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Abstract

The Kyrgyz economy faced pronounced economic difficulties in the wake of the 2008
global financial crisis. These were further intensified owing to violent and widespread
ethnic protests that erupted in mid-2010 and growing political instability. Against this
background, the European Commission, among other major international donors,
announced the mobilisation of EUR 118 million of assistance through various
instruments, including a EUR 30 million package of macro-financial assistance (MFA).
The MFA was disbursed in full, in two instalments, over the period June 2015 - April
2016. The MFA disbursements were linked to the fulfilment of seven reform conditions
pertaining to the areas of public finance management, finance, trade, and investment.

This study constitutes an evaluation of the EU MFA to the Kyrgyz Republic.
Specifically, it investigates and analyses the extent of the programme’s relevance,
effectiveness, efficiency, EU added value and coherence. The study draws on evidence
gathered through a multi-methods approach, comprising both quantitative and
qualitative research techniques. The study concludes that the EU MFA was relevant,
coherent, effective and efficiently implemented. In addition, the MFA instrument
provided the EU with added leverage to prevent the enactment of two highly-
contested legislations — the ‘anti-LGBTI’ and ‘foreign agents’ laws.

Acknowledgements

The authors would like to express their sincere thanks to all those who contributed to
this study, especially all the interviewees who generously gave time both in the
interviews and, in many cases, with follow-up materials and responses to questions.

AHHOTaUumMA

DkoHOMMKa KbIprbl3cTaHa CTOJIKHY/1laCb C CEPbE3HbIMU 3KOHOMUYECKMMU TPYAHOCTAMU
Bcrneacteme rnobanbHoro duHaHcoBoro kpusmca 2008 roga. OHM ewe 6onee
yCyrybunucb 1s-3a WMPOKO PacrpoCTPaHEHHbIX 3THUYECKNX MPOTECTOB, BCMbIXHYBLUMX
B cepeanHe 2010 roga w“ nMPUHSABLWIMX HACUNbCTBEHHblE (OpPMbI, U BO3poOCLUEN
MONUTUYECKON HecTabunbHOCTU. B KOHTEKCTe cnoxmBliencs cuTyaumum EBponeinckas
KOMUCCUSA, Hapsaay C APYFMMU KPYMHbIMU MeXAyHapoAHbIMKM AOHOpaMu, obbsiBUIa o
Mobunmsaumm 118 MUANIMOHOB €BpPO B BMAE Pa3/IMYHbIX (PUHAHCOBbIX WHCTPYMEHTOB,
BK/lOYas nakeT MakpoduHaHcoBor nomowm (macro-financial assistance, MFA) B
pas3mepe 30 MUAIMOHOB e€Bpo. MakpoduHaHcoBasds noMowb 6bla  MOMHOCTbLIO
BbiN/la4yeHa ABYMS 4acTsaMu B nepuon C uwoHa 2015 roga no anpens 2016 ropga.
MonydyeHne naketa MakpodWUHAHCOBOM MoMowM 6b10 YBA3AHO C BbIMNOJIHEHUEM CEMU
yCnoBuii no nposeaeHuto pedopM, KacawWMXCs YMpaBieHUS rocyaapCTBEHHbIMU
dunHaHcamMun, GUHAHCOB, TOProBAM U MHBECTULMIA.

DTO0 wuccnegosaHue npeacrtasnsger cobon  oueHKy MakKpodWHAHCOBOM MOMOLLM,
npegoctasneHHon EC Kbiprbidackon Pecnybnuke. B yacTHOCTU, B HEM uccnegyeTcs u
aHanu3MpyeTcss CTeneHb LenecoobpasHOCTM nporpaMMbl, ee  AeNCTBEHHOCTM,
3PpeKTMBHOCTN, OBOCHOBAHHOCTM M AONOJHUTENbHble  UeHHocTn ansa EC.
NccnepoBaHue onupaeTcs Ha AoKasaTeNbCTBa, NoJslydeHHble B pe3ysbTaTe npuMeHeHus
MHOIOCTOPOHHEro NoAxoAa, BKAKYALWEro Kak KOMUYeCcTBEHHbIe, TaK U KayeCTBEHHbIe
MeToabl MccnegosaHms. B nccnegosaHnm coenad BbiBO4 O TOM, YTO MakpoduHaHcoBas
nomowb EC 6bina uyenecoobpasHoii, 060CHOBAaHHOM M peanu3oBbiBasacb 3PHEKTUBHO.
KpoMme Toro, aToT naketT MakpoduHaHCOBOM noMoLun npepoctasmn EC gononHuTenbHble
npeMMmylwectsa B BuAe MpeaoTBpalleHns MNpPUHATUS  OBYX KpaWHe  ChOpHbIX
3aKoHoAaTeNbHbIX aKTOB — «aHTU-JIFBTU» U B OTHOWEHUN «UHOCTPAHHbIX areHToB>.

bnaropapHocTb

ABTOpbl BbIpaXalT WCKPEHHIOK 6narodapHOCTb BCEM, KTO BHeC BK/Iag B 3TO
nccrnenoBaHne, 0CO6EHHO BCEM JOASM, AaBLUMM MHTEPBbID M BO MHOMMX Clyvasax
BMOCNEACTBUM NPeaoCTaBNABLIMM MaTepuasbl U OTBETbl HAa BOMPOCHI.
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1 Executive Summary

This report presents the results of the ex-post evaluation of the Macro-Financial
Assistance operation provided to Kyrgyzstan over the period 2015 - 2016. The
evaluation was commissioned by the Directorate-General for Economic and Financial
Affairs (DG ECFIN). The work was undertaken by ICF in collaboration with Cambridge
Econometrics and two local independent experts based in Bishkek specialising in
economics and current affairs.

1.1 Background to the MFA operation in Kyrgyzstan

Kyrgyzstan’s economy was badly affected by the 2008-9 global financial crisis. Growth
decelerated sharply in 2009 (from 7.6 per cent in 2008 to 2.9 per cent in 2009) as a
result of several external shocks. The events of April and June 2010! further disrupted
economic activity during the year (the economy contracted by 10 percent in the
second quarter of 2010) and fuelled the need to increase public spending on
reconstruction and social assistance. This in turn resulted in significant balance of
payments and budgetary financing needs.

Against this background, an international donors’ conference was organised in Bishkek
in July 2010. Donors pledged US$1.1 billion in assistance over a period of 18 months
to help the Kyrgyz Republic deal with the consequences of the 2010 events. The
European Commission, among the major donors, announced the mobilisation of EUR
118 million of assistance through various instruments including MFA of EUR 30 million.

The MFA was intended to “contribute to help the Kyrgyz Republic to address the
lingering economic consequences of the global recession and of the ethnic conflict. It
would reduce the short-term financial vulnerability still faced by the economy, while
supporting reform measures (including those in the International Monetary Fund (IMF)
and World Bank (WB) programmes) aimed at achieving a more sustainable balance of
payments and budgetary situation over the medium-term™. The use of the MFA
instrument was exceptional in this case as Kyrgyzstan does not fall within the classical
geographical scope of the MFA instrument (consisting of candidate and potential
candidate countries and countries bordering the EU covered by the European
Neighborhood Policy)>. In the 2011 ex-ante evaluation?, the use of the MFA instrument
in Kyrgyzstan was justified “...by the strength of the political and economic reform
momentum in the country and by its position in a region of strategic economic and
political importance for the EU". The operation thus, went beyond purely macro-
economic considerations and had a strong political dimension.

The MFA was disbursed in full, in two instalments, over the period June 2015 - April
2016:

* The first instalment comprised: a EUR 10 million grant (disbursed in June 2015)
and a EUR 5 million loan (disbursed in October 2015);

* The second instalment comprised: a EUR 5 million grant (disbursed in February
2016) and a EUR 10 million loan (disbursed in April 2016).

The disbursement under the MFA operation was, inter alia, dependent on the
satisfactory fulfilment of seven reform conditions that focused on the following areas:

! In April 2010, a popular uprising toppled the previous regime and violent inter-ethnic clashes broke out in the
south of the country in June 2010 resulting in hundreds of deaths. In the wake of the violence, 75,000 people
fled to neighbouring Uzbekistan and a further 300,000 were displaced inside the country,

2 European Commission. 2011. Ex-ante evaluation statement on EU macro-financial assistance to the Kyrgyz
Republic.

3 https://ec.europa.eulinfo/business-economy-euro/economic-and-fiscal-policy-coordination/international-
economic-relations/macro-financial-assistance-mfa-non-eu-partner-countries_en

4 EC(2011) Ex-ante evaluation statement on EU macro-financial assistance to the Kyrgyz Republic,
SEC(2011) 1619 final. Available at: http://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX:52011SC1619
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* Public Finance Management (four conditions);

* Financial Sector (one condition);

* Trade Policy (one condition);

¢ Investment and Business Environment (one condition).

1.2 Purpose of the evaluation

This evaluation assesses, ex post, the contribution of the MFA facility to the macro-
economic and structural adjustment of Kyrgyzstan. In so doing it examines:

* Whether the ex-ante considerations determining the design and terms of the
operation were appropriate, taking due account of the economic, political and
institutional context; and

* Whether the outcome of the programme met the intended objectives which
were both macroeconomic and political in nature.

1.3 Methodology

This evaluation was based on a mixed-methods approach and was carried out in line
with the requirements set out in the Better Regulation guidelines. It relied on various
qualitative and quantitative techniques to establish a comprehensive evidence base for
the evaluation and to provide the basis for triangulation of results. The following
methods were used to build the evidence base for the evaluation:

* Desk research, entailing a review and analysis of all relevant literature, official
documentation and macroeconomic data;

¢ Semi-structured interviews with key stakeholders, of which a number
were undertaken face-to-face during the course of missions to Bishkek and
Washington D.C. Interviews were held with relevant staff from the European
Commission, the EU Delegation to Kyrgyzstan in Bishkek, officials from the
relevant ministries and agencies in Kyrgyzstan (including the Ministry of
Finance and the National Bank of the Kyrgyz Republic), representatives of local
civil society organisations and the business community, and representatives
from international financial institutions (IMF and the WB) as well as key
bilateral donors;

¢ Internal brainstorming session on counterfactual scenarios, that took
place at the initial stage of the evaluation and involved the core members of the
ICF and Cambridge Econometrics teams as well as the local economist;

e A focus group with various development partners, including
representatives from the European Investment Bank (EIB), Asian Development
Bank (ADB), World Bank (WB) and Deutsche Gesellschaft fir Internationale
Zusammenarbeit (GIZ) (all based in Bishkek);

* A debt sustainability analysis (DSA), assessing the sustainability of the
Kyrgyz Republic’s public debt before and after the MFA operation; and

* A social impact analysis (SIA), examining the extent to which the MFA
potentially cushioned the social impact of the crisis.

e A validation workshop, hosted on Commission premises on January 15,
2019. The workshop was attended by European Commission representatives,
members of the ICF project team, and various Kyrgyz stakeholders. The aim
was to discuss the study findings and recommendations for future MFA
operations.

1.4 Findings and conclusions of the evaluation
1.4.1 Relevance
1.4.1.1 Size of the assistance

The MFA disbursements accounted for about 0.3 per cent of Kyrgyzstan’s GDP in 2015
and 2016 respectively. Further, it accounted for 14 per cent and 12 per cent of the
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total assistance package (budget support financing exclusively) provided by
multilateral and bilateral donors in 2015 and 2016 respectively. All things considered,
the size of the assistance was judged appropriate, given the country’s financing needs
as well as the criteria governing the use of the MFA instrument.

1.4.1.2 Form of the assistance

The MFA operation comprised a 50-50 split between grants and loans, reflecting the
compromise reached between the Council of the European Union (who strongly
opposed grant-only financing to Kyrgyzstan) and the European Parliament (who were
more in favour of grants). The concessional financing terms and un-earmarked
character of the MFA package constituted important attributes that were positively
received by the Kyrgyz authorities. Additionally, there was no substantive evidence of
the loan component of the MFA having negatively impacted on the country’s debt
sustainability position. The form of the MFA could therefore be deemed appropriate.

1.4.1.3 Timing of disbursements

There were significant delays in the approval and implementation of the operation.
The assistance was requested in 2010 and was eventually disbursed over 2015-16.
Although the MFA disbursements took place much later than envisaged, the operation
was still relevant as the Kyrgyz economy was negatively impacted by a sharp fall in
exports to Russia (2015) and an important contraction in gold production (2016). This
was, however, by coincidence and not by design.

1.4.1.4 Conditionalities associated with MFA support

The MFA reform package targeted structural weaknesses and vulnerabilities affecting
the Kyrgyz economy. The MFA conditions were generally in line with the priorities set
by the Kyrgyz government as well as other donors / IFIs (as part of their support
programmes). These were also consistent with wider objectives associated with EU
MFA operations, notably to promote structural measures/reforms capable of driving
and maintaining macroeconomic stability.

The pace of reform implementation was swift, with six out of the seven conditions
having been met prior to the Memorandum of Understanding (MoU) being approved,
sighed and ratified. It is not uncommon for national authorities to commence
implementation of (or even fulfil) MFA conditionalities before the MoU is signed. This
may be to speed up the disbursement of successive tranches (which are linked to the
fulfilment of the reforms). However, in the Kyrgyz context, several stakeholders
argued that the fulfilment of MFA conditionalities prior to the signature of the MoU, de
facto made the conditionalities redundant and was tantamount to handing ‘free’
money to the Kyrgyz authorities and believed that negotiations with the Kyrgyz
authorities should have been re-opened and updated. In our view, these arguments
are misplaced as such an approach would prevent authorities from embarking upon
essential reforms until the MoU is signed. Moreover, in the Kyrgyz context, this was
not desirable and judged potentially harmful. Renewed negotiations would have
entailed new rounds of consultation with the Member State Committee as well as
relevant Kyrgyz stakeholders, creating further unnecessary delays.

Overall, the MFA-induced reform package is judged to be relevant, notably in terms of
the political, economic and institutional conditions that prevailed in Kyrgyzstan at the
time of the negotiations.

1.4.2 Effectiveness

Effectiveness was measured through two strands of analysis: (1) the role and
contribution of the MFA in promoting macroeconomic stabilisation; and (2) the extent
of progress achieved in terms of the implementation of structural reforms, notably the
specific policy actions attached as conditions for the disbursement of the assistance
and as specified in the MoU for the MFA.
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1.4.2.1 Role and contribution of the MFA in promoting macroeconomic
stabilisation

With the disbursements corresponding to circa 0.3 per cent of GDP in 2015 and 2016
respectively, the EU MFA was not negligible and contributed to the stabilisation of the
Kyrgyz economy.

In the absence of the EU MFA (*Scenario 1), the Kyrgyz government could potentially
have resorted to other options. More concretely, it could have withdrawn some of its
reserve deposits at the central bank, undertaken cuts in public expenditure (notably
among ‘unprotected categories’ of public spending), and/or sought increased
assistance from Russia. These measures would have allowed for the expected negative
impact on aggregate demand to be contained, with ultimately a reduced impact on
GDP and economic growth.

The hypothetical absence of both the EU MFA and IMF support programme (*Scenario
2") would have had far more severe implications. This is because the absence of the
IMF Extended Credit Facility (ECF) programme would have most certainly affected the
WB's readiness to provide budget support to Kyrgyzstan. As a result, if the assistance
associated with the EU MFA, the IMF ECF and the WB DPO(s) provided in 2015 had not
actually materialised, this would have corresponded to USD 62 million, or
approximately 1 per cent of GDP in 2015 only. In this instance, the options available
to the Kyrgyz government to close this financing gap would have been very similar to
those presented under ‘Scenario 1,’ though its size would have most certainly required
deeper public cuts. Ensuing impacts on domestic prices, households’ disposable
incomes and foreign direct investment (FDI) would have been more severe.

In parallel, the absence of the IMF ECF would have meant that some of the reforms
initiated by the programme would not have been implemented and, consequently, the
technical assistance and disciplining role of the IMF, in terms of reform
implementation, would have been absent.

1.4.2.2 Progress achieved in terms of the implementation of structural
reforms

Overall, sensu stricto, Kyrgyz Republic fulfiled the economic and structural policy
conditions related to the disbursement of the MFA in a satisfactory way. The evidence
gathered suggests that the MFA support package brought about additional impetus for
reform in priority areas, encouraging the implementation of specific, short-term,
measures that may have otherwise been overlooked or further delayed by national
authorities. The focus of reform priorities under the EU MFA was also closely aligned to
those set by other important donors (e.g. IMF, WB).

The fact that most of the MFA conditions had been fulfilled by the time of the approval
and signature of the MoU (in late 2013 and 2014 respectively), however, evoked the
possibility for re-negotiations among stakeholders consulted during the study. Re-
opening discussions around the MFA reforms could nonetheless have amplified political
tensions that prevailed at the time between the Kyrgyz government and the EU, as a
result of the numerous delays that surrounded the approval of the MFA and its
subsequent disbursement. Additionally, the MFA (in the Kyrgyz context) bore greater
political, rather than economic, significance. Re-negotiations could have undermined
the EU’s political goodwill and defeated the true purpose of the MFA operation.

Finally, although not initially envisaged, the MFA conferred added leverage to the EU
in its discussions of the ‘anti-lesbian, gay, bisexual, transgender, and intersex (LGBTI)’
and ‘foreign agents’ bills with the Kyrgyz authorities.

1.4.3 Social impact

The MFA operation in Kyrgyzstan primarily served a political purpose. This, along with
the absence of any explicit social conditions in the MoU suggest that the MFA
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operation did not intend to bring about any significant social impact. However, even
though the MFA instrument did not explicitly target particular areas of social
development, it is worth highlighting the crucial role it played, alongside other
stakeholders (notably civil society), in preventing the enactment of the ‘foreign
agents’ and ‘anti-LGBTI’ bills.

1.4.4 Debt sustainability

In the event that the MFA had not been disbursed, Kyrgyzstan’s debt sustainability
would not have been impacted much. This is, in part, because of the size of the MFA
and the fact that the delay between the 2011 announcement of the operation and the
2015/16 disbursements limited any confidence gains for the Kyrgyz economy.
Conversely, had both the MFA and IMF financing not been provided, this would likely
have negatively affected confidence in the Kyrgyz economy and the impact of reforms
that were implemented as part of the IMF support package. Overall, the public debt
outlook in Kyrgyzstan following the MFA operation has been, and is expected to
remain, stable.

