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1. Trends and sources of past agricultural growth

Kyrgyz agriculture has grown significantly since the mid-1990s, and this performance compares favorably to that in most other countries of the former Soviet Union – in particular because of its solid, sustained and pro-poor growth.  Agriculture is the strongest component of the Kyrgyz national economy and should remain an important focus of future donor support.  Poverty is still widespread in the rural areas, but it is also shallow, and continued productivity growth (for which there is significant scope and potential) will therefore alleviate rural poverty further.

Driven initially by the very high influx of labor displaced in the collapsing industrial and service sectors and by the need of the rural population to ensure food security and physical survival, the initial growth was characterized by a strong emphasis on food crop production, much of it for home consumption and barter.  While output increased, labor productivity declined, due to the large increase in the agricultural labor force, the shift to low-value staple food crops, the widespread lack of farming know-how among the newly privatized farmers, the virtual absence of critical inputs, and the decapitalization of farming as physical assets (machinery, infrastructure, physical plant) deteriorated.  By the end of the 1990s, aggregate output had recovered to 1990 levels, food security was essentially achieved, and the first signs of significant diversification into higher value crops appeared.

Since about 1996, the defining characteristic of Kyrgyzstan’s agricultural growth experience has been the reduction in subsistence food orientation among new private farms and the emergence of commercially oriented peasant farms.  These small family farms have been the engine of agricultural growth, and with a supportive policy and public investment environment their contribution will increase further.  There are, however, significant constraints – notably the high-cost domestic agricultural marketing systems, inadequate access to production technologies that are appropriate to the small size and resource constraints of family farms, the unfavorable business climate for agro-processors, and the severe export obstacles facing the country.

2. Key constraints and impediments

The strong record of growth and poverty reduction is directly related to agrarian reform and market liberalization.  However, there is a need for strengthening the national capacity for appropriate and effective agricultural policy formulation.  The state continues to announce interventions in commodity markets as a means of supporting agricultural producers, and this creates uncertainty and false expectations among market participants and stifles private initiative.  The currently limited interventions of the state in agriculture, conditioned by the lack of resources to implement them, disguise the negative effect of many of its policies in agriculture.

Some progress has been made in institutional reform and public expenditure management in the agricultural sector, but the agenda is far from completed.  Budgetary resources are limited, and heavily dependant on donor support.  The scarce resources therefore need to be more effectively targeted and utilized.

This also applies to the country’s natural resource base – the scarce arable land and the poorly managed pastures, and even to the apparently abundant water resources.  With limited resources, it is critical to increase productivity and ensure sustainability.

The role of public sector institutions needs to be realigned more closely to the needs and realities of the post-Soviet private and market-based agricultural economy.  The nature of future public support for the agriculture sector is a critical issue for policy and program formulation.  MAWRPI should be refocused and, as necessary, restructured so as to concentrate on essential public functions while shedding others that are non-essential and best left to the private sector.  Public support services need to be tightly focused on obvious public-good objectives and those with high growth and poverty impact.  Cost recovery from, or cost-sharing by, the private beneficiaries of public services needs to be stepped up, and there should be increasing reliance on private service delivery.


Important lessons have been learned from recent operations that are focused on capacity building and empowerment of farmers and rural communities, demonstrating that they are willing and capable to assume responsibility for many aspects of local development.  The growing role of Water User Associations in irrigation, the vigorous response of farmers to the opportunities provided by the formation of service cooperatives, the leadership provided by village health committees on public health and sanitation matters, and the initiatives taken by communities and community organizations within the framework of the Village Investment Project all demonstrate this.

Recent sector studies (including the World Bank’s Agriculture Policy Update and Livestock Sector Review) have also underscored the importance of more vigorous development of the rural non-farm economy.  The poorest members of rural communities, who have little or no agricultural assets, depend heavily on wage income.  Little is known about the obstacles to its development, and a special study is recommended to identify them and suggest a course of action to stimulate it.


Another lesson is that consistent policy, supported by an internally consistent legal and regulatory environment, is essential – while intermittent governmental interventions, devised as immediate and ad-hoc responses to perceived problems or bottlenecks, tend to result in wasted resources and general uncertainty about the future direction of policy.

3. Recommended Foci of Future Support

External support should address the need for a strong, sustainable and pro-poor growth.  Priority in external investment support should, thus, focus on measures that facilitate private sector investment, generate rural employment (including non-farm employment), and increase private incomes, especially of the poorer strata.  These not only broaden the base for economic growth, but also increase the capacity of rural households to contribute to the recurrent costs of service provision and asset management through user fees and/or taxes or actual transfer of responsibility to the beneficiaries.  External support should also build on and sustain successful ongoing activities while pushing forward the reform agenda where it remains unfinished.

