a transition from projects
focused on productivity in primary agriculture to those that addressed con-
straints along the value chain. However, plans to create a level playing field
for SMEs, implement entrepreneurship programs to help firms export and
grow, and support trade facilitation-related investments were not followed
up on.

The 2018 SCD focused on the constraints to adjusting the Kyrgyz economic
development model to one with more diverse sources of growth driven by
the private sector. At the same time, the SCD confirmed the earlier conclu-
sion that long-term stability and growth depend on tackling governance

or corruption challenges and that “governance is the main bottleneck for pri-
vate sector growth” (World Bank 2018c, 18). The SCD also argued that a more
predictable investment climate was needed (World Bank 2018c).>

To support this new development model, the SCD identified seven core con-
straints to development and growth that needed to be addressed: macrofiscal
stress, business environment weaknesses, weak external competitiveness,
obstacles to mining and hydropower development, low agricultural produc-
tivity, lack of targeting in social protection programs, and policy uncertainty
and weak rule of law.*

Informed by the SCD, the FY19-22 CPF focused on the following:

Strengthening foundations for inclusive, private sector-led growth (focus
area 1). This consisted of the following objectives: strengthen institutions for
improved macroeconomic management, enhance conditions for private invest-

ment and diversification, and enhance financial deepening and inclusion.



Raising productivity and building connectivity (focus area 2). This included
the following objectives: enhance growth of natural resource sectors, espe-
cially hydropower; promote digitization and development of e-economy; and
build transport connectivity.

Enhancing economic opportunities and resilience (focus area 3). This con-
sisted of the following objectives: develop human capital, support regional
development, and enhance resilience to climate change and disaster risks.

The CPF significantly narrowed the scope of Bank Group support for
governance reforms. It dropped attention to civil service, judicial, and an-
ticorruption policy reform. Its objective to “strengthen institutions for
improved [macroeconomic] management” focused narrowly on fiscal dis-
cipline and PFM (World Bank 2018a, 15), and the objective on digitization
focused on improvement in tax administration through the e-filing rate of
value-added tax (VAT) returns. This was a marked departure from the broad
scope and central nature of governance in the CPS. According to interviews
with Bank Group staff, this shift was driven largely by the perceived lack

of ownership for core governance reforms within the new administration
and by the realization by World Bank management that earlier World Bank
efforts to advance such reforms without strong government buy-in had had
limited traction. According to interviews with World Bank staff, there was
also a desire to reduce the share of risky governance projects in the portfolio
to accelerate disbursements and raise disbursement ratios.

However, the country was facing the same set of governance challenges as
before, with negative implications for economic growth and diversification.
The joint economic analysis, Interim Strategy Note, CPS, 2016 PLR, and 2018
SCD all argued that governance was the primary obstacle to achievement

of development objectives. Indeed, the CPF recognized a need to “address
poor governance and institutional quality],] especially [macrofiscal] stress,
weaknesses in the rule of law, and the limited accountability/capacity of
public institutions and officials” (World Bank 2018a, 9), and it indicated that
the “thrust on institutions and governance reforms will be maintained in

a cross-cutting way” (World Bank 2018a, 15). However, the CPF explicitly
excluded justice sector reform from the program, despite its criticality to the
effective implementation of governance reform. The shift was reflected in
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the drastic reduction in the number of governance indicators and targets in
the CPF results framework (compared with the CPS results framework).

Continuing the shift that began with the PLR, the FY19-22 CPF narrowed
the CPS objectives that did not have an explicit focus on economic growth to
link them more closely with this goal. This was done through the following
(see figure 2.1):

Greater attention was given to regional development (objective 8), focused
on Issyk-Kul in the north and Osh, Jalal-Abad, and Batken in the south. This
objective encompassed agriculture commercialization, rural livelihoods, and
local infrastructure to support private investment.

Promoting the development of e-economy (objective 5) was a new objective.

Support for transport connectivity included a link with tourism, and atten-
tion to air connectivity was added.

The motivation for improving the management of natural resources narrowed
to enhancing resilience to climate change and disaster risks (objective 9).

The objective of improving access to and improving the efficiency and quality
of education, health, and other essential public services in the CPS became
more narrowly focused to develop human capital, linked to labor markets (an
economic growth issue) and child and maternal health (a core human devel-

opment issue).