1.4.5 Efficiency
1.45.1 Design of the MFA operation

Concerted efforts between the EU and other key donors, notably the IMF and WB,
helped signal the desired reform steer to Kyrgyz authorities in priority areas.
Additionally, there were no specific contradictions between the MFA conditionalities
and national policies.

1.4.5.2 Implementation of the MFA operation

The monitoring of the operation was deemed appropriate and proportional. Formal and
regular missions constituted an important channel of dialogue between the
Commission, the EU Delegation to the Kyrgyz Republic, and Kyrgyz authorities,
ensuring the operation was running as smoothly and efficiently as possible.

1.4.6 EU added value

EU added-value was most apparent in, firstly, reinforcing structural reforms in several
priority areas. Secondly, the MFA operation is likely to have had a significant positive
impact on bilateral political relations. As such, it (coincidentally) came at a politically-
important moment ahead of parliamentary elections when the country was also
experiencing economic difficulties. Thirdly, the size of the MFA operation (EUR 30
million) corresponded to about 0.3 percent of Kyrgyzstan’s GDP in 2015 and 2016
respectively - not a negligible amount. Fourthly, though the MFA operation was not
designed to promote social reform directly, it provided the EU with (added) leverage
to prevent the enactment of the highly-contested ‘anti-LGBTI’ and ‘foreign agents’
laws.

With the numerous procedural delays encountered, however, the EU added value was
arguably reduced. The MFA’s added contribution, notably in terms of boosting the EU’s
external image and reiterating its commitment to supporting the Kyrgyz authorities in
their reform efforts, would thus appear to have been negligible in the long-term, in
particular in comparison with the EU’s Development Cooperation Instrument.

Overall, the MFA did provide some added value, but this was hampered by the
exceptionally long time needed to implement the operation.

1.4.7 Coherence

The MFA was aligned with the principles set out in the Partnership and Cooperation
Agreement (PCA) signed between the EU and Kyrgyz Republic which provides an
overarching legal framework for cooperation and bilateral relations between the two
countries. The MFA conditionalities / reforms were designed to be coherent with the
objectives of the operation as well as other EU and international donor support
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programmes, notably in the PFM and banking areas. As such, the MFA operation was
both, internally as well as externally coherent.

1.5 Recent developments

The EU-MFA, coupled with the IMF's ECF arrangements, has enabled Kyrgyzstan to
make substantial progress in strengthening its fiscal and external situation. Growth
performance between 2016 and 2017 has been satisfactory, averaging at about 5 per
cent annually. A different picture has nonetheless been observed for 2018. Economic
performance/growth has been well below average and is predicted to be in the order
of 2-3 per cent. The medium-term growth prospects for the country have thus been
reduced owing to various exogenous factors, including a relatively slow recovery of the
Russian economy, difficulties in attracting foreign direct investments, etc. On the basis
that such trends are likely to persist into the coming years, annual growth rates are
expected to be lower over the period 2019 - 2021, at an average of 4.0 to 4.1 per
cent per annum’. Going forward, fiscal consolidation remains an issue and, thus, an
important priority for the government. In September - October 2018, the IMF mission
visited the Kyrgyz Republic and started negotiations on the possibility of having a new
programme. Meanwhile, the EU continues to provide substantial aid to the Kyrgyz
Republic, notably through three budget support programmes in the areas of: (1) rule
of law (EUR 13.5 million); (2) education (EUR 70 million); and (3) integrated rural
development/social protection and public finance management (EUR 30 million). Other
budget support assistance continues to come from Russia, the WB, and the ADB.

1.6 Recommendations
There are three main recommendations emerging from this evaluation:

* Recommendation 1: In instances where: (1) an MFA operation deviates from
the general principles of the instrument, for example in a country beyond the
usual geographical scope; (2) the objectives of the operation go beyond
economic stabilisation considerations; and / or (3) the assistance in relative
terms is small, then in such circumstances an alternative evaluation framework
should be considered, in line with the general Better Regulation principle of
proportionality. In such instances, there are a number of opportunities to better
calibrate the evaluation framework to address the factors affecting the level of
analysis of the MFA operation.

* Recommendation 2: An indicative timetable, outlining the timing and
responsibilities for the different stages of the MFA process, could be negotiated
and provided upfront to the authorities in the beneficiary countries to help
manage expectations.

* Recommendation 3: The Commission’s ex-ante assessment could provide a
more detailed assessment of the expected added value of the MFA operation (at
various levels - financial, social, etc.) in line with the EU’s latest guidance on
added value (COM (2018) 490: '‘The principles of subsidiarity and
proportionality: Strengthening their role in the EU's policymaking’).

® Source: Official Medium-Term Forecast of the Social and Economic Development of the Kyrgyz Republic
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2 KpaTtkoe pe3iomMme

B >TOM oOT4yeTe npeacTaB/ieHbl pe3ynabTaTbl OUEHKM daKTU4eckon 3PPeKTUMBHOCTH
MakpodMHAHCOBON noMowmn, npepoctasneHHon KeiprbidctaHy B nepuoa ¢ 2015 no
2016 rr. OueHka 6bl1a MHUUMMPOBaAHA [eHepanbHbIM AMPEKTOPATOM MO 3KOHOMUKE U
¢duHaHcam (Directorate-General for Economic and Financial Affairs, DG ECFIN). PaboTa
6bina npoBeAeHa KOHCANTMHroBon komnaHuen ICF B coTpygHW4yecTBe C KOMMaHuen
Cambridge Economics n gByMsi MeCTHbIMW HE3aBMCUMbIMM 3KcnepTamm m3 bukeka,
cneunanmn3npyroLwmMMmnMca Ha SKOHOMMYECKOM aHann3e 1 aHanmse TeKyLWeN cuTyaumn.

2.1 OcCHOBHble cCBefeHMsa O npeaocTaB/iIieHUMM MaKpohMHAHCOBOM
nomowm KbiprbiactaHy

DkoHOMMKA Kbiprbi3cTaHa CubHO nocTpagana oT rnobanbHOro pMHaHCOBOro Kpulmuca
2008-2009 rr. B pe3synbtate BHewHUXx notpAceHun B 2009 roay TeMmnbl
SKOHOMMYECKOro pocTta pe3ko cHusumnucb (¢ 7,6 npoueHta B 2008 roay mo 2,9
npoueHTa B 2009 roay). CobbiTus anpens n uoHs 2010 roaga® ewe 6onblue nogopsanm
3KOHOMMYECKYKD aKTUBHOCTb (3KOHOMMKA cokpatuiacb Ha 10 npoueHToB BO BTOPOM
kBapTane 2010 roga) wn BbiI3BaM HeObXOAMMOCTb YBEIMYUTb [OCYAAPCTBEHHbIE
pacxoabl Ha PEKOHCTPYKUMIO U COLMANbHYI MOMOLLbL. DTO, B CBOK Oo4epeab, NPUBENO K
3HAUUTENbHOMY POCTYy noTpebHocTel B obnactu nnatexHoro 6anaHca v 6HAXETHOro
¢dbUHaAHCMpOBaHMA.

B cBA3n co cnoxuBwenca cutyaumen B uone 2010 roga B buwkeke 6bina
opraHusoBaHa MexAayHapoaHas  KoHdepeHuuss aoHopoB. [oHopbl  06sa3anuceh
npegoctasntb 1,1 munnmapaa agonnapos CLUA B Buae noMmowm B TedyeHne 18 Mecsues,
yTo6bl NOMOYb Kbiprbi3ckon Pecnybnuvke cnpaBuTbCa C nocneacTeusamu coboitmin 2010
rofa. EBponerckas KOMUCCUSA, Hapady C APYrMMU KPYMnHbIMW AOHOpaMu, obbsBuia o
Mobunmsaumm 118 MUANIMOHOB €BpPO B BMAE Pa3/IMYHbIX (PUHAHCOBbIX WHCTPYMEHTOB,
BKNOYAA nakeT MakpoduHaHcoBor nomowm (macro-financial assistance, MFA) B
pa3smepe 30 MUANIMOHOB €BpPO.

NakeT MakpoduHaHCOBOW rnoMowun 6bi1  npusBaH «cogenctBoBatb Kbiprbi3CKol
Pecriybnivke B rpeoaosIEHUN 3aTsXKHbIX 3KOHOMUYECKUX [OCIEACTBUN  MUPOBOIo
SKOHOMMUYECKOro craga W JIOKaJbHOro 3THUYECKOro KOH@pnkTa. OH M03BONT
YMEHbLUNTb  KPAaTKOCPOYHYO (UHAHCOBYIO  yS13BUMOCTb, C KOTOpPOM BCe eLle
CTaJIKNBAETCS IKOHOMUKAE CTpaHbl, N rogaepxatb Mepbl o peihopmMmpoBaHuo (B Tom
yyucse B pamkax rporpaMm MexayHapoAaHOro BaaoTHoro ¢oHaa (MB®) n BcemupHoro
baHka (BB)), HanpaB/ieHHblE Ha AOCTUXEHMe 6osiee yCTONYMBOIro naarexHoro 6aaaHca
M GHOAXKETHOr0 (MHAHCMPOBaHMS B CPEAHECPOYHOUN nepcrnekTmse»’. B 3ToM cnyvae
MCNONb30BaHWE nakeTa MakKpodMHaHCOBOM MOMOWM 6blI0 UCKNOYEHNEM, MOCKONbKY
KblpreiactaH o06bl4HO He nonagaet B reorpadumyeckmini  oxeBaT npenocTaB/ieHns
MakpodMHaHcoBON nomowm (Kyaa BXOAAT CTpaHbl-KkaHAuMAaTbl B uneHbl EC,
noTeHUManbHble CTpaHbl-KaHAWAATbl W CTpaHbl, rpaHudawme c¢ EC, Ha koTopble
pacnpocTpaHsieTcs EBponeiickas nonutuka coceactsa)®. B utorax nposesgeruns B 2011
roay OLEeHKM oxuaaemoin addekTnBHocTM® ncnonb3oBaHWe NakeTa MakpodUHaHCOBOM

® B anpene 2010 roaa B pe3ynbTaTe HAPOLHOIO BOCCTaHMS Gblfl CBEPrHYT NPEbAYLLMI PEXUM, @ B UOHE
2010 rofa Ha tore CTpaHbl NMPOU3O0LLINN XECTOKME MEXITHUYECKUE CTONKHOBEHMS, B pe3ynbTaTe KOTOpbIX
nornénu coTHm ntogen. B pesynbTtate 3TMX Benbiwek Hacunua 75 000 yenosek 6exanu B coceaHuin
Y3bekncrtaH, a ewe 300 000 yenoBek ObINM NepemMeLLeHbl BHYTPU CTPaHbI.

! EBponevickast komuceusi, 2011 r. 3asiBrneHve 06 oLeHke oxuaaemon 3hPEKTUBHOCTU NPefoCTaBNEHUS
MakpodurHaHcoBow nomowm EC Kbiprbidckot PecnyGnivike.

8 https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/international-
economic-relations/macro-financial-assistance-mfa-non-eu-partner-countries_en

*EC (2011 r.), 3asBneHune o6 oueHke oxunaaemon 3hHEKTUBHOCTU NPeAOCTaBNEHUS MAaKPOMHAHCOBON
nomowm EC Keipreiackon Pecnyonuke, KLIBB (2011 r.) 1619, okoH4aTenbHasa Bepcus. [JOCTynHO No agpecy:
http://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX:52011SC1619
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nomMown B KblprbiacTaHe 6bI10  OMpaBAAHO ... BaXHOCTbIO MOJIMTUYECKMX U
3KOHOMMYECKUX pedopM B CTpaHe U €€ T[OJIOKEHNEM B pPErnuoHe, UMEKLNM
CTpaTern4ecKkoe 3KOHOMUYECKOE U MOJIMTUYECKOE 3HadyeHne A8 EC». TakuMm obpasom,
CUTyaumsl BbllJla 3@ pPaMKM YUCTO MAKPOIKOHOMMYECKMX COOBpaxkeHWin u nony4dmna
Bblpa€HHbI MOIUTUYECKNI NOATEKCT.

MakpodunHaHcoBas noMowb 6blna BbiNJayeHa ABYMS 4acTaMum B nepuof C uioHa 2015
roga no anpenb 2016 ropa:

* [lepBblli B3HOC COCTOS/ M3 rpaHTa B pa3Mepe 10 MUNNMOHOB €BpO (BbIAEIEHHOIO
B wuwoHe 2015 ropa) 1 kKkpeauta B pa3mMepe 5 MUAIMOHOB  €BpO
(npepocTtaBneHHoro B okTs6pe 2015 roaa).

* BTOpOW B3HOC COCTOSN U3 rpaHTa B pa3Mepe 5 MnnnnoHoB eBpo (BblAeNEeHHOro B
¢despane 2016 roma) v Kpeamta B pasMmepe 10 MUIIMOHOB €BpO
(npepocTtaBneHHoro B anpene 2016 roga).

MpepoctaBneHme naketa MakpoduHaHcoBOW nomowwu, inter alia, 3aBuceno oT
YAOBNETBOPUTENIbHOIO BbIMNOSIHEHUS CEMU YCNOBMN NpoBeaeHna pedopM B Cneayomx
obnacrax:

®* ynpasfeHWe rocyaapcrBeHHbIMU HUHAHCAMK (YeTbipe YC0BUSA);
* dUHaHCOoBLIN cekTop (0AHO yCNoBuKE);

* Toprosas noamTuka (ogHO ycnosue);

®*  MHBECTUUMOHHas n genosas cpena (04HO yCnoBMKeE).

2.2 LUenb oueHku

B pamMkax 3TOl OueHKM oueHuBaeTcs dakTunyeckas 3hHEKTUBHOCTbL MpeaocTaB/ieHUS
Kbiprbi3cTaHy nakeTta MakKpodMHAHCOBOM MNOMOLWKM C LUEeNbi MNpoBEeAEHUS TaM
MaKpPO3KOHOMUYECKNX U CTPYKTYPHbIX M3MeHeHW. [pn 3ToOM paccMaTpuBaeTcs:

* OnpaBganucb N1 NpeaBapuUTeENbHbIE MPOrHO3bl, OMNpeAensiowmne CTpyKTypy W
YCNOBUSA NMpPeaoCcTaBNeHMUs NOMOLIM C YYETOM 3KOHOMUYECKOro, NOJIMTUYECKOro U
WMHCTUTYLMOHANIbHOMO KOHTEKCTA CTPaHbl.

* bBblIM NM B pe3ysbTaTe peanmnsaumm Mporpammbl AOCTUTHYTbl MOCTaB/IEHHbIE
LEenu, HOCUBLLME KaK MaKpO3KOHOMUYECKNI, TaK U MOMUTUYECKUNI XapaKTep.

2.3 Metoponorusa

Mpu npoBeAeHMM 3STOM OUEHKM MWCMOMb30BasIiCa CMELWIaHHbIA MoAxod, a Takxke
YUYUTbIBAINCb TpeboBaHWSl, W3NO0XEHHble B MNPUHUMNAX Nydyllero peryampoBaHus
(Better Regulation). [lna co3gaHnsa KOMMJEKCHOM AoKa3aTesbHol 6a3bl 1 obecneyeHuns
OCHOBbl AN NEepeKpecTHOro aHanamsa pe3y/bTaToB MNPUMEHSINCL  PasfiM4yHble
KaAuUeCcTBEHHbIE W KOJIMYECTBEHHbIE MeToAabl. [Ons co3paHus AokalaTenbHon 6asbl
OLLEHKMN NCMNO/b30BaNnCh Crieayrowme MeToabl:

e KabuHeTHble wuccneaoBaHUA, BK/4dawwme o0630p UM aHanuMs  BCeW

COOTBETCTBYOLWEN nntepaTtypsl, odumunanbHom OOKYMeHTauunm 7
MaKpPO3KOHOMUYECKNX OAHHbIX;
* TonycTpyKTypupoBaHHble MHTEPBbLIO c KJ1IO4YEBbIMM

3aMHTEepecoBaHHbIMU CTOPOHAMM, MHOTME U3 KOTOPbIX 6bISIM NpOBeAEHbI NMpwu
NNYHOM 06LEeHnn B paMKax OCyLeCTBeHUs noe3fok B buikek n BalMHITOH,
okpyr Konymbus. bBbiinm  npoBefeHbl UWHTEPBbD C  COOTBETCTBYHOLMMU
coTpyaHukamu Eponerickoint komuccun, Mpeacrtasutenscrtsa EC B buuikeke, ¢
OOMKHOCTHBIMM ~ IMLUAMW  COOTBETCTBYIOLWMX  MUHUCTEPCTB U BEAOMCTB
KbipreiactaHa (Bkawo4vas MuHucTepcTtBO (MHAHCOB M HauwmoHanbHbIi 6aHK
KbIprbi3cko Pecny6nunku), npeacTaBuUTENs MU MeCTHbIX  OpraHusaummn
rpa>kgaHckoro obuiecTsa U AenoBbiX KPYyros, NpeacTaBUTENs MU MeXAYyHapOAHbIX
durHaHcoBbIX UMHCTUTYTOB (MB® ”n BB), a Takxke C K/HO4YEBbIMM AOHOpPaMu,
npeaocTaBnsoOWMMN HGUHAHCOBYO MOMOLLbL Ha ABYCTOPOHHEN OCHOBE;

February 2019 Xiif



Ex-post evaluation of Macro-Financial Assistance operation to the Kyrgyz Republic over
the period 2013 - 2016

* BHyYTpeHHMW MO3roBOoM LWTYPM C WUCMNOJSIb30BaHUEM TIUMNOTETUUECKUX
cueHapueB, KOTOpblil MPOMCXOAMA Ha HadanbHOM 3Tane OUEHKW C y4yacTueMm
KtoueBbIX nNpeacraBuTenen komnaHui ICF n Cambridge Econometrics, a Takxe
MEeCTHOIro 3KOHOMMUCTA;

* @okKyc-rpynna c y4yacrtueMm pasJ/indHbiX NMapTHEpPOB MO pa3sBUTUIO, B TOM
yncne npeacrasutenen  EBponeiickoro uMHBecTUMUMOHHOro 6aHka (EUB),
Asunatckoro 6aHka passutna (ABP), BcemumpHoro 6aHka (BB) m Hemeukoro
obuwectBa MexayHapogHoro cotpyaHudectBa (Deutsche Gesellschaft fir
Internationale Zusammenarbeit, GIZ) (Bce wMelT npeacTaBUTENbCTBA B
buwkeke);

* AHanmM3s npuemsieMoro ypoBHS 3ajo/mkeHHoctn (debt sustainability
analysis, DSA), nosBonswWMin onpeaennTb  MPUEMSIEMbIA  YPOBEHb
rocygapcrtBeHHoro gonra Keiproiackon Pecnyb6nukm go n nocne npefocraBneHus
naketa Makpo@puHaHCOBOM MOMOLLK; a TakKxe

* AHanm3 coumanbHbiXx nocneacTrBui (social impact analysis, SIA),
nccneaywwmn  cteneHb, B KOTOPOW MakeT MakKpo(pUHAHCOBOW MOMOLLK
NOTEHLWANBbHO MOXET CMSArYUTb COLManbHble MOCNEACTBUS KpU3mnca.