Enhancing productivity by strengthening farmer skills and know-how.  The majority of farmers still have only limited skills and knowledge of farming and farm business management.  Increasing the productivity of land and labor depends on wide-ranging and effective dissemination of know-how and the transfer of appropriate technologies to farmers by both private and public institutions (e.g., input suppliers, advisory services, research institutions), complementing each other in an appropriate division of labor.  Improved and expanded service to agricultural producers and removal of the remaining policy bottlenecks which stifle private initiative are likely to be two of the foci of the World Bank’s proposed Second Agricultural Support Services Project.  This should include further institutional strengthening of the Rural Advisory Service (RAS), in collaboration with both IFAD and the Swiss Development Corporation.  Close donor collaboration, a key feature of the ongoing ASSP, is thus expected to be continued.

Farm equipment and mechanization.  The farm sector suffers from an enormous lack of capital equipment and this constitutes a serious impediment to efficient agriculture.  Machinery tends to be both old and inefficient as well poorly suited to the scale and character of today’s private farms.  Past and current efforts to address this constraint are generally based on nostalgic considerations of the central role of the public sector and a misplaced belief in the superior efficiency of large scale, rather than on a realistic vision of current and future needs of a private and largely small-scale farming economy.  Moreover, the implementation of machinery replacement and modernization programs is poorly conceived and administered, with heavy cost to the public and strong concentration of benefits in the hands of a select few.  A well-designed assessment of field and processing machinery needs should be undertaken soon to provide the basis for designing appropriate and effective interventions in agricultural mechanization.

Agricultural markets.  With primary production spread among many thousands of small private farms, efficient marketing channels are critical to integrate these producers into the various product chains – for both inputs and outputs.  The new Agricultural Business and Marketing Project will help provide an impetus in this regard, and current activities supported by GTZ (concerning farmer cooperatives), USAID (for input dealers) and SIDA (for seed companies), but there is a continuing need to strengthen markets for agricultural outputs and inputs, promote more participation in these markets by reducing transaction costs, and improve access to market information.  Strengthening the bargaining power of farmers vis-à-vis other market participants can be achieved through the formation of marketing groups and association (which can also provide effective channels for accessing other support services).  In the dairy sector, for example, producers and processors would both benefit from the creation of marketing associations based on chilled milk storage tanks; processor incentives, such as premium payment based on quality, could then be introduced.  In the wool sector, marketing associations would enable producers to consolidate their wool for direct sale to processors, without depending on the intermediation of traders, and to improve their ability to obtain higher prices.


Quality standards and exports.  Although a member of the WTO, Kyrgyzstan has been slow to harmonize its domestic standards with those of the Codex Alimentarius, the international standard for food safety principles developed by FAO and WHO.  It should be a priority to bring domestic legislation and regulations in compliance with WTO requirements and to expedite the harmonization of standards for products that are exported or expected to be exported from Kyrgyzstan.  (Harmonization is not necessary at the early stages for the entire range of agricultural products contained in the Codex.)  Meeting the WTO health and safety provisions for food products is of critical importance for the development of any export-oriented business.  Once Kazakhstan and Russia have harmonized their domestic standards for food products with the Codex Alimentarius, Kyrgyz exporters will face the same high standards whether they are trying to export to Russia, to Kazakhstan or to the EU.  To be able satisfy these international standards, Kyrgyzstan will need to have a national reference laboratory for food technical standards, accredited with the requisite international organizations, which will then be able to serve a wider network of independent laboratories that will be in a position to issue quality certificates in accordance with international standards.  Financial and technical assistance will be needed to implement this.


Public and Safety.  Food safety and public health concerns merit much more attention, and the public services responsible for these matters are inadequately equipped and trained for these tasks.  Laboratory facilities and diagnostic capabilities are deficient, as are surveillance and reporting.  The incidence of animal diseases is very high, and the risk of zoonoses affecting large numbers of people is significant.  Efforts to initiate effective responses to such threats as brucellosis and avian influenza are only now beginning to be launched.  The need for institutional strengthening, clear assignment of responsibilities, upgrading equipment and staff training, is significant and will require external support.