The CPF objective to enhance conditions for private investment and diver-
sification included a broad range of activities. Support for PFM (including
improving the transparency of budget processes, public investment man-
agement, and procurement) sought to bolster competitiveness, although
precisely how this would be achieved was not explained. An IFC advisory on
the investment climate included support to improve laws, regulations, and
sector-specific enabling regulation. The objective also included strength-
ening corporate governance and enhancing audit and financial reporting.
However, during the internal review process, reviewers pointed out that
some CPF results indicators targeted de jure laws and regulations rather
than de facto changes and that the level of ambition for this objective ap-
peared to be low overall.



IFC aimed to support all three CPF focus areas to enhance the investment
climate, improve corporate governance, potentially support privatization,
develop sustainable agribusiness and value chains, deepen and diversify the
financial sector, and enable private investments and public-private partner-
ships. The CPF noted that expansion of IFC’s investment program depended
greatly on the government’s continuation of reforms to improve the business
environment, governance, and institutional capacity.

Both the CPS and the CPF envisioned a limited role for the Multilateral
Investment Guarantee Agency (MIGA). The CPS mentioned that the pro-
posed Kemin-Almaty transmission line, if funded by private investors, could
possibly receive MIGA assistance, but that MIGA would be ready to “deploy
its risk insurance products in the Kyrgyz Republic in the promising mining
and hydropower sectors, provided improvements in governance and applica-
tion of investment laws occur” (World Bank 2018a, 31).

Attention to the provision of local public services was less prominent in the
FY19-22 CPF. The only local service explicitly referenced in the strategy was
rural water supply and sanitation, where it noted that “existing operations

in ... rural water supply and sanitation ... are already aimed at increasing
efficiency, quality, productivity, and resilience and, hence, provide a sound
basis to support the CPF objective of diversified, export-oriented, inclusive,
and resilient growth” (World Bank 2018a, 15). Urban services were not a
significant part of the CPF because they were being supported by the EBRD.
No mention was made of the constraints impeding local government’s ability
to deliver local public services despite the continuation of a large portfolio of
interventions designed to improve local public services.’ The FY19-22 CPF
results framework also gave limited attention to essential local public ser-
vices, with only one indicator for this area—the “number of people provided
with water supply services under the Sustainable Rural Water Supply and
Sanitation Project” (World Bank 2018a, 46).
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!t took an average of 13 months after the Board of Executive Directors’ approval for World

Bank projects to become effective.

2Lower gold prices, a regionwide economic slowdown, and currency depreciations that
affected the Kyrgyz Republic economy through trade, remittances, and foreign direct invest-

ment channels.

5This was similar to the assessment in the International Monetary Fund Country Report
“Kyrgyz Republic: Poverty Reduction Strategy Paper—Country Development Strategy
(2007-2010)” that argued, “Investment climate in [the Kyrgyz Republic] is inefficient and
unpredictable. Almost all of the sectors of economy are in shadow. ... [G]old deposits at
Kumtor are being depleted. ... Therefore it is crucial for [the Kyrgyz Republic] to diversity [sic]

economic growth sources and to ensure its long-term sustainability” (IMF 2007, 5).

4Other constraints that the Systematic Country Diagnostic identifies but does not prioritize
as core for the short term are low accountability or capacity of public officials; infrastructure
bottlenecks, particularly for connectivity; quality deficit in social services provision; inade-

quate management of natural resources; and exposure to climate and disaster risks.

*The Second Village Investment Project, $40.8 million, fiscal years (FY) 2007-15; the Bishkek
and Osh Urban Infrastructure Project, $27.8 million, FY08-16; Urban Development Project,
$12 million, FY16-22.



3 | Operationalization and
Performance of World Bank
Group-Supported Strategies

Highlights

The Country Partnership Strategy and the Country Partnership
Framework programs were implemented largely as planned; how-
ever, they deviated from plans by pausing budget support through
development policy financing and supporting the COVID-19 pan-
demic response. The pause in development policy financing was
appropriate and demonstrated learning from experience.

The shift to private sector-led growth was operationalized in the
agriculture sector and in the approach to large infrastructure (that
is, national roads) and infrastructure in urban areas. However, some
reforms needed to improve conditions for firm-level growth and
quality assurance were not implemented on the scale conveyed

at the Performance and Learning Review stage. Substantial results
were achieved in basic education and health over the evaluation
period. World Bank Group-supported projects have had less suc-
cess with improving services for which responsibility rests mainly
at the local level.