* BanuMaauuoHHbIA ceMMuHap, NpoBefeHHbIW B 3aaHMM Komuccum 15 saHBaps
2019 roga. B aTOM ceMmHape NpuHAIKM y4dacTue npeacrtasmtenn EsBponeiickoi
KOMUCCUM, YNeHbl TMPOEKTHOW rpynnbl  kKoMnaHum ICF  u  pasnunuHble
3aMHTepecoBaHHble CTOPOHbI M3 KbiprbidctaHa. Ero uenb cocrosina B ToM, 4Tobbl
obcyanTb pesynbTaTtbl U BbIBOAbI UCCNeAoBaHUA M BbipaboTaTb pekoMmeHAaunm
ANg npefocTaBfieHMs NakeTa MakpodPuMHaHCOBOM noMowm B byayuiem.

2.4 Pe3ynbTaTbl U BbiIBOAbI OLLE€HKMU
2.4.1 Uenecoo6pa3HoOCTb
24.1.1 PasmMmep noMoLum

BbinnaTtbl B paMkax nakeTta MakpopWHaHCOBOM MOMOLWM cocTaBuan npumepHo 0,3
npoueHTa oT BBI1 KbiprbiactaHa B 2015 n 2016 rogax, coOoTBeTCTBEHHO. KpoMe Toro,
OHa cocTtasuna 14 n 12 npoueHToOB OT obliero naketa uMHaHCOBOW NoMmown (TONbKO
¢duHaHcupoBaHme 6loaxeTta), NpeaoCTaBNeHHOW MHOMOCTOPOHHUMU U ABYCTOPOHHMMU
aAoHopamm B 2015 n 2016 rogax, COOTBETCTBEHHO. [IpMHMMas BO BHWUMaHWe BcCe
obcToaTenbcTBa, pasMmep nomowm 6bin nNpu3HaH uUenecoobpasHbiM, Y4yUTbiBas
noTpebHoCTM CTpaHbl B (MUHAHCMPOBaAHWM, a TaKXe KpuTepuu, perynupyrowmne
npegocrasneHne naketa MakporHaAHCOBOW NOMOLLM.

24.1.2 dopMa oKasaHus NTOMOLLM

MNakeT MakpodMHAHCOBON MOMOLLM COCTOSN B COOTHoweHun 50 Ha 50 u3 rpaHTOoB M
KpeauToB, oOTpaXas KOMMPOMUCC, AOCTUrHYTbIM Mexay EBponenckum CoBeToM
(koTOpbIN  pewnTenbHO  BbICTynan  npotueB  duHaHcupoBaHusa  Kbiprbi3cTaHa
WCK/IIOUYUTENBHO 3@ CYeT rpaHToB) M EBponenckMM napnameHToM (KOTOPbIA CKNOHANACS
K MpeaoCcTaBfieHU0 rpaHToB). YCNOBUSA NbroTHOMO (PUMHAHCUPOBAHMSA U HeLeneBoWn
XapakTep naketa MakpodUHaAHCOBON MOMOLLM CTanu Ba)KHbIMW (akTopamu, KOTopble
6bIIM  MONOXUTENBHO BOCMPUHATBHI BnactaMu KbiprbiactaHa. Kpome TOro, He 6bi10
BbISIBIEHO HWKAKUX CYLLECTBEHHbIX [0Ka3aTeNlbCTB TOro, YTO KPEeAUTHbIA KOMMOHEHT
naketa MakpodWHaHCOBOW MOMOLLW OTpULATENBHO MOBAUSAN HA MOMOXEHME CTpaHbl C
TOYKWN 3pEHMS NPUEMIEMOrO YPOBHS 3a40/KEHHOCTU. TakuMm obpasom, dopma nakeTta
MaKpo(dMHAHCOBOW MOMOLLM MOXET CUYMTaTbCs LenecoobpasHom.

2.4.1.3 Cpoku Bbinaar

B npouecce yTBepXAeHMS W peanusaumm npoekTa MNpoOUCXOAMNN 3HaYUTESbHblE
3agepxku. Momowb 6bina 3anpoweHa B 2010 r. U, B KOHEYHOM UTOre, BbiMJla4yeHa B
nepuoa ¢ 2015 no 2016 rr. HecMOTps Ha TO, YTO BbiNAaTbl MaKpPO(PUHAHCOBOM NMOMOLLN
Npou3BOAMINCL HAMHOIO MO3Xe, YeM npeanofiaranocb, oHa Bce ewe bblna akTyasbHa,
MOCKONIbKY Ha 3KOHOMWKY KbIprbi3cTaHa HeraTMBHO MOBMUANO pe3Koe CcoKpalleHue
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akcnopTa B Poccuio (2015 r.) n 3HauuTenbHoe cokpaleHue gobeium 3onorta (2016 r.).
OpHako, 3TO CAYYMIOCb MO CTEeYEHUI0 OOCTOSATENbCTB, @ He B COOTBETCTBMWU C
M3Ha4asIbHbIM 3aMbIC/IOM.

24.1.4 YcnoBua npeaocraB/ieHMA MaKpo(dPUHAHCOBOW NOMOLUM

YcnosveM npeaocTtaBfeHMs MakpodMHAHCOBOM Momown 6bina peanusaumsa nakeTa
pedopM, HaueNieHHbIX Ha CTPYKTYpHble HeAOCTaTKM U YSA3BUMOCTU, BAMSIIOWLME Ha
3KOHOMUWKY KbIprboi3cTaHa. YCnoBusS MNpeaoctaB/iieHnss MakKpodMHaHCOBOW noMowu B
LenoMm COOTBETCTBOBAN npuopuTeTam, YCTaHOBNEHHbIM NpaBUTENbCTBOM
KbiprbiactaHa, a Takxe apyrmMn goHopamm/MOU (international financial institution
[MexagyHapoaHoe duHaHcoBoe yuypexaeHue]) (B paMKax MX NporpaMMm MNOAAEPXKWU).
OHM Takxe cooTBeTcTBOBaAM 6onee MacwTabHbIM  UensaM, CBS3aHHbIM  C
npegocraBfieHneM MakpodwuHaHcoBom nomowm EC, B 4aCTHOCTH, COAENCTBUIO
peanusaumn CTpYKTYpPHbIX Mep/pedopM, Npn3BaHHbIX CTUMYAMPOBaTb U NOAAEPXMBATb
MaKpPO3KOHOMUYECKYO CTabuibHOCTb.

PedopmMbl peannzoBbiBaninCb ObICTPbIMKM TEMMNAMWU: LWWECTb W3 CEMM YCNOBUN 6bLn
BbIMOJIHEHbI elle A0 YTBEPXAEHUS, MnoanucaHus wn patudukaumm MemopaHayMma o
B3amMonoHmMmaHum (MoB). O6bl4HOM MpaKTUKON HBASETCA TO, 4YTO HauMOHasbHble
OopraHbl BAACTW HA4YMHAKOT BbINOJSIHEHME YC/I0BMI NpeaoCcTaBNeHUss MaKpOMUHAHCOBOW
noMowu (Wam paxke B MOMHOW Mepe BbINOAHAKT UX) ewe A0 noagnucaHusa MoB. 3To
MOXET NpouCXoauTb C LUeNbl YCKOPEHUS BbINAaTbl TpaHwen (CBA3aHHbIX C
peanusaumen pedopm). OgHakKo B KOHTEKCTe cuTyauum B Kbiprbi3cTaHe HeKOoTopble
3auHTEepeCcoBaHHble CTOPOHbI YTBEPXAaan, YTO BbIMOSIHEHUE YCNOBUW NMpenoCcTaB/eHns
MakKpodMHaAHCOBOW MNoOMOWM A0 noanucaHus MemopaHayMa O B3auMMOMNOHUMMaHumM de
facto caenano atn ycnoeusa 6ecrnonesHbIMM M 03HaA4Yano nepegady «CcBO60AHbIX» AeHer
KbIPrbI3CKMM BMACTAM, U CYMTaNIN, YTO NEPEroBopbl C KbIPrbI3CKUMW BNacTaMu cneayet
BO306HOBUTbL. 10 HalweMy MHEHMIO, 3TN apryMeHTbl HeyMeCTHbl, TaK KaK Takoi noaxon
He no3sonun 6bl BAacTsaM MPUCTYNUTb K CyWeCcTBeHHbIM pedopMaMm A0 MNoanucaHus
MeMmopaHayMa o0 B3auMonoHMMaHun. bBonee Toro, B KOHTEKCTe cuTyauuu B
KblprbiactTaHe 3TO0 6bl10  HexenaTenbHbiIM M fa)Xxe MOTeHUWasbHO BPEeAHbIM.
Bo3o6bHoBMeHe neperoBopoB noBnekno 6bl 3a coboM HOBble payHAbl KOHCYNbTauWn C
KoMutetom rocynapcrB-4/eHOB EC, a Takxe C COOTBETCTBYHOLWUMU
3anHTepecoBaHHbIMM CTOPOHaMM B Kbiprbi3cTaHe, 4To npuBeno 6bl K 4ONOAHUTENbHbIM
HEHY>HbIM MPOBOJIOYKAM.

B uenom, naket pedopM, yBsi3aHHbIA C NpeaocTaBieHneM MakpodMHaHCOBOW MOMOLLM,
npusHaH uenecoobpasHbiM, OCOBEHHO C Y4YeTOM MOJSIMTUYECKMX, SKOHOMMYECKUX W
MHCTUTYUMNOHANTbHbIX YCHOBMVI, npeo6na,qarou.w|x B KprFbIBCTaHe B nepunoa BeaeHud
neperoBopos.

2.4.2 3¢ PeKTUBHOCTDL

Db PeKTUBHOCTb M3Mepsnacb NOCPEACTBOM ABYX HanpasfieHuwi aHanusa: (1) ponb u
nocneacTsvMs npeaocTtaBfeHMs MakpoduHaHCOBOM noMowm Ana  ctabunmsaumu
MaKpPO3KOHOMWYECKOW CUTyaumu B CTpaHe; mn (2) cTteneHb nporpecca, AOCTUIHYTOro C
TOUKM 3peHns peanusaumm CTPYKTYpPHbIX pedopM, B 4YaCTHOCTU, KOHKPETHbIX
NOSINTUYECKNX AENCTBUIN, NpefyCMOTPEHHbIX B KayecTBe YCN0BUIA ANs NpeaocTaBieHuns
naketa MakpodMHAHCOBOW MNOMOWM U  NPOMNMCaHHLIX B  MeMmopaHayme O
B3aMMOMOHMMaHUN.

24.2.1 Ponb M nocneacrtBua npepocraBsieHUss MakpodMHAHCOBOW NOMOLYM
ANA ctTabunnsaumMm MakKpoO3KOHOMMYECKOW CUTyalum B CTPpaHe

Pasmep BbiN1aT B paMKax npeaoctaBneHmss MakpoduHaHcoBoin nomowm EC,
COOTBETCTBYWOLWMI npubnusutenbHo 0,3 npoueHTa oT BBM B 2015 mn 2016 ropax
COOTBETCTBEHHO, Obl1 AOBOSIBHO 3HauMTenbHbIM M cnocobcTBoBan Ccrabunmnsaunm
9KOHOMUKK KbIprbi3cTaHa.
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B cnyyae HenpegocTtaBneHusa naketa MakpoduHaHcoBon nomowm EC («CueHapuin 1»)
npaBuTenbCTBO Kbiprbi3acTaHa MOTEeHUMaNbHO MOM0 NMPUOErHyTb K APYrMM UCTOYHUKAM
dunHaHCHMpoBaHMS. A KOHKPETHO, OHO MOr/0 3abpaTb HEKOTOPbIE M3 CBOMX pPEe3epBHbIX
AEno3nToB M3 LeHTpanbHOro 6aHka, COKpaTUTb rocygapcTBeHHble pacxoabl (0CO6eHHOo
«He3alNLEHHbIEe KaTeropum» rocyaapCTBEHHbIX pacxogoB) u/mnm obpaTuTbCsa 3a
noMowbio K Poccun. 3IDTM Mepbl no3BonmMnam 6bl MUHUMM3MPOBATb OXWAaemoe
HeraTMBHOE BJIMSSHWE Ha COBOKYMHbIA CAPOC, YTO B KOHEYHOM wuTOre rnpuseno Obl
YMeHbLUEHMIO nocneactsnii ans BBl cTpaHbl U1 K SKOHOMUYECKOMY POCTY.

MMnoTteTnyeckoe HenpepocTaBNeHMe MNakeTa MakpoduHaHcosok nomowm EC n MBO
(«CueHapun 2») mMmeno 6bl ropasgo 6osee cepbesHbie MOCNEACTBUSA. DTO CBSI3AHO C
TeM, 4YTO OTCYyTCTBME nporpamMmbl MB® no Bblgade MNPOJSIOHIMPOBAHHbIX KpeauToB
(Extended Credit Facility, ECF) HaBepHska noBamsno 6bl Ha TroTtoBHOCTb BB
npeaoctaBmTb 6rHOAXKETHYIO noadepXKy Kbiprbi3ctaHy. TakuMm obpa3oMm, ecin  6bi
nomowsb EC, MB® u BB, okasaHHaa B 2015 roay, He 6blna dakKTnyecku
npegocrassieHa, aeduuunt 6ogxeTta coctaBui 6bl 62 MunamoHos gonnapos CLUA, vnu
npumepHo 1% BBI1 Tonbko B 2015 roay. B 3ToM cnyyae BapuaHTbl, AOCTYMHblE
npaeutenbCcTBy Kbiprbi3cTaHa Ans nukeuMaaumm >3Toro geduumta, 6biinm 6bl OYEHb
MOXOXW Ha BapuaHTbl B «CueHapum 1», X0Ta, yuuTbiBas ero pasmep, 6e3ycrioBHO,
notpeboBanucb 6bl 6osee 3HauUUTENbHbIE COKpaLLEeHUs FrOCyAapCTBEHHbIX pacxoaos. U
NOCNeACTBMS O/19 BHYTPEHHUX LEH, peanbHblX A0X0A0B [AOMOXO3SMACTB U MPSAMbIX
MHOCTpaHHbIX nuBectuumn (MUN) 6binm 66l 6onee cepbesHbIMU.

MoMMMo 3TOro, HenpepoctaBseHme nomowmn MBO o3Hayano 6bl, YTO HeKoTopble M3
pedopM, MHUUMMPOBAHHbLIX B paMKax MporpaMmMmbl, He 6binn 6bl peannsoBaHbl, U,
cnepoBaTefibHO, TeXHM4Yeckas MOMOoWb M AucuMnaMHupylowas posb MBO® B obnactu
ocywecTsneHus pedopm He 6binm 6bl 3a4eNCTBOBaHbI.

24.2.2 Tlporpecc, AOCTUrHYTbIi B cchepe peanmnsaumnm CTPYKTYPHbIX pecdopmM

B uenom, sensu stricto, Kblprbi3cTaH B YAOBIETBOPUTENbHOW CTEMEHU BbIMNOAHUN
YCNOBUSA U3MEHEHUS SKOHOMUYECKOMN U CTPYKTYPHOM MONUTUKMK, CBA3a@HHbIE C BbINIATOMN
MakpoduHaHcoBoi nomolun. CobpaHHble AaHHble CBUAETENbCTBYIOT O TOM, YTO MakeT
MakKpoMdMHAHCOBON MNOMOWM npuaan AOMNONHUTENbHbLIA  UMMNynAbC pedopMaMm B
NPUOPUTETHLIX 061acTaXx, CrnocobCTBYA OCYLECTBAEHUD KOHKPETHbIX KPaTKOCPOYHbIX
Mep, peanun3auns KoTopbiX B MPOTUBHOM ciy4ae Morna 6bl 6b6ITb NpoOUrHopupoBaHa uu
ewe 6onee oTcpoyeHa HaumoHasbHbIMKW BRacTamMu. MNpuoputeTHble obnactn pedopM B
pamkax naketa MakpoduHaHcoBoW nomoumn EC 6binm TecHo cBsi3aHbl C MpuUopuTeTamm
APYrnx BaXHbIX AoHopoB (Hanpumep, MB®, Bb).

OpHako TOT ¢akT, 4YTO OGOMBLUIMHCTBO YCNOBWUIK MpenocTaBfeHns MaKpodpUHaHCOBOM
nomMowm 6bII BbINOSIHEHbI K MOMEHTY YTBEpPXAEHUS U noanuvcaHus MemopaHayma o
B3aMMOMoOHMMaHnn (B KoHue 2013 mn 2014 rr., COOTBETCTBEHHO), cAenan BEpPOSATHbIMU
NOBTOPHblE MNeperoBopbl MeXAy 3auHTepecoBaHHbIMW CTOPOHaMW, C KOTOPbIMU
NnpoBOAMNAUCL  KOHCy/nbTauMu B Xo4e  npoBedeHns  uccnegosaHumsa.  OaHako
BO306HOBNEHME AUCKYyCcCU O  pedopmax, 06yCnoBNeHHbIX MNpenocTaB/ieHNEM
MakpodMHAHCOBON nomowm, MoOrao 6bl YyCUAUTb NOAUTUYECKYIO HamMpsXXeHHOCTb,
BO3HUKLUYIO B TO BpeMsa Mexay npaBuTenbCcTBoM Kbiprbi3ctaHa un EC B pesynbTaTe
MHOFOYUCIIEHHbIX 3aepXXeK C yTBepXAeHMeM naketa MakpoUHaAHCOBOM NMOMOLLN U ero
nocneaywowmmn BbinnatamMm. Kpome Toro, B KOHTeKCTe cuTyauum B KbiprbidcTtaHe,
npefocTaBneHne Makpo@WHAHCOBOM noMowmM wumMeno 6onblie MNOAUTUYECKOE, YEM
3KOHOMMYeckoe 3HadeHume. BozobHoBneHne neperoBopos Morno 6bl noaopeaTb
nonutuyeckyr penytaumo EC 1 noMewaTb AOCTUXEHUIO  WUCTUHHOW  Uenu
npeaocTaBneHmns MakpodrHAHCOBOW MOMOLLMN.

