RESTRICTED

WORLD TRADE WT/ACC/SPEC/K GZ/6
5 January 1998
ORGANIZATION
(98-0004)
Working Party on the Original: English

Accession of the Kyrgyz Republic

ACCESSION OF THE KYRGYZ REPUBLIC

Information on the Process and Methods of Privatization
in the Kyrgyz Republic

Thefollowing information on the process and methods of privatization in the Kyrgyz Republic,
has been received from the Government of the Kyrgyz Republic, with the request that it be circulated
to members of the Working Party.

The information concerning all the investments in the economy is not available for the SPF
(State Property Fund) and is under control of the Agency on Foreign Investments.

One of the main directions of the significant economic reforms in the Kyrgyz Republic is
considered to be the creation of the open market economy. Astheresult of successful implementation
of privatization of State-owned enterprises, active promotion of foreign direct investment, development
of small- and medium-si zed businessesand the rol e of the private sector in GNP, the country haschanged
significantly. The aim of the Government's activities is to form area basis that will provide stable
development of a social-oriented market economy.

At the very beginning, the Government of the Kyrgyz Republic identified priorities, stages,
formsand methodsfor privatization. For example, during thefirst stage of the privatization, the period
from 1992 to 1993, it was planned to privatize the entities of retail trade and food industry. At the
current moment, the level of privatization in these sectors is 96.4 per cent. The main am of the
privatization policy of the second period (1994-1995) was to reorganize medium-size companies operating
inindustry, transport and construction sectors of the economy. This reorganization included reorientation
of the production for new markets and the need of forming new business relationships with suppliers
of raw materials. For thesepurposes, the State Property Fund of the Kyrgyz Republic used the methods
of competitive selling of State-owned shares of the companies. To make it more efficient the
above-mentioned selling was based on preparation of business plans and competitive bidding. At the
current moment, the level of privatized companies is as follows: industry - 79.2 per cent;
construction - 56.3 per cent; transport - 47.1 per cent; and the total level of privatization is
60.7 per cent.

Nevertheless, the process of privatization of State property in the Kyrgyz Republic has not
achieved adequate competitive conditions to increase the efficiency of the loca economy. For the purpose
of resolving such kind of strategic problem the Government of the Kyrgyz Republic decided to
demonopolize the largest companies in sectors of the economy such as telecommunications, printing,
aviation, energy and recreation through privatization. The main idea of this demonopolization is
segmentation of the strategically important national companies and attracting foreign direct investors
who will bring to these new segmented companies the definite forms of international management,
marketing, new technologies and financia expertise.
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Thistypeof privatization has becomethemain reason for changing thestrategy of privatization.

The main principals of the new policy are identified as follows:

decreasing the speed of the privatization because of the complexity of the companies;

using case-by-case method of privatization;

attracting strategicaly important foreign and loca investors. Case-by-case privatization includes
financial diagnosisof companiesand corporatization of companiesinto State-owned joi nt-stock
companies and/or introduction of corporate governance. After implementing al of the necessary
procedures the government shares of these companies may be sold through:

- commercia tender (level of price plays the key role),
- investment tender (future investment conditions are the main criteria),
- open auction.

In August of 1996 the State Property Fund formed a list of companies that will be privatized

using case-by-case privatization methods and are deemed to be attractive for foreign investors. To
effectively coordinate al of the steps in the process of case-by-case privatization, the State Property
Fund created the Case-by-case Privatization Department. Thefirst tender for these companiesisplanned
to be conducted in October 1997. Inorder to make the process of privatization of these more efficient,
the State Property Fund is going to attract international consulting companies that will provide al
necessary assistance in informing the world about investment opportunities in the Kyrgyz Republic.

Thetotal amount of privatized enterprises, for the period from January 1991 until May 1997,

the privatization processin the Kyrgyz Republic envisaged 6,304 enterprises (thequantity of enterprises

before the beginning of the privatization - 9,989 enterprises).

Sector Number of State-owned Number of privatized
enterprises before privatization enterprises (30/05/97)
(/1/97)
Industry 602 491
Services 1,253 470
Domestic services 1,919 1,919
Trade and food industry 1,949 1,895
Agriculture 855 353
Construction 730 416
Transport 295 152
Others 2,386 608
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