Dropping the judicial sector reform project reduced the potential
effectiveness of the World Bank Group's work, as improving the
rule of law is needed to substantially increase private sector-led
growth in the Kyrgyz Republic. The approach to improving predict-
ability in the business environment was focused at a low level on
technical approaches rather than systemic reforms. The approach
to essential local public services was heavily weighted toward
infrastructure funding rather than addressing binding constraints in
service delivery. These will be discussed in chapters 4 through 6.
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The Country Partnership Strategy and the Country Partnership
Framework had noted that opportunities for the International
Finance Corporation and the Multilateral Investment Guarantee
Agency may be constrained given the investment climate and
institutional capacity, and that was borne out in practice. The
International Finance Corporation did make substantial contri-
butions through investment in financial institutions (discussed in
chapter 5).



The Bank Group-supported portfolio grew substantially over the evalu-
ation period. From $503 million in active investment projects in FY14, the
World Bank portfolio grew steadily to $1,063 million by FY21. Figure 3.1
shows the Bank Group support approved throughout the evaluation period.

Figure 3.1. World Bank Group Financing Approved by Type and Fiscal Year

250

200

150

World Bank Group financing (US$, millions)

100
50 I I I
o - - - -
-10 | | | | | | | |
2014 2015 2016 2017 2018 2019 2020 2021
Year
Bl 'FCinvestment IFC advisory services [ll Program-for-Results

Development policy operations . Investment project financing
Source: \World Bank Business Intelligence database.

Note: IFC = International Finance Corporation.

Country Partnership Strategy Implementation
and Performance

The CPS objective to establish a robust system of public administration and
reform the judiciary was implemented with heavy reliance on development
policy operations (DPOs). A series of two DPOs in FY14 contained prior ac-
tions related to the adoption of the anticorruption program, its action plan,
and the Law on Conflict of Interest; budget discipline and transparency;
transparency in public procurement; improving energy sector transparency,
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governance, and accountability; and judicial reform. A Governance and
Competitiveness DPO in FY17 (expected to be the first in a series of two; the
second operation was canceled) supported many of the same areas in addi-
tion to tax administration reform.

There was significant advisory services and analytics (ASA) and technical as-
sistance through small (trust-funded) investment projects on aspects of PFM,
public sector reform, public procurement, and statistics. IFC advisory services
contributed to tax administration reform. The planned Judicial Development
Project was dropped, which reduced the potential effectiveness of the World
Bank Group’s work, as improving the rule of law is needed to substantially
increase private sector-led growth in the Kyrgyz Republic. The details of the
work under this objective are discussed in chapter 4 on governance.

The CPS objective to expand access to and increase the efficiency and quality
of education, health, and other public services was supported by a large lend-
ing program. Health, social protection, and education are discussed in this
chapter, whereas rural water supply and sanitation and village infrastructure
are discussed in chapter 6 on essential local public services.

Operations showed good results on health but weaker results on social
protection. The Health and Social Protection Project (FY0O5-15) supported
strengthening the targeting of social benefits and mitigating the impact
of food price shocks on health and nutrition. However, the Independent
Evaluation Group (IEG) rated it moderately unsatisfactory for overall out-
come because of modest contributions to improving performance of the
health sector and strengthening the targeting of social benefits (World
Bank 2016d). The Second Health and Social Protection Project (FY13-20)
performed better after the project was restructured to narrow the focus on
mother and child health care, as the initial project development objective
was considered too ambitious, and client capacity was insufficient to cover
all four originally planned service areas (World Bank 2020b). The Results-
Based Health project (FY13-17) piloted performance-based payments and
enhanced supervision for maternal and neonatal care in selected hospitals
and strengthened the recipient and health care provider capacity in perfor-
mance-based contracting and monitoring and evaluation for results. IEG



found that the project successfully implemented the pilot as planned (World
Bank 2020c).

The Sector Support for Education Reform project (FY13-19) created con-
ditions for improved learning outcomes in basic education, and the IEG
validation found it to be well designed and implemented. The project “cre-
ated favorable conditions for improved learning in basic education, as it
improved pedagogical practices, teacher skills, curricula, availability of text-
books and teaching-learning materials, and applied a Classroom Assessment
Scoring System. It established conditions for efficient allocation of resources
by supporting a nationwide rollout of Per Capita Financing. It promoted
school capacities in budgeting and resource management and transparent
school reporting on performance and expenditures” (World Bank 2020d, 8).

Promotion of financial and private sector development was supported by a
wide range of World Bank and IFC interventions. Details of the work under
this objective are discussed and assessed in chapter 5 on private sector devel-
opment. IFC increased its investment in domestic financial institutions but
did not find investment opportunities in other sectors that were mentioned as
possibilities in the CPS. This was due to several factors: (i) expected reforms
that were not enacted in the health and education sectors to improve the
enabling business environment, (ii) low capacity of the government to imple-
ment public-private partnerships, (iii) ongoing concerns related to corporate
governance and corruption, and (iv) the continued dominant role of the public
sector in the economy and unrealized privatization plans.