HakoHel, XOTS W3Ha4yanbHO 3TO W He npeanofnaranocb, MNaKeT MakKpodWHaHCOBOM
nomown npepocrtasmn EC gononHUTENbHbIE pblyarn BAUSAHUA Ha BNactu Kblprbi3cTaHa
npu ob6Cy>XAEHUN 3aKOHOMPOEKTOB, HamnpaBfieHHbIX <«NpoTMB NecbusiHok, rees,
bucekcyanos, TpaHCreHAepoB n nMHTepcekcyanos (JIFTBTU)» n «MHOCTPaHHbLIX areHTOB>.
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2.4.3 CoumanbHblie nocneacrsms

MpepoctaBneHne ™akpoduHaHCOBOM noMowm KbIprbi3cTaHy B MNEpPBYO o4epenb
npecnenoBasno noanuTUYeckne uenn. OTo, Hapsaay C OTCYTCTBMEM KakKMX-IMBO SIBHbIX
coumanbHbIX ycioBuin B MemopaHAyMe O B3aMMOMOHMMaHWKW, CBUAETENbCTBYET O TOM,
YyTO npeaocTaB/ieHMe nakeTa MakpopWHAHCOBOM MOMOWM He WMeNo HaMepeHui
OKasblBaTb Kakoe-Mbo 3HauuTeNbHOEe couuanbHoe Bo3aencTeue. OAHaAKoO, HECMOTPS
Ha TO, 4YTO nakeT MakpodWHAHCOBOM NOMOLWMWM He 6blal ABHO HaueneH Ha Kakue-To
KOHKpEeTHble 06nacTtn coumanbHOro pasBUTUS, CTOUT MOAYEPKHYTb KpalHe BaXKHYH
ponb, KOTOPYK OH Cbirpan, Hapsaay C APYrMMUM 3aMHTEPECcOBaHHbIMM CTOPOHAMM
(ocobeHHO rpaxxgaHckuM o6uwecTBoM), B MpeaoTBpalleHMM BBeAEeHMS B AeNCTBUE
3aKOHOB, HanpaB/I€HHbIX NPOTUB «UHOCTPAHHbLIX areHToB» U «JIFBTU».

2.4.4 MNpueMneMbliii ypoBeHb 3a0J/1IXKEHHOCTH

B cnyyae HenpegocTtaBneHMss MnakeTa MakKpoUHAHCOBOW MNOMOWMWM MNPUEMIEMbIN
YpOBEHb rocyaapcrtseHHoro ponra Kbiprbi3acTaHa w3MeHuncs 6bl He3HauuTesNbHO.
OTyacTn 3TO CBS3aHO C pa3MepoM MaKpOod@WHAHCOBOM MOMOWKM M TeM aKTOM, 4TO
3apepxka mexay obbsasneHnem B 2011 rogy o HamMepeHWM MNpPeaoCTaBUTb MOMOLLb UM
dakTnyeckmumMn Bbinnatamn B 2015-2016 rr. He cnocobcTtBoBana pocTy A0Bepus K
akoHoMukKe KebiprbizctaHa. W Hanpotue, ecnm 6bl nakeT MakpodMHaHCOBOM MOMOLLN U
nomMowsb OT MB® He 6biiM 6bl NpedocTaBfneHbl, 3TO, BEPOSATHO, OTPMUATEbHO
ckaszanocb 6bI Ha goBepuu K 3KOHOMUKe KbIprbi3cTaHa M Ha pe3ynbTatax pedopm,
OCYLLECTB/IEHHbIX B paMKax Mnaketa MakpoduHaHCOBOW nomowu. B uenom, nporHos B
OTHOLUEHWNM BbINAATbl rOCYyAapCTBEHHOro Aosira Kblprbi3cTaHOM nocne npeaocTaBieHus
naketa MaKpodWHaHCOBOM MOMOLWM SABASETCS W, KaK O0XupaeTcs, oOocCcTaHeTcs
CTabunbHbIM.

2.4.5 feACTBEHHOCTb
24.5.1 Pa3paboTka naketa MaKpo(pMHaAHCOBOW NOMOLLHM

CornacoBaHHble ycunusa EC n gpyrmx Kn4yesblX AOHOPOB, B yacTHoctu MB® wn BB,
MOMOIMN yKasaTb BnacTaM Kbiprbi3cTaHa >enaembln Kypc pedopM B MPUOPUTETHLIX
obnactax. Kpome TOro, ocobbix MpoOTUBOpPEYMIA MexAay YCNOBMSAMM NpenocTaBieHus
nakeTa MakpopnHaHCOBOM NOMOLM N HALMOHANbHOM NONTUKON He 6blo.

24.5.2 Peanusauma naketa Makpo(puHaHCOBOW NOMOLUMN

MOHWUTOPUHI  peanu3auuM NakeTa MakKpodUHAHCOBOM nomowuM 6bl1  Mpu3HaH
COOTBETCTBYOWMM U HagnexawmMm. OduunanbHble N perynspHbie MUCCUM SABNSTTUCH
BaXKHbIMW nowagkamm ansa gumanora mexay Komuccmein, MNpeacrasutenbctsom EC B
Kbiprbizckoih  Pecnybnuke wn  Bnactamum  KbiprbiactaHa, obecneuuBliero, 4To
npeaocTtaBneHne rnaketa MakpouUHaHCOBOM MOMOLM NPOX0OAMI0 MaKCMManbHO F1aako
n adhpekTUBHO.

2.4.6 JonosiHMTenbHas ueHHocTb ansa EC

Bo-nepBbiX, AononHuTenbHas uUeHHocTb ansa EC 6bina Hambonee oyeBugHa B
obecneyeHnn npoBeAeHUs CTPYKTYPHbIX pedopM B HECKOJIbKMX MPUOPUTETHbIX
obnactax. Bo-BTOpbIX, nNakeT MakKpodWHAHCOBOIM MOMOLUK, BeposATHO, oOKa3san
3HauuMTeNbHOE MOSIOXUTENbHOE BAINSIHME Ha ABYCTOPOHHWME MOSIMTUYECKNE OTHOLLUEHMUS.
dakTnyecku npegocrasseHne nomowm (NO crydarHOMY COBMAAEHMIO) MPOM3OLWIIO B
MONINTUYECKM BaXXHbIN ANs CTpaHbl MOMEHT mepes napjaMeHTCKMMU Bblbopamu, Korpa
Kblprbl3CTaH TaKXXe WCMbITbiBaN 3KOHOMWUYECKne TPYAHOCTU. B-TpeTbux, pasmep
MakpoduHaHcoBon nomowm MWUA (30 MnH eBpo) cooTBeTcTBOBan npuMmepHo 0,3
npoueHtam BBl KebipreiactaHa B 2015 u 2016 rogax COOTBETCTBEHHO, 4TO
HeMasnoBaXKxHO. B-yeTBepTbiX, XOTA MNakeT MakKpopWHAHCOBOM nMoMoWwM He 6bin
HenocpeaCcTBEHHO HanpaBs/lieH Ha COAeNCTBUE coumanbHbiM pedopmMaM, OH NpeaocTaBun
EC (pononHuTenbHble) pbldarn Anas NpeaoTBpalleHUss MPUHATUSA KpalHe CropHbIX
3aKOHOB «aHTU-JINBTU» 1N B OTHOWEHNN «MHOCTPAHHbIX areHToB>».
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OoHako  M3-3a  MHOFMOYMC/AIEHHbIX  MPoOUeAYPHbIX  3a4epXeK  AOMNOSHUTENbHbIe
npenmywectea ans EC, BO3MOXHO, yMEHbWWANCb. TakuM 06pa3oM, AOMNONHUTENbHbIE
npenmyLlecTsa npenocTaBsieHMsa naketa MakpoduHaHcoBon noMowm ana EC, ocobeHHo
B TOM, 4YTO KacaeTcs ynydweHuss BHewHero wmmuaxa EC v noaTBepxaeHus ero
NMPUBEPXEHHOCTU NOAAEPXKE KbIPrbl3CKMX BRactein B npoBeaeHnn pedopm, ro-
BuANMOMY, 6yayT He3HauuTeNbHbIMW B AOJTOCPOYHON NepcrnekTuee, 0COHBEeHHO no
cpaBHeHUto ¢ nporpamMmoin EC «CoTpyaAHNYECTBO B LEAsSX pa3BUTUS».

B uenom, naketr MakpodMHaHCOBOW MOMOLIU AEACTBUTENBHO obecneunn EC HekoTopble
JIOMNOJIHUTENbHbIE MPENMYLLECTBA, HO 3TOMY MPENSATCTBOBANO WUCKIOUYUTENBHO A0Nroe
BpPEMsi, KOTOpoe NoHaZo6uMnoCh ANs peannsaunmn NpoexkTa.

2.4.7 O60CHOBaHHOCTb

MNakeT MakpodmHaHcoBON nomowm 6bln NpuBeaeH B COOTBETCTBME C MpUHLMMNAMK,
MU3Mo0XeHHbIMM B CornaweHmm O napTHepcTBe M coTpyaHuyectse (Partnership and
Cooperation Agreement, PCA), noanucaHHoMm mMexay EC n Keipreiackon Pecnybnunkon un
npeaocTaBnsoWEM BCeobbEMIOWYO MNpPaBOBYKD OCHOBY JANs COTpyAHMYecTBa W
ABYCTOPOHHMX OTHOLLEHWNN Mexay CTpaHaMu. YcnoBus npeaocTaBneHuns
MakpodMHaAHCOBON noMown / pedopMbl 6bin pa3paboTaHbl TakuM ob6pa3oM, 4TOObI
COOTBETCTBOBATb LUeENsAM MNpoeKTa, a TaKxXe gpyrmx nporpamMm nogaepxkm EC wu
MeXAYHapOAHbIX AO0HOPOB, 0C0beHHO B 065nacTtv YnpaBreHus roCyAapCTBEHHbIMU
¢pwuHaHcamn (Public Finance Management, PFM) u B 6aHkoBckoln cdepe. Takum
obpas3oM, npegoctaBsieHne MakpodmMHaHCOBOW nomowm 6b10 COorlacoBaHHbIM KakK Ha
BHYTPEHHEM, TaK M Ha BHELIHEM YPOBHSX.

2.5 TMocneaHune goocTuixeHusa

MNakeT ™MakpodwuHaHcoBoM nomowm EC B codyeTaHMMm C [AOroBOPEHHOCTAMU O
npegocrasneHnn nomowm MBO® nossonunu Kbiprbi3cTaHy A06UTbLCA CyLLEeCTBEHHOMO
nporpecca B yJy4lleHnn cBoero (MHaAHCOBOro M BHELUHENMONAUTUYECKOro MOSI0XKEHUS.
MokasaTtenn pocta B nepmog c 2016 no 2017 roa 6bIinM yAOBNETBOPUTENbHbLIMY,
CoCTaBMB B cCpeaHeM okono 5 npoueHtoB B rog. Tem He MeHee, B 2018 roagy
Habnoganacb wWHas KapTMHA. DKOHOMMYeCcKMe nokKasaTenu/TeMnbl pocta  6biin
3HAYUTENbHO HUXEe cpeAHero v, No NporHosam, B 6amxalwmne roabl COCTaBAT nopsaka
2-3 npoueHToB. CpeagHecpoyHble NMepcrnekTUBbl pocTa CTpaHbl 6blM HEeBENUKU K3-3a
pasfIMYHbIX BHEWHNX (hakTopoB, BKJOYAS OTHOCUTENIbHO MeAanleHHOe BOCCTaHOBiEHWe
POCCUNCKOM 3KOHOMUKW, TPYAHOCTU B NPUBIEYEHUUN MPAMbIX MHOCTPaHHbIX MHBECTULMUN
n T.4. lcxoaa u3 TOro, 4TO 3TW TEHAEHUWMU, BEPOSATHO, COXPAHATCAa U B HGamxanwwme
rogbl, oxugaetcs, 4yto B nepuon 2019-2021 rr. exerogHble TeMmnbl pocTa 6yayT
CHUXXEHHbLIMU U COCTaBnaTb B cpeaHeM 4,0-4,1 npouenTta B roa!’. B aanbHeiweii
nepcnekTUBe KOHCOAMAauUMs B Hanoroso-6l0AXeTHON cdepe Takxe OCTaHeTcs
npobnemMon n, cnepoBaTenbHO, BaXHbIM MPUOPUTETOM AN MPaBUTENbLCTBA CTpaHbl. B
ceHTabpe - okTabpe 2018 roga muccma MBO® nocetmna Kbiprbizckyto Pecnybnuky u
Hayana neperoBopbl O BO3MOXHOCTU peanusauum HOBOM nporpammbl. Mexay Tem, EC
NpoAo/XaeT oOKasblBaTb CYLWECTBEHHYIO nomowb Kbiproidackon Pecnybnuke, B
YaCTHOCTM, MOCPEACTBOM Tpex nporpaMM Ol4XETHON NoAAepX KW B Cleayowmx
obnactax: (1) BepxoBeHCTBO 3akoHa (13,5 munnmoHoB eBpo); (2) obpasosaHue (70
MWANIMOHOB €Bpo); W (3) KOMMJIEKCHOEe pa3BUTME CeNbCKUX PpanoHOB/coumanbHas
3aWwmTa 1 ynpassieHMe TrocyfapCTBeHHbIMWM duHaHcamn (30 MWAWMOHOB eBpo).
OcTtanbHas ¢puHaHCcoBas noaaepxkKa no-npexHemy nocrynaet u3 Poccun, B6 n ABP.

2.6 PexomeHpauum

Ha ocHoBe 3ToW oueHKM 6biIN caenaHbl TPU OCHOBHbIE PEKOMEHAAUNN:

1% YeTounmk: OpuLmanbHbIi CPeAHECPOUHbI MPOrHO3 COLMANBHO-3KOHOMUYECKOTO Pa3BuTUs KbIprbi3cKoil
Pecny6nukum
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PekomeHgaumsa 1: B cnydaax, korga: (1) npoekT npenocTaBfieHMs MakeTta
MakKpo(UHAHCOBON MNOMOLWM OTK/IOHAETCS OT 06Wwmx NpUHUMMNOB AOKYMEHTa,
Hanpumep, peanusyeTcs B CTpaHe 3a npegenamu 06bl4YHOro reorpadunyeckoro
oxBaTa; (2) uenu npegocraB/ieHNs NakeTa MakpodmnHaAHCOBOM MOMOLUWN BbIXOAAT
3a paMku crabunmsaumm 3SKOHOMWMYECKOro MOJ0XEHUs CTpaHbl; wu/unan (3)
(dnHaHCOBass MOMOWb B OTHOCUTENIbHOM BbIPaXXeHUN HEeBeNnKa, B TaKux
obcToaTenbcTBax cneayetr paccMOTpeTb ajibTEPHATUBHYKD CUCTEMY OLIEHKWU B
COOTBETCTBMM C O6WKMM NpMHUMMAOM Jiydwero perynupoBaHus (Better
Regulation) — copa3MepHOCTb. B Takux cnyyasax CyLecTBYeT psig BO3MOXHOCTEN
AN yCOBEpPLUEHCTBOBAHMUSA KaMBpOBKM CUCTEMbl OLEHKWM C Lefblo y4dyeTa BcCex
(daKkTopoB, BAUSIOWMX HA YPOBEHb aHajsM3a MpoekTa Mo npeaoCTaBNEHUIO
MaKpo(UHAHCOBOW MOMOLLMN.

PekomeHgaumsa 2: OpWEHTUPOBOYHbIN rpaduK npefocTaBAeHMs nakeTta
MaKpoMdMHAHCOBON NOMOLLM C YKa3aHMEM CPOKOB M 06513aHHOCTEN Ha pas/INYHbIX
3Tanax npoekTta MoxeT ObiTb 3apaHee corflacoBaH M nNpenocTaBfieH BACTAM
CTpaH-6eHedunumnapoB, 4yTobbl Hagnexawmm obpaszom popMnpoBaTb OXUAAHUA.
PekomeHpaumsa 3: TpeasaputenbHasa oueHka Komuccun MoxeT pasaTb 6onee
AETaslbHYI0 OUEHKY OXWAAEMbIX AOMOSIHUTENbHbIX MpPeuMyLLecTB npoekTa no
npeaocTaB/IEHMIO NakeTa MakKpodMHAHCOBOW momown (Ha pas3fIMyHbIX YPOBHAX
— ¢WHaHCOBOM, cCOUMaNbLHOM W T.A.) B COOTBETCTBMM C NOCNEAHUM
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Ex-post evaluation of Macro-Financial Assistance operation to the Kyrgyz Republic over
the period 2013 - 2016

3 Introduction
3.1 This Report

This document constitutes the Draft Final Report as part of an independent, external
ex post evaluation of the EU’s Macro Financial Assistance (MFA) to the Kyrgyz Republic
over the period 2013 - 16.

3.2 Scope of the evaluation

This evaluation focuses on the EUR30 million MFA operation approved and disbursed
to Kyrgyzstan over the period October 2013 - April 2016. The operation took the form
of a EUR15 million medium-term loan and a EUR15 million grant and was disbursed as
follows:

- The first instalment, comprising EUR10 million in grant and EUR5 million in
loan, was disbursed in June and October 2015 respectively;

- The second instalment, comprising EUR5 million grant and EUR10 million in
loan, was disbursed in February and April 2016 respectively.

3.3 Purpose of the evaluation

The objective of this ex-post evaluation was:

- to analyse the impact of the MFA on the economy of Kyrgyzstan, and in
particular, on the sustainability of its external position; and
- to assess the added value of the European Union’s (EU) intervention.

Specifically, the evaluation seeks to draw lessons with respect to the EU's financial
assistance, i.e.