Irrigation and Water Management.  Crop farming in Kyrgyzstan depends very heavily on effective and dependable irrigation and drainage.  With only about 30% of the national system rehabilitated so far, much scope remains for additional work.  This extends not simply to the physical structures, but also – and the use of water resources.  The continuing development of Water User Associations (WUAs) and transfer of responsibilities to them is essential for improving overall system efficiency and farm productivity; it is also critical if users are to shoulder a significant part of the overall cost of maintaining and operating the country’s irrigation and drainage facilities.  The new multi-donor Water Management Improvement Project will provide institutional and investment backing to WUAs and will strengthen the institutional and regulatory framework governing the irrigation subsector.


Pasture Management.  The positive experience with community and user involvement in managing irrigation water and village investments should be extended to pasture resources management.  The lack of a comprehensive and internally coherent policy for pastures and of an appropriate administrative arrangement to implement this policy and manage pastures is a major problem.  Coupled with the widely dispersed livestock ownership among thousands of smallholders, these factors have combined to bring about a latent crisis in pasture management.  The most promising approach to improving pasture management will be the transfer of primary responsibility to the rural communities and the pasture users themselves, organized in pasture user associations.  This will necessitate a reform of the relevant legislation and regulations, coupled with training and capacity building for the pasture users.  The proposed Second Agricultural Services Support Project can be the operational tool to achieve this.


Rural Finance.  Experience has convincingly shown that improved access to credit is a very effective tool for poverty alleviation.  Unsatisfied demand for credit in the agriculture rural areas is very large.  Primary producers as well as processors face severe financing constraints which retard capital formation at both farm and processor level and limit the rate of growth of processor demand for primary products.  Compelling the banking sector to issue credit at below-cost rates is not an answer, as it will simply erode the capital base of the banks.  Instead, financing instruments are needed that meet the specific needs of actors in the agricultural product and marketing chain.  The reach of micro-credit facilities could be greatly extended, for instance, through the formation of more Micro-Credit Associations at the community level.  Farmers need better access to medium-term credit to acquire machinery and livestock and to upgrade physical facilities at their farms.  Processors need working capital financing, by means of stock-collateralized credit or overdraft facilities.  To cover their longer-term credit needs, they need access to better leasing packages and to credit lines that accept collateral other than heavily discounted buildings.  In general, credit facilitation would be greatly helped by streamlining application and documentation requirements and easing of the banks’ collateral policies.  Many of the issues that concern risk and collateral would benefit from a reform of enforcement regulations and the widespread use of commercial arbitration courts.


Decentralized Rural Development and Community Empowerment.  The Village Investment Project has quickly become a flagship of donor-funded rural development effort in the Kyrgyz Republic.  Because of its both rapid and successful implementation, the proposed Second Village Investment Project can be expected to advance rural development in its broadest sense and promote decentralized rural development by strengthening the ability of rural communities to invest in and maintain essential rural infrastructure.  With KfW and DfID also channeling financial support to communities through the Community Development and Investment Agency (ARIS), prospects are encouraging for continuing empowerment of communities and rural people and the spread of a highly cost-effective rural development program.  This needs, however, to be more explicitly reflected also in Government’s own approach to rural development, with financial resources backing up the announced policy of decentralization.


Rural Infrastructure.  Rural roads and farm roads are generally in a very bad condition and, thus, a major impediment to growth.  Considerable investment is needed to rectify this problem, but before funds are spent a careful assessment will be in order to determine the optimal size and the appropriate technical standards of the rural transport network so that it can also be adequately maintained.  This should be accompanied by a determination of the appropriate institutional responsibilities for construction and for maintenance and the financial capabilities of these institutions.  In principle, the tertiary network of rural roads should be the responsibility of the raions and the rural communities, but they will not be able to discharge this responsibility unless they have access to and control over sufficient fiscal resources.


Refocusing MAWRPI.  Total MAWRPI budget expenditure has increased by 16% in real terms since 2001, financed by increased public revenue and strong support from a European Union budget support program.  Nevertheless, budget resources for agriculture are very low in absolute terms.  As these scarce funds are spread over too many activities, this severely limits the capacity to provide adequate services in areas of legitimate public sector activity.  The budgetary constraint will not abate in the foreseeable future.  The critical challenge for MAWRPI is, thus, to identify the essential public services that must be performed, focus its attention on these, and develop and implement a service delivery and funding framework that is effective and affordable (and can be financed without external budgetary support if need be).  To meet this challenge, MAWRPI will need to shed many traditional functions it has inherited from its Soviet past, rationalize its internal structure and the institutions and services under its organizational umbrella, and improve the delivery efficiency of those essential public services it should perform.  All other functions and services should be divested to the private sector and/or to non-governmental providers. 
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