CPS support to the agriculture sector was adjusted to focus on export-
oriented growth after the PLR stage. After the PLR stage, an effort to link
agriculture with export value chains in the dairy sector was pursued jointly
by the World Bank and IFC, making the program more relevant to supporting
sources of economic growth. Kyrgyz Republic: Developing Agri-Food Value
Chains (World Bank Group 2018) contributed to this shift. The Completion
and Learning Review (CLR) Review rated these objectives as only partially
achieved (World Bank 2018d).

The World Bank supported increasing transparency, accountability, and
governance arrangements for main energy companies (largely state-owned
enterprises). This change was attempted primarily through the FY14 DPO
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programmatic series and the FY15 Energy sector DPO. Prior actions in the
FY17 Governance and Competitiveness DPO supported the revision of the
tariff-setting methodology for district heating companies and the introduc-
tion of a performance reporting and monitoring framework for the heating
sector. Reforms in the heating subsector were prioritized because of its
major performance failure during the preceding winter, which had serious
political implications. The governance component of the FY15 Electricity
Supply Accountability and Reliability Improvement Project was aimed at
strengthening metering, procurement, and financial management practices
at the major power distribution company. The lack of progress in energy sec-
tor reform, including increased tariffs, was a major driver of the World Bank’s
decision to pause development policy lending after FY17 (although a stand-
alone operation was approved in FY19).

The World Bank’s approach to enhancing governance in the energy sector
under the CPS failed to adequately reflect the government’s anxieties over
the reliability of the power supply in winter months and the affordability of
electricity consumption. In contrast with the experience of other countries
in the region, the push for higher tariffs in the Kyrgyz Republic was not ac-
companied by reform of the national social protection system (introduction
of means-tested poverty benefits) as a mitigation measure.

Country Partnership Framework Implementation
and Performance

The core of the FY19-22 CPF program (through FY21) was implemented
largely as planned but with a pause in development policy lending and the
inclusion of support for the COVID-19 pandemic response.

The objective to strengthen institutions for improved macroeconomic
management focused on PFM and debt management and has had modest
results. It was supported mainly by ASA and the FY19 Economic Governance
DPO with prior actions supporting budget discipline in transparency, trans-
parency in public procurement, and improvements in tax administration.
Implementation was off-track “because of political uncertainty, lack of own-
ership, and poor implementation and coordination” (World Bank 2022e, 5).



The objectives to enhance conditions for private investment and diversifica-
tion had mixed results. The program design omitted important aspects of the
business-enabling environment and access to finance. The FY19 Economic
Governance DPO supported a prior action to submit the draft law on food safe-
ty to parliament (which was not adopted) and to adopt procedures for dispute
resolution among private operators in the telecommunications sector (which is
still not effective). The financial sector development program made contribu-
tions to transforming microfinance institutions into banks and shifting banking
supervision to a risk-based framework, but the support to expand access to
financial services through the KPO had limited relevance and effectiveness.

The CPF noted that opportunities for IFC and MIGA were constrained by the
investment climate and institutional capacity. IFC investment and MIGA
guarantees remain constrained by the small market, the dominance of the
public sector, and lack of transparency in aspects of the regulatory envi-
ronment. IFC’s advisory services were implemented as planned during the
CPF period, focusing on the investment climate, agribusiness sector, and
financial sector development and advising on a public-private partnership
transaction for Manas International Airport (see chapter 5).

Development policy lending was paused, driven by a lack of progress and
reversals in some reforms supported under previous DPOs. The World Bank
canceled the second operation in the Governance and Competitiveness DPO
series (slated for FY18) and paused future DPOs because of lack of progress
on energy sector reform and attempts to backtrack on public procurement
reforms supported in the FY14 DPO series. The World Bank approved a
stand-alone Economic Governance DPO in FY19 that was driven by a desire
to stop further backtracking on public procurement reform—through two
prior actions supporting implementation of the Public Procurement Law (es-
tablishing Independent Complaint Review Commission enhancements and
adopting standard bidding documents in two key public procurement areas).
There has been no development policy lending since FY19.