- whether the ex-ante considerations, determining the design and terms of
the operation were appropriate, taking due account of the economic,
political and institutional context; and

- whether the outcome of the programme met the objectives.

The evaluation covers three main areas of analysis:

- the economic impact of the MFA operation on the economy of Kyrgyzstan;
- the value added of the EU intervention; and

- the sustainability of the country’s external position as a result of the
assistance.

These aforementioned areas have been assessed along the following criteria: (1)
relevance; (2) effectiveness; (3) efficiency; (4) EU added-value; and (5) coherence
with other EU policies.

Finally, the evaluation also comprises two additional strands of analysis that assess
the impact of the MFA on the social sector and the public debt sustainability.

3.4 Structure of this report
The remainder of this report is structured as follows:

* Section 2 provides an overview of the key economic and political
developments in Kyrgyzstan during the period leading up to the crises that
prompted the IMF-EU assistance as well as in the period over which the EU-MFA
operation was implemented. It also provides a detailed description of the main
characteristics of the MFA operation, including associated conditionalities;

* Section 3 presents the methodological approach to the study, and outlines the
main caveats and limitations;

e Section 4 provides a brief update on economic developments and policy
implementation since the completion of the MFA;
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e Sections 5 to 9 provide the assessment against each of the five evaluation
criteria, including conclusions for each of them;

e Sections 10 and 11 focus on the social impact and debt sustainability
analyses respectively, and

* Section 12 provides the conclusions.

The main report is supported by annexes, provided separately.
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4 Context and content of the Macro-Financial Assistance to
Kyrgyzstan during 2013 - 2016

4.1 Introduction to the analysis

This section describes the context and subject matter of the evaluation in the following
sections:

* Section 4.2 describes the overall macroeconomic and political background that
triggered the need for the MFA operation that was implemented during the
period 2013 - 2016;

* Section 4.3 outlines key considerations behind the design of the MFA operation;
and

* Section 4.4 outlines key macroeconomic developments during the
implementation of the operation.

The analysis draws on the review of: (1) official documentation provided by DG ECFIN;
(2) inputs from local experts based in Bishkek; and evidence gathered through
stakeholder interviews conducted as part of the missions to Washington D.C and
Bishkek (including inter alia, the national administration, Commission officials in DG
ECFIN and the EU Delegation as well as experts from the IMF and the WB).

4.2 Economic and political context leading to the need for MFA
operation

After a difficult period in the 1990s, Kyrgyzstan’s economic situation substantially
improved in the new millennium. Responsible macroeconomic policies, new
opportunities and positive developments in the economies of neighbouring countries
allowed for several years of solid economic growth (albeit still volatile) and significant
poverty reduction.

In the 2000s, the country enjoyed relatively high economic growth. On average, real
GDP grew by 4.2 per cent annually between 2000 and 2010 (Figure 1), though
average growth rates observed among Kyrgyzstan’s regional peers, (notably
Kazakhstan, Tajikistan and Uzbekistan) were still much higher (9.3, 9.0 and 7.3 per
cent respectively!).

Figure 1. Kyrgyzstan economic growth between 2000 and 2010
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Growth in the 2000s was driven by commercial services and, in particular, wholesale
and retail trade, communication, financial services and tourism. The share of these

1 World Bank, 2017. The World Bank Data. Available at:
https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG
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sectors in the national economy rose from 27 per cent in 1996 to 40 per cent in
2008, As a result of the liberalisation of customs regulations and the taxation regime
for physical persons involved in international trade, Kyrgyzstan became a ‘trade
hub*3*, A growing Kyrgyz diaspora in Russia’® and parallel rapid increases in
remittance inflows also furthered economic growth. In that regard, Kyrgyzstan
currently ranks second in the world in terms of the share of national output that is
accounted for by remittances (30 per cent as of 2016'°). Nearly all inflows have been
coming from Russia. Strong economic growth contributed to the reduction of poverty.
As such, by 2010, 4.1 per cent of the country’s population lived on less than USD 1.9
a day, down from 42.2 per cent in 2000’

Kyrgyzstan’s strong economic performance did not last. The 2008 global financial
turmoil adversely affected GDP growth in 2009, albeit fairly moderately. Output
growth declined from a buoyant 7.6 per cent in 2008 to 2.9 and -0.5 per cent in 2009
and 2010 respectively. This was largely due to external shocks, including a fall in
remittances from migrant workers, lower demand for exports and shrinking foreign
investments?®,

In addition to the adverse impact entailed by the crisis, growing political instability
further plunged Kyrgyzstan into an economic slowdown. As such, although President
Bakiyev was re-elected in July 2009, European monitoring organisations (such as the
OSCE) described the elections as significantly marred. Violent and widespread protests
ensued in the following year. These demonstrations, known as the Second Kyrgyz
Revolution, kick-started in the cities of Talas and Bishkek by opposition leaders who
were protesting against rising government corruption and increased living expenses.
The government of President Bakiyev was eventually overthrown in April 2010 and a
new interim government, led by Roza Otunbayeva, was established.

Despite some temporary stabilisation, the conflict between ethnic Kyrgyz and Uzbeks
escalated in early June 2010, to the extent that the newly-formed government
introduced the state of emergency on June 12. The clashes resulted in over 400
people killed and more than 80,000 people displaced. They also led to a decline in
tourism and agricultural activities as well as disruptions in trade (i.e. due to the
temporary closure of most checkpoints at the borders, notably with Kazakhstan)®®.
Subsequently, the first half of the year was marked by a constitutional referendum on
June 27, 2010, by which voters approved a new constitution. The act sought to limit

12 Mogilevsky, R. and Omorova, A. 2011. Assessing Development Strategies to Achieve the MDGs in the
Kyrgyz republic. Available at:
http://www.un.org/en/development/desa/policy/capacity/output studies/roa87 study kgz.pdf

'3 Mogilevsky, R. and Omorova, A. 2011. Assessing Development Strategies to Achieve the MDGs in the
Kyrgyz republic. Available at:
http://www.un.org/en/development/desa/policy/capacity/output_studies/roa87 study kgz.pdf

! There are two main markets serving this purpose: Dordoi market near Bishkek, the capital of the country, on
the Kyrgyz-Kazakh border, and Kara-Suu market near Osh, the second large town, on the Kyrgyz-Uzbek
border.

15 As of 2017 there were approximately half a million of registered Kyrgyz workers in Russia with
approximately another half a million of undocumented ones.

6 \world Bank, 2017. Personal remittances as % of GDP. Available at:
https://data.worldbank.org/indicator/BX.TRE.PWKR.DT.GD.ZS?end=2016&locations=KG&start=2000

7 World Bank, 2017. The World Bank Data. Available at:
https://data.worldbank.org/topic/poverty?locations=KG

18 European Commission, 2011. Ex-ante evaluation statement on EU macro-financial assistance to the Kyrgyz
Republic.

19 Eventually, the second half of 2010 was still much better than expected. This was because of improved
security, the return of political stability, better-than-expected agricultural performance, and a timely fiscal
stimulus. See for instance: IMF, February 2011. Statement at the conclusion of the IMF Staff Mission to the
Kyrgyz Republic. Available at: http://www.imf.org/en/News/Articles/2015/09/14/01/49/pr1138
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presidential power and enhance the role of Parliament and the Prime Minister. The
referendum also confirmed Otunbayeva as President until December 31, 2011. In
October 2010, the Parliamentary elections were held, resulting in the formation of a
governing coalition among three parties (Ata Jurt, SDPK, and Respublika), with
Almazbek Atambayev as Prime Minister.

In addition to growth, the aforementioned events affected the performance of other
key economic indicators. The public debt to GDP ratio, for instance, grew to 60 per
cent in 2010 (Figure 2 overleaf), while fiscal deficit widened to -5.9 per cent of GDP in
the same year reflecting the budgetary cost of the crisis-related spending and the
impact of a weaker economic activity that resulted in lower tax revenues?® (Figure
3).%! Current account balance also widened to -2.2 per cent, though still much smaller
than in 2008, a deterioration driven mainly by the disruption in trade flows (Figure 5).
Inflation, on the other hand, fell to 8 per cent in 2010, mainly as a result of the
slowdown brought in by the crisis that entailed a dampening effect on prices (Figure
4).

Following the global economic crisis and inter-ethnic violence, a donor conference for
the Kyrgyz Republic was organised in Bishkek in July 2010. A total of USD 1.1 billion
was pledged and to be disbursed quickly (over the next 30 months). The main
objective of this financial provision was to support essential public expenditures and
services, to support social needs as well as to back critical investment (mostly in
public infrastructure, energy and transport). This was around the same time when the
President and the Minister of Finance of Kyrgyzstan formally requested the EU MFA to
complement the financing available from the IMF, the details of which are outlined in
subsequent sections.

%0 However, it was still much smaller deterioration than foreseen in August 2010 by the IMF in the context of
the RCF programme (it projected a deficit of 12 per cent of GDP). This was largely due to some missing
capacity to implement the reconstruction process.

L EC. 2011. Ex-ante evaluation MFA to Kyrgyz Republic.
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Figure 2. Public debt, in % of GDP, 2000 - 2010 Figure 3. General government balance, in % of GDP, 2000 - 2010
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4.3 Design and implementation of MFA
4.3.1 Intervention logic for the MFA

A theory of change describes the causal mechanisms or pathways through
which an intervention is expected to bring about the desired change(s) and is
underpinned by critical thinking about other influencing factors and assumptions about
how and why that sequence of change might come about. It consists of the following
building blocks:

* The needs, problems or issues that are being addressed by an intervention;

* The activities (outputs) and expected effects (results and impacts) of an
intervention;

* The assumptions that explain how the activities would lead to the effects in the
context of the intervention;

* The main external factors (confounding factors) that also influence the direction
and scale of effects.

Figure 6 illustrates the theory of change for the MFA operation in the Kyrgyz
Republic. It has been developed on the basis of desk research, a wider literature
review, stakeholder interviews and expert opinion.
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Figure 6. MFA intervention logic
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The ToC depicts how the MFA financial assistance (15 million loan and 15
million grant) to the Kyrgyz Republic was expected to support the country’s
democratic transition, and to contribute to the country’s macroeconomic stability in
the medium term, and growth and sustainability over the longer term. It also
illustrates, the role of policy conditionality in reducing macroeconomic vulnerabilities
(via improved economic governance, public finances, more stable financial sector and
improved business environment), thus reinforcing stability and longer term growth
outlook.

Key underlying assumptions for the sequence of changes to materialise are:

* The national government’s fiscal and monetary policy response designed in
cooperation with the IMF is appropriate. For example, the timing and pace of
fiscal expansion/ consolidation is appropriate;

* MFA conditionality is successfully implemented; and

* There is commitment to wider reforms that are needed to address the country’s
underlying macroeconomic vulnerabilities.

Finally, the ToC takes account of the role of other factors that might influence
the direction and scale of effects, most notably:

* The wider package of EU support;

* Global / regional economic environment, particularly considering the country’s
economic linkages with Russia and other regional economies;

* The domestic political situation and the impact that this has on investor /
private sector confidence and on ownership and commitment to reforms; and

* The role of other actors notably the IMF, WB and bilateral donors in promoting
reforms and providing financial assistance.

4.3.2 Key features of the operation
4.3.2.1 Negotiation and approval

The MFA operation that will be the subject of this evaluation was requested by the
Kyrgyz authorities in October 2010 shortly after a prominent donor conference (Box
1).

Box 1 Origins of the MFA operation

In July 2010, following the global economic crisis and inter-ethnic violence, a donor
conference for the Kyrgyz Republic was organised in Bishkek. USD 1.1 billion were pledged
and supposed to be disbursed quickly (over the next 30 months). The main objective of this
financial provision was to support essential public expenditures and services, to support with
social needs and to back critical investment (mostly in public infrastructure, energy and
transport). The European Commission, among the major donors, immediately announced the
mobilisation of EUR 118 million of assistance through various instruments including:

® EUR 12 million of new assistance: EUR 5 Million in humanitarian emergency assistance
and EUR 7 million from the stability instrument;

® EUR 106 million from existing development assistance, including EUR 55 million of EU
development assistance ready to be launched in 2010 with a focus on special safety
nets, education and agriculture; and EUR 51 million for the 2011 - 2013 period to
advance reform in the areas of social protection, education and rule of law.

Shortly after, via a letter dated October 2010, the President and the Minister of Finance of the
Kyrgyz Republic formally requested the EU MFA to complement the financing available from
the IMF. The possible MFA assistance was discussed at the highest political level, including
during the visit of President Otunbayeva in Brussels in March 2011.

The MFA assistance was proposed end 2011 after a DG ECFIN mission to Bishkek. It was
informed by the IMF’s assessment of Kyrgyzstan’s residual financing needs and, factored in
various uncertainties around some of the pledges made at the donor conference, notably the
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one from the Eurasian Economic Community Anti-Crisis Fund (worth USD 106.7 million).

The EC proposal was not put forward earlier since the IMF’s Rapid Credit Facility (RCF) of SDR
22.2 million implemented in September - December 2010 was not sufficient for that purpose.
Instead, the Commission had to wait until agreement on the ECF IMF programme, an
agreement which was delayed for months (until April 2011), partly reflecting delays in the
formation of a new government.

An EC mission to Kyrgyzstan was organised shortly after the conclusion of the 2011 EFC
agreement end of May 2011, while discussions with Member States (i.e. with the Economic
and Financial Committee Alternates and with the Financial Counsellors Working Party) took
place in the autumn.

The actual MFA proposal of the European Commission was adopted in December 2011.
The approval was delayed owing to a procedural disagreement between the Council
and European Parliament (see Box 2). It eventually took place in October 20132,

One of the key difficulties related to the implementation of MFA has been a lengthy decision-
making process that requires an agreement on Commission proposals for MFA between the
European Parliament and the Council under the ordinary legislative procedure. This has often
led to considerable delays between the submission of the Commission proposal and actual
disbursement, despite a rapidly changing environment and acute nature of the crisis requiring
prompt action?3.

In the case of the Commission proposal for MFA to the Kyrgyz Republic, the adoption of the
Commission proposal by the co-legislators was further complicated by the parallel
negotiations between the co-legislators on a Commission proposal for Framework a
Regulation on Macro-Financial Assistance (MFA) of January 2011.The major objective of this
Commission proposal was to streamline and expedite decision-making and to replace the
lengthy Ordinary Legislative Procedure with implementing acts (Commission decisions
following a binding consultation of a Member State Committee?*). However, the European
Parliament and the Council agreed at some point to keep the ordinary legislative procedure
after long negotiations blocking the entire MFA instrument including the Commission proposal
for MFA to the Kyrgyz Republic. Therefore, the Commission withdrew its proposal for a MFA
Framework Regulation in May 2013 and instead the European Parliament and the Council
agreed on a non-binding Joint Declaration on MFA for all future MFA proposals?®®, (Joint
Statement annexed to the Decision regarding the provision of Macro-Financial-Assistance to
Georgia). This means that MFA decisions continue to be adopted under the Ordinary
Legislative Procedure.

Box 2 Origins of the delays for the approval of the proposal - early 2011 till
the end of 2013

4.3.2.2 Disbursement

The EUR 30 million operation took the form of a EUR 15 million medium-term loan and
a EUR 15 million grant. Both loan tranches were characterised by very long maturity
and low interest rate (Table 1).

?2 Decision No 1025/2013/EU of the European Parliament and of the Council of 22 October 2013 providing
macro-financial assistance to the Kyrgyz Republic (OJ L 283, 14.8.2013, p. 1).

2 European Parliament indicated the lengthy decision making process as one of the main shortcomings of the
MFA instrument already in 2003.

24 European Commission, MFA to non-EU countries. Available at:
http://ec.europa.eu/economy_finance/eu_borrower/macro-financial_assistance/index_en.htm

% Available at; http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//INONSGML+TA+P7-TA-2013-
0320+0+DOC+PDF+VO0//EN
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This operation was the first MFA operation that was implemented in Kyrgyzstan. The
use of the MFA instrument in Kyrgyzstan was exceptional in the sense that Kyrgyzstan
does not fall within the traditional geographical scope of the MFA instrument
(consisting of candidate and potential candidate countries and countries bordering the
EU covered by the European Neighbourhood Policy)®®. The Joint Declaration of the
European Parliament and the Council of 2013 foresees that only “in exceptional and
duly justified circumstances”, other third countries “that play a determining role in
regional stability, are of strategic importance for the Union, and are politically,
economically and geographically close to the Union™ can benefit from the MFA
instrument?®. In the 2011 ex-ante evaluation?®, the use of the MFA instrument in
Kyrgyzstan was justified “...by the strength of the political and economic reform
momentum in the country and by its position in a region of strategic economic and
political importance for the EU.”

The objectives of the operation thus went beyond purely macro-economic arguments
which are stated in the MoU, namely to “support the restoration of a sustainable
external financial situation for the Kyrgyz Republic, to alleviate its balance of
payments needs and thereby support its economic and social development.” These are
cited in, inter alia, the 2013 Declaration’:

* the need “to continue providing assistance (...) in the implementation of their
reform programme” (Recital 4);

* the appropriateness “to provide a political signal of the Union’s strong support
to democratic reforms in Central Asia” (Recital 5);

* the objective to “support the Kyrgyz Republic's commitment to values shared
with the Union, including democracy, the rule of law, good governance, respect
for human rights, sustainable development and poverty reduction, as well as its
commitment to the principles of open, rule-based and fair trade.” (Recital 17);

* an opportunity to “strengthen the efficiency, transparency and accountability of
public finance management systems in the Kyrgyz Republic” (Recital 17).

4.3.2.3 Delays in the approval and disbursement of the MFA

This operation was also characterised by a long timetable between approval and
disbursement. The MFA documents (i.e. the MoU, the Loan Facility Agreement and the
Grant Agreement) were signed in October 2014 (one year after the approval of the
operation due to some legal issues — see Box 3) and ratified by the Kyrgyz Parliament
in February 2015.

Box 3 Origins of the delays between the Decision and signature of the MFA
documents - end 2013 - beginning 2015

The main reason for the delays over the course of 2014 were of a legal nature. More

% https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/international-
economic-relations/macro-financial-assistance-mfa-non-eu-partner-countries_en

" This possibility is included the 2013 Joint Declaration available at http://eur-lex.europa.eu/legal-
content/EN/TXT/?qid=1496069109525&uri=CELEX:32013D0778 [accessed on 30 November 2017]. It was
already foreseen in the preceding Genval criteria, available at:
http://data.consilium.europa.eu/doc/document/ST-12592-2002-INIT/en/pdf [accessed on 30 November 2017].

%8 There had already been a precedent with another Central Asian country, Tajikistan, which benefit from the
instrument over the period 2001 - 2006 (based on a 1997 decision updated in the year 2000, namely: Council
Decision 97/787/EC as amended by Decision 2000/244/EC).

2 EC (2011) Ex-ante evaluation statement on EU macro-financial assistance to the Kyrgyz Republic,
SEC(2011) 1619 final. Available at: http://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX:52011SC1619

%0 Official Journal of the European Union. 2013. ‘Decision No 1025/2013/EU of the European Parliament and
of the Council of 22 October 2013 providing macro-financial assistance to the Kyrgyz Republic.” Available
from: OJ L 283, 14.8.2013, p. 1.
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specifically, the governor of the National Bank of Kyrgyz Republic at the time did not want to
sign the MoU, the loan facility agreement and the grant agreement, as it is usually required
for all MFA operations. From the EU’s perspective, the signature of the Central Bank is needed
in order to have co-ownership by the central bank of the required reforms in line with
established practice for the IMF letters of intent and as some of the information obligations
under the MoU concerning specific data and statistics concern the central bank. Furthermore,
MFA is generally transferred to the National Bank. On the Kyrgyz side, the National Bank did
not want to be considered as the borrower and to be linked in any ways to the reimbursement
of the debt per se (beyond holding the money). It also did not want to endorse the reforms
included in the annex which are for the government to implement while the National Bank
should remain fully independent and should not be asked to endorse reforms.

Finally, a compromise was found when it was decided that the governor would sign “acting as
financial agent the Kyrgyz Republic in charge of servicing the external debt of the Kyrgyz
Republic”!. From a legal point of view, the National Bank of Kyrgyz Republic is thus not a
party of the agreement next to the Kyrgyz Republic.

Yet, by the time agreement on MoU was reached, the 2011 IMF programme had
expired (in July 2014). A new three-year ECF was agreed with the IMF in April 2015
and from then onwards, disbursements followed more swiftly. The operation was
disbursed in full, in two instalments, over the period June 2015 - April 2016:

* The first instalment comprised: a EUR 10 million grant disbursed in June 2015
and a EUR 5 million loan disbursed in October 2015;

* The second instalment comprised: a EUR 5 million grant disbursed in February
2016 and a EUR 10 million loan disbursed in April 2016.

4.3.24 Key MFA conditionalities

In terms of the conditions which had to be met for the disbursements to be released,
the MoU?? specified that the implementation of the IMF programme needed to remain
on track.

As far as policy conditionalities linked to the second tranche were concerned (see
Table 1 overleaf), there were seven specific conditions under four reform areas,
namely:

* Public Finance Management (PFM);
* Financial sector;

* Trade policy and Investment; and
®* Business environment.

However, due to the subsequent delays, six out of seven specific conditions were
outdated at the time of the first disbursement (see Sections 5 and 6).

The selection of the conditions was managed by DG ECFIN staff who undertook two
missions to Kyrgyzstan, i.e. in May and October 2013 respectively. In addition to the
consultations held with the Ministry of Finance and responsible authorities, the design
of the conditionalities also benefited from contributions from the EU Delegation (i.e.
cross-checking for potential duplications with existing Budget Support programmes),
EEAS and other DGs such as DG DEVCO. The choice of conditionality was also
consulted with other donors, in particular the IMF and WB.

In addition, and as by default in every MFA operation, DG ECFIN commissioned an
Operational Assessment (OA) which focused on the reliability of the circuits and

¥ Memorandum of Understanding between the European Union and the Kyrgyz Republic. Provided together
with the Terms of Reference.

%2 Memorandum of Understanding between the European Union and the Kyrgyz Republic. Provided together
with the Terms of Reference.

February 2019 12



Ex-post evaluation of Macro-Financial Assistance operation to the Kyrgyz Republic over
the period 2013 - 2016

procedures in place at the Central Bank, the Ministry of Finance and other Ministries
and bodies of the recipient countries, involved in managing MFA funds.
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Table 1.

REVLLELE for the

operation

Overview of MFA to Kyrgyz Republic

MFA characteristics

Main Areas of Reform

“"Support the restoration of
a sustainable external
financial situation for the
Kyrgyz Republic, to alleviate
its balance of payments
needs and thereby support

its economic and social
development” (MoU)
NB:  Additional  political

objectives as spelled out in
the 2013 Decision

EUR 15 million (loan), 2
disbursement dates:

- EUR 5 million loan in

October 2015
* Maturity: 14 years
** Interest rate: 1.375%

- EUR 10 million
April 2016

* Maturity: 15 years

** Interest rate: 0.70%

loan in

EUR 15 million (grant), 2
disbursement dates

The structural reforms covered the following areas:
Area 1: Public Finance Management

(1) Medium-Term Budget Framework: approval of a draft resolution on organisational measures for
the preparation of the Medium-Term Budget Framework 2015 - 2017 and approval of the draft
republican budget of the Kyrgyz Republic for 2015 - 2017.

(2) PEFA: reaching agreement on the Terms of Reference of the PEFA.

(3) Reform of the accounting and reporting systems: endorsement of the following normative legal
acts and methodological documents: (i) Accounting policy of the public administration sector; (ii)
Regulation for preparation of financial reporting; and (iii) Regulation for the organization and
maintenance of accounting and book-keeping.

(4) External auditing: development and approval of an Action Plan for upgrading its audit standards
to INTOSAI standards.

Area 2: Financial sector
(5) Submission of a new Banking Code to the Parliament
Area 3: Trade policy

(6) Official approval of the report on its trade policy to be presented in the Trade Policy Review
Body of the WTO and development of a draft action plan responding to the recommendations of the
WTO Secretariat.

Area 4: Investment and business environment

(7) Enactment of the law "On licensing and permitting system in the Kyrgyz Republic"

February 2019
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4.4 Economic developments during the implementation
4.4.1 Evolution between Q4 2011 and Q2 2016

This subsection discusses important economic developments that took place during
the implementation of the MFA operation in Kyrgyzstan. Specifically, the analysis
focuses on the following time periods:

e Late 2011 - late 2015, i.e. the period between the adoption of a proposal for
the provision of MFA to Kyrgyzstan by the European Commission (December
2011) and the first (full) disbursement (October 2015).

e Late 2015 - early 2016, i.e. the period up to the second (full) disbursement
(April 2016).

Figure 7 overleaf depicts an overview of Kyrgyzstan’s economic situation, measured by
GDP growth rate over the aforementioned periods. Specific events that help explain
the developments observed over these periods are discussed in greater detail in
subsequent subsections and in latter parts of the report.
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Figure 7. Trends in quarterly GDP growth rates observed for Kyrgyzstan, 2011(Q4)-2016(Q2)
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4.4.1.1 Evolution observed between Q4 2011 and Q4 2015

In 2011, full resumption of trade and services flows, continued reconstruction works,
and improved investor confidence fuelled an increase in economic activity*3. Renewed
confidence in the Kyrgyz economy could have been due to, though not the sole result
of, the IMF’s announcement of a three-year Extended Credit Facility (ECF)
arrangement (over the period June 2011 - July 2014) and the European Commission’s
proposed MFA to Kyrgyzstan, signalling important structural reform actions in key
areas. Concurrently, however, foreign / external debt rapidly expanded and, as of the
end of 2011, it amounted to nearly USD 2.8 billion®**. Kyrgyzstan’s external debt
accounted for more than half of its (annual) gross domestic product (GDP), estimated
at USD 5 billion®. This seemingly increased dependence on external resources could
explain the (small) contraction observed in GDP growth in the fourth quarter of 2011
(when compared to the same quarter in 2010)3°.

Most of 2012 was marked by profound economic problems. Specifically, production in
the gold-mining sector contracted by 40 per cent owing to geological issues at
Kumtor, Kyrgyzstan’s largest gold mine®. Sluggishness in gold production adversely
impacted on Kyrgyzstan’s gold exports which, coupled with an increase in imports of
equipment for energy infrastructure projects, led to an increase in the country’s
current account deficit. This stood at 15.3 per cent of GDP in 20123, Over the first
three quarters of the year, GDP growth (with the activity of the Kumtor gold mine)
thus receded and remained below growth rates observed in similar quarters in 2011.
By the end of 2012, overall national output had contracted, and negative growth was
observed for the year as a whole (-0.9 per cent). Nonetheless, it should be cautioned
that the observed contraction masks the full extent of Kyrgyzstan’s economic
performance. As such, strong and positive growth was observed in other sectors of the
economy, and together with robust remittance inflows, contributed to a non-gold GDP
growth rate of 6.3 per cent for 2012. This is depicted in Figure 8 overleaf.

% Asian Development Bank. 2011. Asian Development Bank Outlook 2011. Available at:
https://www.adb.org/sites/default/files/publication/28300/ado2011-kgz.pdf

3 Country Watch. 2018. Kyrgyzstan 2018 Country Review. Available at:
http://www.countrywatch.com/Content/pdfs/reviews/B3M3Q544.01c.pdf

% Country Watch (2018)

% statistics from the National Statistical Committee of the Kyrgyz Republic; and the National Bank of the
Kyrgyz Republic

%" DG ECFIN Mission Reports
% DG ECFIN Mission Reports
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Figure 8. Kyrgyzstan’s annual GDP growth rate [with and without gold production)],
2011 - 16
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Sources: CIA World Factbook; National Statistical Committee of the Kyrgyz Republic

In spite of some of the economic difficulties met in 2012, economic growth surged in
2013. A memorandum of understanding, designed to allow for joint ownership of the
Kumtor mine, was reached by the Canadian-based gold mining company, Centerra,
and the Kyrgyz government. The agreement led to the resolution of a longstanding
dispute which drove gold mining and production activities to resume3°. The non-gold
economy also performed well, driven by strong private transfers from abroad and
higher credit to the private sector. As such, international net-money transfers were
reported to be 9.8 percent (in dollar terms) higher in the first half of 2013 than in the
same period in 2012. Together with accelerated growth of credit to the private sector,
this fostered private consumption and investment that further spurred economic
activity and growth. In sum, the recovery in gold production and sustained
improvement in the rest of the Kyrgyz economy allowed the Kyrgyz economy to
expand by a near 11 per cent, the highest growth experienced by the country since
independence?.

The strong recovery period observed in 2013 was short-lived though. Growth of the
Kyrgyz economy slowed down significantly over the course of 2014, reflecting a
deteriorating external environment and major supply-side constraints. The annual GDP
and non-gold GDP growth rates observed for the year were much lower than in the
preceding year, at 4 and 5 per cent respectively. Specifically, this contraction was
driven by a sharp fall in exports to Russia and other neighbouring countries (owing to
economic deceleration in these countries) on the one hand, and on the other, lower
agricultural production entailed by adverse weather conditions and a poor harvest®'.
Nonetheless, although export growth was negative for the year (-6.4 per cent),
imports fell more rapidly and more sharply (-7.2 per cent), which, together with lower
income outflows, helped reduce the current account deficit — from 15 per cent (in
2013) to 13.7 per cent of GDP in 2014.

% DG ECFIN Mission Reports

% The World Bank. 2014. Kyrgyz Republic Economic Report No.5. Available at:
http://www.donors.kg/images/ECSP1_KGZ_Spring_2014.pdf

“1 The World Bank Group. 2015. Adjusting to a Challenging Regional Economic Environment. Available at:
http://www.worldbank.org/content/dam/Worldbank/Publications/ECA/centralasia/Kyrgyz-Republic-Economic-
Update-Spring-2015-en.pdf
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Recovery was back on track in 2015. In the first half of the year, robust growth was
observed, although largely on account of 'front-loaded' gold production. Non-gold GDP
growth was also relatively strong, mainly driven by the solid performance of the
agricultural and services sectors*’. The Kyrgyz economy, however, slowed down in the
second half of the year, causing GDP growth for the final quarter to decrease by about
2 per cent (when compared to the same period in the previous year)*. This reduction
could, to some extent, be explained by Kyrgyzstan’s vulnerable balance of payments
situation, reflecting a structurally large and sustained current account deficit.

4.4.2 Evolution observed between Q4 2015 and Q2 2016

The Kyrgyz economy further contracted in the first half of 2016, reflecting a sharp
decline in gold output (-35.6 per cent) and a weak performance of the non-gold
sector, in particular, industry and services**. Additionally, relations between Centerra
Gold and the Kyrgyz government deteriorated in the first half of 2016. The ongoing
dispute resulted in a much lower gold output, which in turn had a detrimental effect on
foreign investor sentiment and contributed to the economic contraction observed in
the first half of the year®.

The first MFA disbursement was released in tranches in the second and fourth quarters
of 2015 respectively. Considering the satisfactory progress of the Kyrgyz authorities
with the implementation of policy conditionalities under the MFA and IMF programmes,
the Commission approved the release of the second disbursement in February and
April 2016 respectively. Amidst continued efforts by Kyrgyz authorities to take forward
structural reform actions, a gradual recovery of the gold sector and an increase in
private consumption, fuelled by increased remittances and government spending, the
Kyrgyz economy grew faster in the latter part of the year, with moderate growth of
3.8 per cent recorded for 2016 as a whole*®.

“2 DG ECFIN Mission Reports

“3 Statistics from the National Statistical Committee of the Kyrgyz Republic; and the National Bank of the
Kyrgyz Republic

** The World Bank Group 2016 ‘Kyrgyz Republic.’ Available at:

http://pubdocs.worldbank.org/en/727751476375092599/Kyrgyz-Republic-Macroeconomic-and-Poverty-
Outlook-1610-en.pdf

> EBRD. 2016-17. Kyrgyz Republic. Available at: http:/2016.tr-ebrd.com/wp-
content/uploads/2016/11/TR2016_CA_KyrgyzRepublic.pdf

“° DG ECFIN Mission Reports
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5 Methodological approach

This section describes our overall approach to the evaluation as well as the specific
methods used to collect and analyse data. It concludes with a discussion on the
limitations of the evidence base underpinning the evaluation, and in light of this, an
assessment of the reliability and validity of the evaluation findings.

5.1 Evaluation design

The evaluation was designed to respond to a specific set of evaluation criteria and
questions, as articulated in the Terms of Reference. An evaluation matrix was
developed during the inception phase of the assignment to guide the choice and
design of specific research methods, as well as to provide a framework for subsequent
data analysis and interpretation. More specifically, it specifies:

* The questions addressed by the evaluation (these were taken from the Terms
of Reference);

* The evidence required to answer each evaluation question;

* The data sources and methods used for compiling the required evidence; and

* The judgement criteria on which the evaluative conclusions have been based.

The evaluation matrix designed for this evaluation is presented in Annex 1. It
reflects the following key elements of our approach:

* A theory based approach - this involved making explicit, the underlying theory
of change for the MFA operation in the Kyrgyz Republic (see Section 2), and
subsequently testing this theory to draw conclusions about whether and how
the MFA contributed to observed results.

* Participatory approaches to data collection and analysis - our approach
incorporated a focus group discussion with key stakeholders to develop a
shared understanding of the evaluation objectives and results and to provide
additional layers of insight and interpretation to the data.

* The use of mixed methods - our approach combined both quantitative and
qualitative research methods to facilitate a deeper understanding of the
evaluation issues and to build a rich and comprehensive evidence base for the
evaluation

* Triangulation - multiple lines of inquiry and evidence were used for answering
each evaluation question.

5.2 Methods and data sources

The table below provides a high-level overview of the data collection methods and
analytical techniques used to address each evaluation criteria. A description of how
each of these methods was applied to this evaluation is provided in the sub-sections
that follow. Where application, we also discuss the limitations of the specific
methodologies in the context of this evaluation.

Table 2. Overview of the methods and techniques used for the evaluation

Relevance Effectiveness Efficiency Coherence EU added

value

Documentary

q [ X X ] (X ] [ X X ] 000 [ X X J
review
Macroeconomic

. [ X X ] [ X X ] (X X ]

data analysis
Key informant /
stakeholder ) ' ' oo Y
interviews
Focus group e ° oo
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discussion

Qualitative
counterfactual YY)
analysis

Social impact
analysis

Debt
sustainability YY)
analysis

Expert validation ee oo oo oo oo
workshop

eee a very important method for addressing the evaluation criterion
ee an important method for addressing the evaluation criterion

e a complementary method

5.2.1 Documentary review

The evaluation is based on an in-depth review of documentation assembled from a
variety of sources, as indicated in Table 3 below. A full list of references is available in
Annex 2.

Table 3. Documentary sources of evidence for the evaluation

Usefulness for the evaluation

Source of Types of documentation

documentation

- Ex-ante assessment of the MFA ®e®e
- Operational assessment
- Commission proposal and MFA

European decision
Commission, DG - MoU
ECFIN - Grant/ Loan Agreements

- DG ECFIN Mission Reports
- Compliance statements
- MFA annual reports

- Partnership and Cooperation ®®

Agreement

- Multi-annual Indicative
European Programme 2014 - 2020
Commission, other Kyrgyzstan _
DGs and the EU - EU - Kyrgyz Republic

Cooperation for Development
- Annual Action Programmes

- Selected EU Delegation
publications

Delegation in Bishkek

- Letter of Intent 000

IMF

Article 1V staff reports
IMF reviews

WB

wB DPO implementation
completion and results’ reports

Other

EIU Country Reports
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Sovereign ratings reports
Academic and grey literature on

political and economic
developments and
implementation of structural

reforms in Kyrgyzstan

Reports and data produced by
other bilateral/ multilateral
donors and IFIs including ADB,
EIB, EBRD and GIZ on their
activities in the Kyrgyz Republic
Selected indexes (i.e. WB Doing
Business, Open Budget Index,
EIU Democracy Index)

Selected financial and economic
press (i.e. Financial Times and
the Economist)

eee Useful ee somewhat useful

5.2.2 Macroeconomic data analysis

Data on key macroeconomic indicators (Table 4) was compiled from various sources
and trends and patterns were analysed. Specifically, the evaluation examined how the
key macroeconomic indicators have evolved over time and specifically, the direction
and magnitude of the changes observed over the period of interest (before, during
and after the MFA implementation) as well as any deviations from the initial
projections made by the IMF and the underlying reasons for these.

Table 4.