Relevant lessons from the CPS did not adequately inform implementation of
the CPF. The CLR of the CPS highlighted the following as important for re-
ducing corruption and improving governance: (i) strengthening the demand
for good governance to generate sustained political commitment to reduce
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corruption and (ii) implementing a long-term approach spanning several
CPF periods and mainstreaming governance considerations throughout the
entire Bank Group program. The CPF stated that the Bank Group program
would use citizen engagement mechanisms to achieve this. However, the
implementation of citizen engagement was not appropriately matched to the
governance challenge. Citizen engagement mechanisms were mostly applied
in projects at the local level to prioritize local micro infrastructure projects.
These engagement mechanisms did not focus on accountability mechanisms
at the central government level.

COVID-19 Pandemic Response

The World Bank responded quickly to support the health, private sector, and live-
lihood impacts of the COVID-19 pandemic. The response included the following:

A $12.2 million Emergency COVID-19 Project and $20 million in

additional financing to strengthen disease surveillance systems, public
health laboratories, and epidemiological capacity for early detection and
confirmation of cases; combine detection of new cases with active contact
tracing; support epidemiological investigation; strengthen risk assessment;
and provide on-time data and information for guiding decision-making and
response and mitigation activities. It also financed essential medical goods,
such as medicines, medical supplies, and equipment. Its implementation
progress was strong from late 2020 through early 2022. The original project,
approved in April 2020, was one of the first COVID-19 response projects
approved by the World Bank.

A $50 million Emergency Support for Micro, Small, and Medium Enterprises
Project approved in July 2020 with $50 million in cofinancing from the Asian
Infrastructure Investment Bank and another $50 million in additional fi-
nancing in FY22. The project sought to address potential risk aversion and
decreased lending by financial institutions that would deny firms critical
financing during the pandemic. The project experienced considerable de-
lays in implementation as a result of the change in government in 2020-21.

Disbursement accelerated in early 2022.

A total of $17 million in additional financing for the Third Village Investment
Project and $20 million in additional financing for the CASA-1000



Community Support Project to reach all rural subdistricts with support for
social infrastructure investments and to support reestablishment of liveli-
hoods affected by COVID-19.

A $50 million Social Protection Emergency Response and Delivery Systems
Project that did not become effective and was canceled as per the client’s request.

Project Performance across the Evaluation Period

Results from DPOs over the evaluation period were disappointing. During
the evaluation period, the World Bank used DPOs to support improvements
in governance and competitiveness and the financial viability and gover-
nance of the energy sector. Development outcomes were rated moderately
unsatisfactory or lower and Bank performance was rated moderately unsat-
isfactory, reflecting weaknesses in both design and implementation. The
energy sector DPO was somewhat more successful with both its development
outcome and Bank performance rated moderately satisfactory. Chapter 4 on
governance and chapter 5 on private sector development discuss the specific
reforms that were supported by these operations.
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Results from investment project financing were more positive (figure 3.2).
Appendix C presents the portfolio, including project ratings.

Figure 3.2. Development Outcome and Bank Performance Ratings for
Investment Project Financing Projects
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Source: Independent Evaluation Group.
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4 | World Bank Group Support to
Improve Governance

Highlights

Over the evaluation period, the World Bank Group program made
several tangible contributions to enhancing governance, particu-
larly with respect to budget transparency, public procurement, and
tax administration. However, overall progress was below expec-
tations, and most targets (including in civil service, anticorruption,
and access to justice) were not met.

Support to enhance governance under the fiscal years 2014-17
Country Partnership Strategy was mostly relevant, but its effec-
tiveness was limited. The governance program under the fiscal
years 2019-22 Country Partnership Framework focused almost
exclusively on public financial management, stepping back from
support to control corruption and strengthen the rule of law—both
major constraints to progress in other areas of the program.

A lack of continuity in the anticorruption program, combined with in-
adequate government ownership for reform, rendered the ambitious
anticorruption initiatives supported by the World Bank ineffective.

The World Bank support to improve governance relied too much
on development policy operations to advance reforms that were
institutionally demanding and required implementation support
over an extended period, which in several cases were absent.
The effectiveness of development policy operations was also
undermined by inadequate insight and adaptation to political
economy considerations.

The Bank Group support for public procurement and tax admin-
istration was more effective partly due to stronger government

€€



34

ownership (including relative stability of middle management staff
in the relevant agencies).

The World Bank led a pro-reform coalition of local (both gov-
ernment and nongovernment) and international stakeholders on
public procurement reform. The effort was initially successful in
limiting the influence of vested interests. Unfortunately, there has
been considerable backsliding on several key reforms.