Component

Data Type

Description

Key Macroeconomic Indicators and Data Sources

Key data source(s)

The Real National Indicators of Ministry of Finance, and major
Economy accounts macroeconomic international sources (e.g.
IMF and WB)
Performance
The Balance Balance of Indicators of Balance of payments: Ministry
of Payments payments external of Finance, National Bank of
statistics sustainability and Kyrgyz Republic, IMF, WB,
trade conditions The Harvard Atlas of
Economic Complexity (i.e. for
import/export structure and
volume)
The Government Indicators of the Ministry of Finance, National
Government finance government'’s fiscal Bank of Kyrgyz Republic and
statistics sustainability major international sources
(expenditure, (i.e. IMF)
budget balance,
debt, etc. data)
The Financial Monetary Banking sector, Ministry of Finance, National
System statistics financing condition, Bank of Kyrgyz Republic and

interest rates etc.

IMF
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Component Data Type Description Key data source(s)
The Labour Other Indicators of socio- Ministry of Finance, National
Market economic economic Bank of Ukraine and major
statistics performance international sources (i.e. IMF
and WB)

The access and the quality of the macroeconomic data in the Kyrgyz context
has been satisfactory. Some exceptions concern for instance the data related to the
financial assistance provided by Russia that is somehow obscure and the study
required an assumption regarding the specific grant disbursement in the late 2015
that was announced by the Kyrgyz officials, but without any evident traces in the data
published by the Ministry of Finance.

5.2.3 Interviews with key informants/ stakeholders

A series of face-to-face, in-depth interviews were conducted with all key informants
and stakeholders, including non-governmental actors such as business representatives
and civil society organisations. The table below indicates the number and types of
stakeholders interviewed.

Table 5. Overview of the interviews conducted

Stakeholder Group No of Roles and responsibilities of interviewees

interviews

DG ECFIN (6) - those responsible for design and
monitoring of MFA operation in the Kyrgyz Republic

European Commission 8
DG DEVCO (2) - those responsible for budget
support operations in the region
EU Delegation in the 3 Head of Cooperation & economic and political
Kyrgyz Republic advisers
EEAS 1 Desk officer for the Kyrgyz Republic
IMF ResRep
IMF 7 Locally based economists
Former and current Chief Missions and their team
Person responsible for the Development Policy
WB 2 Operation in the Kyrgyz Republic

Economists based in Kyrgyz Republic

Officials from the Presidential administration, Office
Kyrgyz Authorities 12 of the Prime Minister, Ministry of Finance, National
Bank and Chamber of Accounts

MO VeI E] Representatives of businesses (2), civil society

SRR i Jn2 kteye organisations (3), a local think tank (1)

Republic

Bilateral donors 2 Represgntatwes from the German and French
embassies

Total 41

In several cases (i.e. Ministry of Finance, National Bank of the Kyrgyz Republic
(NBKR), IMF, WB and the EU Delegation) written follow-ups took place to seek
additional data/ clarification.
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The study team encountered some challenges when organising and conducting
interviews, most notably:

* |oss of institutional memory: Given the unusually long-time lag between design
and implementation of the MFA operation, there inevitably had been some staff
turnover among the organisations involved in the operation. For example, the
current Head of Cooperation at the EU Delegation has only joined in 2017;

* Ability to recall in certain cases: Stakeholders were also unable to recall in
detail certain aspects related to the MFA operation or/and relevant context due
to the time that had elapsed;

* Reluctance of some national stakeholders to provide a candid account: We
observed a consistent and relatively pronounced reluctance among interviewees
to express their views on matters that could have been seen by them as
potentially sensitive, especially in relation to implementation of structural
reforms;

e Inability to secure interviews: With a limited number of stakeholders
responsible for certain MFA conditions (e.g. Ministry of Economy).

5.2.4 Internal brainstorming session on counterfactual scenarios

At the inception stage of the evaluation, an internal brainstorming session on
counterfactual scenarios was organized. Participants included the core ICF and
Cambridge Econometrics teams and local experts.

The session allowed the team to test and further develop initial ideas as well as
generate potential counterfactual scenarios that were not ‘discovered’ during the
earlier research phase. More specifically, it enabled the team to:

* Shortlist the hypothetical counterfactual scenarios that would have been the
least likely, with a detailed evidencing of the reasons for rejecting these
scenarios.

e Identify the most plausible counterfactual scenarios that would have been the
most likely with a detailed evidencing of reasons for such state and main
caveats.

For both type of possibilities, gaps in information, caveats, further inquiry lines, and
potentially most relevant sources of information including their quality and reliability
were discussed and summarized in a form of the note that constituted the relevant
material for the assessment of counterfactual at further stages of research (during
interviews with the IMF and WB in Washington D.C., interviews with Kyrgyz authorities
and a focus group with development partners in Bishkek. The extended version of the
workshop note is presented in Annex 11).

5.2.5 Focus Group with development partners

Towards the end of the evaluation, a one-day focus group discussion was organised
with locally-based development actors to complement as well as cross-check
information collected from other sources such as desk research and key informant
interviews. Representatives of the following organisations participated in the focus
group discussion:

® Eurasian Development Bank;

e World Bank;

* Asian Development Bank;

* United Nations Development Programme - Kyrgyzstan;

* Deutsche Gesellschaft flir Internationale Zusammenarbeit - Kyrgyzstan; and
* European Bank for Reconstruction and Development.

The detailed list of participants in presented in Annex 4.
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A key limitation of the discussion was that most participants had very limited
awareness and knowledge of the MFA. Consequently, the discussion may not have
been as informative and insightful as initially envisaged.

5.2.6 Qualitative counterfactual analysis

It is conceptually and methodological challenging to isolate the effect of MFA from
other interventions (such as the IMF programme, other EU interventions, support from
other donors etc.) and other exogenous factors and/ or unobservable factors. Previous
MFA evaluations have relied upon econometric modelling (i.e. estimating unobserved
counterfactual outcomes with the help of macroeconomic models and then comparing
these hypothetical counterfactual outcomes with observed macroeconomic outcomes).
This approach has some important limitations. Firstly, it is almost impossible to
construct reliable counterfactual scenarios using econometric techniques or
macroeconomic models in a crisis context*’. Secondly, this approach has yielded little
by way of meaningful insights in past MFA evaluations.

In light of these issues, we adopted a more qualitative approach. More specifically, we
applied counterfactual reasoning within a qualitative framework (using a theory-based
approach) to draw inferences regarding the role and contribution of the MFA in
promoting macroeconomic stabilisation and cushioning the social impact of the crisis
(see also sub-section 3.2.8 on social impact analysis). Evidence and insights collected
from desk research, interviews, focus group and expert opinions were used to deduce
what might have happened in the absence of the MFA (and IMF). We also paid
particular attention to ensuring that the counterfactual scenario(s) and any inferences
drawn were grounded in logic and economic theory.

A quantitative approach, was, however, used to assess the impact of MFA on debt
sustainability of the Kyrgyz Republic (see sub-section below).

Under both alternatives (no MFA, and no MFA and IMF), there were three plausible
options that emerged as a result of the research, which would not have been mutually
exclusive. This in turn makes inferences about likely economic outcomes less certain
(i.e. public cuts, as a result of both alternatives, could have been of a different
magnitude, depending on the support from Russia and the extent to which
government would have drawn on its reserves at the NBKR).

5.2.7 Debt Sustainability Analysis (DSA)

In line with the ToR requirements, the study team carried out a DSA to evaluate the
contribution of the MFA towards sustainability of public debt in the Kyrgyz Republic.
This involved an analysis of key debt-burden indicators and macroeconomic variables
which influence the path of a country’s debt and its capacity to manage this burden
sustainably in the medium term to long term. Debt burden indicators of interest
included:

* The present value of public debt to GDP;
* The present value of public debt to fiscal revenue; and
* Public debt service to fiscal revenue.

The role of the MFA in facilitating sustainability of the Kyrgyz Republic’s public debt
was based on counterfactual modelling. More specifically, the team analysed the
possible trajectories of debt-burden indicators under the following scenarios:

4" Macroeconomic variables might not behave during a crisis the way their historical pattern, and thus
statistical models, would predict. Moreover, the crisis could have changed the usual relationships between
variables. For example, a crisis could have changed consumer and business behaviour in such a way as to
make statistical relationships diverge from their historical pattern, making them more risk averse and cautious
for example. Other relationships that are normally linear, may change the character (i.e. and become non-
linear and more challenging to capture by standard models).
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* Baseline scenario depicting observed outcomes i.e. what actually happened;

* An alternative scenario (scenario 1) depicting what would have happened if
there had been no MFA programme;

* A second alternative scenario (scenario 2) depicting what would have happened
if there had been no MFA and no IMF-ECF programmes for the Kyrgyz Republic.

By comparing outcomes across the three scenarios, the inferences were drawn
regarding the MFA’s contribution to the sustainability of Kyrgyz Republic public debt. A
DSA toolkit developed by the IMF and the WB that is the benchmark tool for analysing
debt sustainability of countries, was used for the purpose.

To generate the alternative scenario inputs required for the DSA toolkit, a
macroeconomic stock-flow model for the Kyrgyz Republic was constructed. For each
scenario, a set of quantitative assumptions were developed as inputs for the stock-
flow model. The key outputs from this model were then fed into the DSA toolkit to
provide estimates of the implications for debt and debt sustainability.

The analysis has some limitations that need to be explicitly acknowledged. It is
difficult to isolate and quantify the impact of MFA because it was combined with other
finance (i.e. IMF and WB assistance) and no record is available on the amounts that
specifically went to debt operations. More generally, the nature of the MFA mechanism
implies that it was not possible to trace down how MFA funding was used specifically
i.e. maintain public expenditure, meet the foreign debt repayment obligations etc.

The quality and the granularity of the available data used for the analysis was
satisfactory.

Further detail of the methodology for the DSA and the results of the analysis can be
found in Annex 14.

5.2.8 Social Impact Analysis (SIA)

The purpose of the SIA was to draw inferences about the role and contribution of the
MFA operation in cushioning the social impacts of the crisis. This was done by
analysing trends in the following social indicators prior to, during and after the MFA
operation:

* The job creation rate;

* The national unemployment rate;

e Levels of unemployment, employment and economic inactivity among the
working age population;

* Real wage growth (both regional and national);

* Spending on the social fund and social benefit programmes;

* Education enrolment rates and outcomes;

* The number of healthcare facilities (changes over time);

e Inflation and the cost of living; and

* National and regional poverty rates.

Counterfactual reasoning (as discussed in sub-section 5.2.6) was applied to deduce
the extent to which the MFA operation contributed to the observed outcomes.

5.2.9 Expert validation workshop

A validation workshop took place on Commission premises on January 15, 2019. The
aim was to validate the draft report on the “ex-post evaluation of Macro-Financial
Assistance operation to the Kyrgyz Republic over the period 2013-2016.” The study
findings were discussed with a view to validating information, data and evidence on
each evaluation criterion, i.e. relevance, effectiveness, efficiency, EU-added value, and
coherence. In addition, potential recommendations as regards the design and
implementation of future MFA operations were discussed.
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5.3 Discussion of validity and reliability of the findings

In our judgement, the overall reliability and validity of the evaluation is strong. There
are multiple lines of evidence and inquiry contributing to answering each evaluation
question, mitigating the limitations associated with individual research activities.
Moreover, a series of measures were undertaken by the study team to ensure the
reliability and validity of the overall findings of this evaluation as indicated in the table

below.

Table 6. Overview of
findings

Criteria for judging

the main elements underpinning reliability and validity of

Measures undertaken for improving quality Judgement

gqualit

Credibility (internal

validity) - the extent to
which the findings are
plausible, believable and
trustworthy; and thus
can be defended when
challenged.

Triangulation - combining and cross-checking Strong
theory and evidence generated by multiple
perspectives, theories, methods, and data sources

Respondent validation- sharing interview write-ups
with interviewees to ensure accuracy and
completeness

Hypothesis exploration: multiple hypotheses were
tested to identify the best, most probable
explanation

Transferability (external
validity) - the degree to
which findings can be
transferred to other
contexts by the readers.
This means that the
results are generalizable
and can be applied to
other similar settings,
populations, situations
and so forth

Detailed description of the context of the MFA Medium
operation and methodology to assist the reader in

being able to generalise the findings and apply

them appropriately

Reliability
(dependability) - the
consistency with which
the results could be
repeated and result in
similar finding

Triangulation- evidence compiled from different Strong
sources was corroborated and cross-validated

Thorough record keeping, ensuring a clear decision
trail and transparency in data interpretation

Information synthesis: going beyond simply
collecting, listing and describing distinct data
elements in the interpretive process

Confirmability

(objectivity) = the
degree to which the
results could be
confirmed or

corroborated by others

Stance analysis: taking account key informants’ Strong
and stakeholders’ backgrounds to assess how their
perspective might have biased the information they
provided

Acknowledging biases in sampling and critical
reflection of methods, ensuring sufficient depth and
relevance of data collection and analysis

Explanation critique - the interpretive chain of
reasoning and inferences drawn have been subject
to ‘peer’ review and critical challenge by
stakeholders
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6 Implementation state of play

This section presents the evolution of the economy since the completion of the MFA
operation up to the current time.

6.1 Evolution from Q2 2016

Growth performance in 2016 - 2017 was typical for Kyrgyzstan with growth rates close
to the GDP long-term average (2000 - 2015) value about 4.5 per cent. This was
supported by some recovery in the neighbouring economies (especially Russia and
Kazakhstan) and increase in remittances sent by the Kyrgyz migrants from these
countries. The debt and fiscal situations have somewhat improved, and inflation
remains below 5 per cent per annum (see details in sub-section 6.1.1).

By assessment of the IMF, “The authorities are committed to prudent macroeconomic
policies and implementation of structural reforms and see them as essential to
promoting higher and more inclusive growth and to increase economic resiliency.
Monetary policy remains appropriately focused on maintaining price stability.”*® Still,
fiscal consolidation remains an issue on the government’s economic policy agenda.
Structural reforms (e.g. in the area of public finance management), improvement of
the business environment and investment climate also require more of government'’s
attention. The WB makes major emphasis on the lack of reforms in the ailing energy
sector of the Kyrgyz economy.*® The structural reform indices did not demonstrate
much improvement during these years. For example, the ranking of Kyrgyzstan in the
WB’s Doing Business index fell from 67 in DB2016 to 77 in DB2017; the Open Budget
Index has barely changed between 2015 (54/100) and 2017 (55/100).

The economic performance in 2018, however, is well below the country’s average; the
GDP growth rate for January - September was just 1.2 per cent, substantially lower
when compared to last year’'s performance. The 2018 economic growth rate is
forecast, by the Kyrgyz Ministry of Economy, IMF, Eurasian Development Bank (EDB)
and other organisations, to be around 2-3 per cent. The medium-term growth
prospects are shaped by downside risks (i.e. very slow recovery of the Russian
economy, difficulties with attraction of foreign direct investments etc.). The official
Medium-Term Forecast of the Social and Economic Development of the Kyrgyz
Republic for 2019 - 2021 operates with annual growth rates for these years of 4.0-4.1
per annum. The IMF (World Economic Outlook, October 2018) predicts the growth rate
of 4.5 per cent in 2019, but only 2.4 per cent in 2023. The latter value may be related
to the gradual closure of Kumtor gold mine (because of the deposit depletion)
expected to start in 2022-2023.

6.2 Policy implementation

The following section provides a brief snapshot on EU assistance as well as key
programmes deployed by other donors following the MFA operation.

6.2.1 Continued support from the EU and other European institutions

The EU operates in the Kyrgyz Republic on the basis of the Partnership and
Cooperation Agreement which has been in force since 1999 (see Section 9). At the
end of 2017, the EU and the Kyrgyz Republic launched negotiations on another
comprehensive bilateral agreement. Kyrgyzstan is one of the countries of Central Asia
where the EU implements its “European Union and Central Asia: Strategy for a New
Partnership.” This strategy has been in force since 2007; a major revision is scheduled
for 2019.

8 IMF (2018).
49 WB (2017) Kyrgyz Republic Economic Update No. 5. Spring 2017.
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In this framework, the EU provides a substantial aid to the Kyrgyz Republic. For the
timeframe 2014 - 2020, the EU will have allocated EUR 174 million of bilateral aid to
the Kyrgyz Republic in grants. In 2016 - 2017, the EU implemented three budget
support programmes in the country in the following areas: 1) rule of law (EUR 13.5
million), 2) education (EUR 70 million), and 3) integrated rural development/social
protection and public finance management (EUR 30 million). These programmes
provide resources for implementation of the reforms which are critical for development
of the relevant sectors and the country’s general governance system. The EU also
provides very substantial technical assistance in such areas as democratisation
through electoral reform, public finance management, education, rule of law, nutrition,
tourism, border management and environment.

In 2016, the EU provided the Kyrgyz Republic with the GSP+ status. The GSP+
scheme offers Kyrgyzstan zero customs duties on over 6,200 EU tariff lines. In
exchange, Kyrgyzstan has committed to the effective implementation of 27 core
international conventions on human and labour rights, environmental protection and
good governance.

EBRD has cumulative investments of EUR 704 million in the Kyrgyz Republic; its
current portfolio includes 62 projects worth EUR 182 million. In 2016 and 2017, the
Bank implemented 24 and 15 projects, respectively, with investments for these two
years amounting to some EUR 140 million. These projects concentrate in energy,
transport, urban development and other public infrastructure. European Investment
Bank also has some presence in Kyrgyzstan with urban waste management project.

6.2.2 Assistance from other donors
6.2.2.1 Possibility of a new IMF programme

In 2016 - 2018 Kyrgyzstan continued implementation of the IMF programme. The
fourth and fifth reviews Under the Extended Credit Facility Arrangement for the Kyrgyz
Republic had been completed with some delay in December 2017 and published only
in February 2018. These reviews assessed the programme performance as “mixed”
and several quantitative performance criteria and structural benchmarks were missed.
The sixth final review has never been completed, so the Kyrgyz Republic lost SDR 9.5
million (USD 13.5 million) in budget support from IMF. The programme expired in
April 2018.

In September - October 2018, the IMF mission visited the Kyrgyz Republic and started
negotiations on the possibility of having a new programme. The IMF was cautious
about the prospect of the new programme, the fact reflected in a significant number of
prior actions that would be included in it, should both parties agree.