According to the Judicial System Diagnostic (World Bank 2011b),
Public Sector Reform Roadmap governance assessment, 2015 Public
Expenditure and Financial Accountability (PEFA) assessment, and SCD
(World Bank 2018c), the main governance weaknesses in the Kyrgyz
Republic at the beginning of the evaluation period, which persisted
throughout the period, were as follows:

Low capacity for economic management and effective service delivery
across the public sector. High turnover at all levels of the public service
undermined the accumulation of administrative and technical skills and
experience. Frequent government changes were accompanied by significant
policy shifts and frequent reorganization of the public administration. These
changes disrupted policy implementation and undermined capacity building,
which was further aggravated by limited collaboration among state entities.
At the local level, capacity constraints have been worsened by the lack of
clarity over allocation of responsibilities across the governments. In addi-
tion, patronage networks are used as a way to channel resources to localities
linked to those in power. These issues contributed to the widespread public
mistrust of government at all levels.

Weak management and control of public finance. Major weaknesses in

the management of public resources were insufficient transparency in PFM,
weaknesses in internal financial control, gaps in payroll control, and lack of a
modern integrated financial management information system (IFMIS).

Persistent corruption. The Kyrgyz Republic political system is characterized
by competition among patronage networks for power and resources. A weak
rule of law and insufficient budget transparency created opportunities for
corruption and state capture. Half of firms surveyed in the 2013 Enterprise
Survey, and just under 40 percent of firms in the 2019 Enterprise Survey, cited
political instability and governance as the top constraints to doing business.
The Kyrgyz Republic scored 24th out of 100 and ranked 150th (out of 175)

on Transparency International’s 2013 Corruption Perceptions Index, and it
scored 27th and ranked 144th out of 180 in the 2021 Corruption Perceptions
Index.

Uneven enforcement of the rule of law. Businesses and the population
consistently complained about uneven and inconsistent application of
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laws and regulations, aggravated by uneven access to justice, which has
created major uncertainties for investors, undermined competition, and
weakened protection of property rights (see, for example, EBRD 2019). The
Kyrgyz Republic was in the bottom 15th-20th percentile of countries for the
Worldwide Governance Indicator for rule of law from 2013 through 2021.
Major constraints identified in the delivery of judiciary services reflect polit-
ical influence over the judiciary, underfunding of courts, and lack of modern
judicial infrastructure (World Bank 2011b).

Governance was a major component of the FY14-17 CPS, but programwide
support for controlling corruption and strengthening the rule of law was
dropped from the FY19-22 CPF. During the CPF period FY19-22, the scope
of Bank Group support to governance was narrowed to an almost exclusive
emphasis on PFM. At the same time, the CPF continued the earlier efforts to
strengthen governance in the energy sector. There was only limited follow-
up in other (non-PFM) governance areas, of which the most prominent was
to strengthen statistics as part of the Tax Administration and Statistical
System Modernization Project (FY20).

The relevance of the FY19-22 CPF program was undermined by inadequate
attention to anticorruption and rule of law—both critical constraints to
achievement of other program objectives.! The World Bank disengaged from
directly addressing governance challenges (outside of PFM and tax adminis-
tration). To some extent, disengagement reflected a lack of progress on these
areas in the CPS period. While some parts of the governance agenda were
addressed by other donors (for example, the European Union and the State
Secretariat for Economic Affairs [SECO] Switzerland), external assistance

to governance was fragmented and not commensurate with the depth or
breadth of governance challenges facing the country.

Most governance-related CPS and CPF targets were not met, and overall
progress was below expectations. Of five governance targets in the CPS, only
one (related to competition in procurement) was achieved (see appendix B).
The CPF had only one target on governance (e-filing of VAT returns) that
was met. The 2018 SCD acknowledged that the World Bank had insufficient
insight into political economy to secure improvements in governance (World
Bank 2018c).



Public Administration Reform
and Capacity Building

Central Government

The CPS sought to build a meritocratic public administration. The World
Bank supported a project to enhance the capacity of central government
ministries to formulate and carry out policies, improve policy consistency
and interagency coordination, and reform employment and remuneration
practices in the civil service (Capacity Building for Economic Management
International Development Association grant FY09-14). Under two
grant-funded ASA, the World Bank helped develop the Public Sector Reform
Roadmap, a comprehensive longer-term strategy that established ambi-
tious reform goals in the civil service, anticorruption, the justice sector, and
sector governance and supported the initial steps of its implementation. The
World Bank also facilitated implementation of the National Strategy for the
Development of Statistics.

The only program results indicator for pu