The IMF conducted Article IV consultations with the Government in October 2017.
However, as of October 2018, the report had not yet been published. It is pending
approval from the government. A press release form the IMF mentioned that its
Executive Board provided a number of recommendations aiming at strengthening
monetary and fiscal policies in Kyrgyzstan. Among other things, the Board “urged the
NBKR to refrain from assuming equity positions in lending or investment entities.”*°
Yet, in October 2018, the NBKR has purchased some 70 per cent of shared of the
ailing Rosinbank becoming the majority shareholder of the bank. The NBKR declared
an intention to re-capitalise the bank thus significantly deviating from the IMF’s
recommendations.

6.2.2.2 Other multilateral and bilateral donors

There is a humber of multilateral and bilateral donors providing budget support in the
form of both programmatic / investment loans and grants. Some notable contributors

% IMF (2018).
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are the Russian Federation, the WB, and the ADB. The WB and ADB programmes aim
at the implementation of different structural reforms in the Kyrgyz economy, while the
Russian budget support is provided with no policy conditionality attached.

The main source of investment loans remains the People’s Republic of China, which
provides loans through Eximbank of China. The WB, ADB, EBD, Islamic Development
Bank (IDB), European Bank of Reconstruction and Development and some other
donors also tend to focus their financing on specific projects, such as road, energy and
other infrastructure investments consolidated under the Public Investment Programme
(PIP), a specialised facility within the republican budget of Kyrgyzstan. The amount of
external support received in 2016 - 2017 has been somewhat higher than what was
available for the government before 2016 (Table 7).

Table 7. Budget support received by the government of the Kyrgyz Republic

Type of 2015 2016 2017
donor/

Billion Million Billion Million % Billion Million %

budget KGS USD KGS  USD KGS  USD

support

Grants and

30.3 469 7.0 34.9 499 7.6 37.4 543 7.6
loans - total
GRS = g g 144 22 9.9 141 2.2 13.4 194 2.7
total
General
budget 7.1 110 1.7 6.5 93 1.4 7.8 113 1.6
support
PIP 2.2 34 0.5 3.4 49 0.7 5.6 81 1.1
Bilateral 3.9 60 0.9 2.6 38 0.6 5.0 72 1.0
Multilateral 5.4 84 1.3 7.3 104 1.6 8.4 122 1.7
OEE Zong  mas 49 250 358 55 241 349 4.9
total
General
budget 3.8 58 0.9 4.2 61 0.9 1.9 27 0.4
support
PIP 17.2 266 4.0 20.8 297 4.5 22.2 322 4.5
Bilateral 13.4 208 3.1 17.2 246 3.8 16.8 244 3.4
Multilateral 7.5 117 1.7 7.8 112 1.7 7.3 105 1.5

Sources: MoF, NSC, NBKR
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7 Relevance of the MFA

Question 1: To what extent was the MFA operation design (including adequateness of financing
envelope, focus of conditionality) appropriate in relation to the outputs to be produced and
objectives to be achieved?

The answer to this question was based on a consideration of the following issues (i) adequacy of
the size of the financial assistance relative to the Kyrgyz Republic’s financing needs, (ii)
appropriateness of the form of financial assistance, (iii) timing of the operation and (iv) design
and focus of conditionality given the country’s reform needs, domestic capacity and ownership,
the activities of other donors and the inherent characteristics of the MFA instrument itself.

7.1 Size and timing of the operation
7.1.1 Kyrgyzstan’s external financing needs

By 2010, Kyrgyzstan’'s external position had considerably worsened. This period of
sluggish growth and macroeconomic decline left the country with pressing external
and fiscal financing needs>.

The IMF estimated a balance of payments financing gap of USD 271 million and USD
149 million for 2011 and 2012 respectively®?. After deducting net financing from the
IMF and disbursements of budgetary support operations from the WB, this implied a
residual external financing gap of about USD 330 million for the two years, to be
covered by other donors. As indicated in Table 8 below, donor financing was expected
to come from the ADB, the EURASEC Anti-Crisis Fund, other bilateral donors, and the
EU. EU support comprised disbursements under the EU sectoral budget support
programmes which amounted to a total of USD 33.5 million for the 2011 - 12 period.

Table 8. Kyrgyzstan’s gross external financing requirements, 2011 - 12 and 2015 -
16 (in USD million)

Financing requirements 2011 2012 2015 2016

Estimated financing gap 271.0 149.0 171.5 76.8

IMF ECF disbursement 29.8 29.7 28.9 28.9

WB 30.0 n/a 40.9 34.5

EURASEC anti-crisis fund 106.7 n/a n/a n/a

ADB 50.6 n/a n/a n/a

Other grants n/a n/a 70.0 0.0

EU 16.4 17.1 n/a n/a

EU MFA - in USD million 20.5 20.5 16.498* 16.776%

— —

Originally Based on actual
planned disbursements

EU MFA - as a share of the 8% 14% 10% 22%

financing gap

Sources: EC (2011) 'Ex-ante evaluation.’; IMF (2015) 'IMF Country Report No. 15/113

o European Commission (2012) ‘Report from the Commission to the Council and the European Parliament on
the implementation of macro-financial assistance to third countries in 2011’

52 European Commission (2012) ‘Report from the Commission to the Council and the European Parliament on
the implementation of macro-financial assistance to third countries in 2011’
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[*]: Exchange rate conversion using InforEuro (with the rate in the month of actual
disbursement)

7.1.2 The size of the MFA operation

As per the ex-ante evaluation for this MFA (produced in December 2011), it was
envisaged that the MFA would be disbursed in 2011 and 2012. The MFA would have
represented 10 per cent of the financing gap (or 12.4 per cent of the residual
financing gap i.e. the estimated financing gap factoring in IMF and WB support), or
approximately 0.3 per cent of GDP in 2011 and 2012 respectively, if it had been
disbursed in these years.

Yet, as a result of prolonged (procedural) delays (see sub-section 5.3.3), the MFA
disbursements took place in 2015 (EUR 15 million) and 2016 (EUR 15 million). MFA
disbursements corresponded to around 0.3 per cent of the GDP each year and
represented approximately 10 per cent of the annual public expenditures on ‘public
health’ over the same period®®. In absolute terms, the EU MFA was substantially less
than the IMF financing provided over the same period of time (which amounted to EUR
23 million in 2015 and EUR 23 million in 2016). Nonetheless, it was of a similar order
of magnitude as the budget support provided by the WB and ADB (see Figure 9).
Assistance from Russia accounted for the largest share of budget support every year.
The extent of budget support provided via three EU Sector Reform Contracts (SRCs)>*
(see Section 9) was relatively more sizable in 2016.

Figure 9. Share of selected budget support programmes in Kyrgyzstan (2015 (left)
and 2016 (right)
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Overall, the MFA accounted for 14 per cent and 12 per cent of the total assistance
package (budget support financing exclusively) provided by the multilateral and
bilateral donors in 2015 and 2016 respectively. If one considers the total value of EU
budget support provided to Kyrgyzstan in both years (i.e. combined MFA and SRC
support), the EU MFA stood at 17 and 27 per cent of the total budget support package
respectively.

7.1.3 Timing of the operation

In general, the interviews with key stakeholders (including the Ministry of
Finance and the Presidential administration), and a basic comparison of the key

53 Assuming the foreign exchange of som/EUR of 0.013 (as of 31%' December 2015). The annual government
expenditure on ‘public health’ stood at 12,729 million som and 13,337 million som in 2015 and 2016
respectively.

> Three programmes covered electoral, education and social protection areas
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macro-economic indicators from the two periods (i.e. deficit figures and the average
output growth for 2011-12 versus 2015 - 16 period) suggest that the EU MFA was
somehow less vital during the latter period. The socio-economic and political situations
were still fragile over the period 2011-12 (as the country was only recovering from the
crisis in 2010), while the public deficit was hovering around 5-6 percent leaving very
limited fiscal headroom for the government. Given the delay of the MFA, the Ministry
of Finance did not include the revenue from the MFA into the draft public budgets in
2015 (though having done so in previous years, i.e. 2011, 2012 and 2013). This can
serve as an indication of reduced expectations and somehow a lower weight that the
government attached to the MFA funding once the time passed.

Nonetheless the MFA was still relevant (although less critical) when the actual
disbursements took place in 2015-16. The exogenous shock from Russia (induced by a
dramatic fall in oil prices and to some extent its aggression on Ukraine) led to a
significant depreciation of the Kyrgyz Som between early 2015 and mid-2016°. In
parallel, the country’s fiscal position began to deteriorate which eventually allowed for
the MFA disbursements to coincide with important debt repayment obligations (as
depicted in Figure 10 below). Furthermore, the period in the run-up to the
parliamentary elections (in November 2015) made an extra unassigned source of
funding (i.e. the MFA, in the form of foreign currency grant/concessional loan) very
attractive to the Kyrgyz government who, at the time, was in the process of
introducing new voting technologies (based on biometric voter identification and
automated counting of ballots). In light of these electoral reforms, significant funding
was needed and arduously solicited by the Kyrgyz government from the international
donor community. In this context, the disbursement of the MFA could be interpreted,
at the political level, as indirect EU support to the organisation of democratic
parliamentary elections in Kyrgyzstan. Thus, despite a marked delay of the operation,
the time of the disbursements remained relevant even if by sheer coincidence.

Figure 10. MFA and other budget support type assistance provided to Kyrgyzstan in
2015/16 versus debt repayment obligations, in EUR million
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Source: IMF, WB, ADB, EU Delegation in Bishkek, MoF data on repayment obligations
and Russian assistance.

% The som lost 16 per cent of its value against the USD between 1% January 2015 and 1% April 2016. The
exchange rate of som has been typically highly correlated with Russian ruble
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Note: for budget support from Russia the chart includes KGS2,232.1 million (around
USD 30 million) of Russian grant provided via the published Cash Plan for the MoF in
October 2016. Similar document for 2015 was not published, but Deputy Minister of
Finance informed that Russia would provide USD 30 million grant to Kyrgyzstan
(interview from 22 Oct 2015).

* Exchange rate USD into EUR as of the last day of the month based on the OFX.com
available at: https://www.ofx.com/en-gb/forex-news/historical-exchange-
rates/yearly-average-rates/

Conclusions

The MFA operation in Kyrgyzstan, though smaller than the extent of financing offered by the
IMF, was judged a satisfactory amount. The small-scale nature of the EU MFA was explained
by the fact that it was provided to Kyrgyzstan on an exceptional basis and was only intended
to supplement the assistance offered by the IMF (in the context of the ECF arrangement) and
support from other international and bilateral donors, such as the WB and ADB.

Nonetheless, in spite of its small-scale nature and the delay associated with its disbursement,
the MFA operation in Kyrgyzstan was still viewed as relevant, offering the Kyrgyz government
more fiscal room to manoeuvre and contain the mounting economic difficulties the country
was facing when the Russian economic crisis began unfolding.

7.2 Form of the financial assistance
Grant versus loan

The EU MFA should, by default, take the form of loans®®. Grant-only arrangements
may be considered, though this depends on the beneficiary country’s circumstances in
terms of its development and debt sustainability levels. The Commission’s ex-ante
evaluation recognised that Kyrgyzstan fell in the group of countries qualifying for grant
support®’:

* Kyrgyzstan’s per capita income was reported to be well below the WB's
threshold for qualifying for International Development Association (IDA)
support (1,175 USD per capita

e Its poverty ratios were high and increasing (with over 30 per cent of people
living below the general poverty line and over 50 per cent in the rural areas).

e All debt ratios exceeded the recommended thresholds (except for the debt
service ratio, reflecting the large share of concessional debt).

The Commission’s assessment was consistent with similar reviews from the WB, the
ADB and the IMF which concluded that Kyrgyzstan ought to be treated as a “fully
concessional assistance country.” The European Parliament and the Council of the
European Union considered the possibility of offering the Kyrgyz Republic a full grant,
but the general preference was for a “50-50 split between [..] grant and loan
components.””® This was justified considering that other forms of support, notably in
grant form, have been in place in Kyrgyzstan for some time, comprising mainly
humanitarian and development assistance®. The MFA grant component accounted for

* European Commission (2011) ‘Report from the Commission to the Council and the European Parliament on
the implementation of macro-financial assistance to third countries in 2010.’

57 European Commission (2011) ‘Ex-ante evaluation statement on EU macro-financial assistance to the
Kyrgyz Republic.’

%8 European Commission (2011) ‘Ex-ante evaluation statement on EU macro-financial assistance to the
Kyrgyz Republic.’

%9 Interviews with EU officials (EU and Kyrgyzstan-based).
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10 per cent and 6 per cent of the overall grant assistance provided to the country in
2015 and 2016 respectively®°.

The loan itself was provided on concessional terms and this highly concessional form
of the MFA has been seen by Kyrgyz authorities as exceptionally attractive®!. The
grant component was also well-received, which is not surprising given that grants are
generally non-repayable and bear no risk to the recipient.

Un-earmarked character of the MFA

The MFA differs fundamentally from conventional project financing - it provides the
recipient with flexibility to use the loans / grants for whatever purpose as deemed
appropriate. This feature of the MFA has been highlighted by the Kyrgyz government
officials as another important and attractive characteristic of the financing (often not
exhibited by other forms of external aid offered)®2. For instance, while China approved
over EUR 1 billion loans in 2015 and 2016, those were assigned to specific investment
projects®® (of which many were delivered by Chinese subcontractors paid directly by
the Chinese creditor/lender) which thus did not leave the government with much
discretion over the spending of those resources. Akin to the EU MFA, budget support
provided by Russia is not formally earmarked, though it has not been uncommon for
the Kyrgyz government to formally / officially state how the budget support received
would be spent (e.g. housing for military personnel).

However, given the un-earmarked character of the MFA operation, it is not possible to
establish the exact destination of the financing provided®.

Conclusions

On the basis of Kyrgyzstan’s per capita income levels, poverty, and debt ratios at the time of
the MFA negotiations, grant support was first considered. There was nonetheless some degree
of discord among Member States, the Council of the European Union and the European
Parliament as to the form of assistance and, eventually, a compromise was reached. The MFA
operation would comprise a mix of grants and loans. This was deemed appropriate in the
context of the overall package of EU support (which comprised a significant grant component
funded by other EU instruments).

7.3 Design and focus of conditionality

MFA is designed to meet the recipient country’s external and/ or budgetary financing
needs and to promote structural reforms. It is therefore based on strict economic
policy conditions®. Various aspects of the design of the MFA instrument need to be
considered in order to establish whether the operation (and associated conditions)
were relevant, given the political, social, economic and institutional context of
Kyrgyzstan. These are discussed in subsequent sub-sections.

% The total grant assistance provided to Kyrgyzstan accounted 2.2 per cent of GDP in 2015 and 2016
respectively. Based on the data from the Ministry of Finance and the IMF.

®! Interviews with key Kyrgyz authorities.
%2 Interviews with key Kyrgyz authorities.

%8 For instance, North-South road (USD 297.7 min), Energy transmission line Datka-Kemin (USD 389.8 min)
and Reconstruction of the Heat and Power Plant in Bishkek (USD 386 mIn) as part of Public Investment
Programme.

® |n terms of the mechanics of the transfer of the MFA financing, the monies were initially disbursed to the
forex account of the Ministry of Finance at the National Bank of Kyrgyz Republic. From then on, the financing
can be used to boost the foreign reserves and/or finance the government expenditure. It is not possible to
trace the final allocation of the MFA funding.

85 European Parliament (2017) ‘Macro-financial assistance.’
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7.3.1 The extent to which the operation addressed priority areas for reform

The nature/focus of the policy reforms (upon which the disbursement of the MFA is
conditional) is typically informed by a country-specific needs assessment.
Traditionally, at EU-level, such assessments comprise: (1) an ex-ante evaluation;
and/or (2) an Operational Assessment. The latter generally focuses on the beneficiary
countries’ PFM systems, specifically the procedures and the organisation of the
ministries of finance and central banks, as well as the management of accounts
receiving EU funds®®.

The Commission’s 2011 ex-ante evaluation for Kyrgyzstan listed, inter alia, the
country’s structural reform needs, which spanned the following areas: (1) public
finance management (PFM); (2) banking; (3) trade; and (4) poverty alleviation. The
need for PFM reform, notably in the areas of PFM systems and budget transparency,
was also highlighted in the Commission’s 2012 Operational Assessment®’. Ultimately,
the MFA operation was accompanied by conditions/reforms in the aforementioned
policy areas, except for poverty alleviation. Additional reforms were instead targeted
at enhancing the business/investment environment. The specific conditions that were
part of the MFA package to Kyrgyzstan are detailed in Annex 10.

In general, the reform areas targeted by the MFA were deemed appropriate®®. These
represented areas of vulnerabilities for Kyrgyzstan and were at the forefront of the
reform package driven by the Kyrgyz government and the international donor
community. The relevance of each targeted reform area is discussed below.

Relevance of reform areas targeted by the MFA operation
Public finance management

The country’s PFM system had scored poorly in the 2009 PEFA®. Consequently, PFM
became a priority area for action for the Kyrgyz government. Strategic steers in the
PFM area were detailed in the government’'s Medium Term Development Programme
2012 - 14, while a new PFM Reform Action Plan was approved in 20127°.

Testament to the Kyrgyz government’s reform priorities in the PFM area were various
concrete measures having been (or expected to be) implemented, including the
establishment of a basic legal framework for the introduction of a Single Treasury
Account and the enactment of a new public procurement law and an anti-money
laundering law (in line with the 2012 Financial Action Task Force (FATF) standard).
The new law aimed "“to remove Iloopholes in public procurement, decrease
opportu7r11ities for corruption, and increase the value for money obtained from public
funds.”

However, in spite of these efforts, the 2012 Operational Assessment concluded that
“few improvements” had been made. It noted that delays in implementing reform
were particularly common and that PFM reforms had yet to materialise. Specifically,
the system of external audit was recognised as an important weakness and longer-
term support in capacity-building was thus recommended. Technical advice and

66 European Commission (2011) ‘Report from the Commission to the Council and the European Parliament on
the implementation of macro-financial assistance to third countries in 2011’

67 European Commission (2012) ‘Operational Assessment of the financial circuits and procedures in the
Kyrgyz Republic.’

% Evidence gathered from desk review and stakeholder interviews (with EU and Kyrgyz stakeholders).

69 European Commission (2012) ‘Operational Assessment of the financial circuits and procedures in the
Kyrgyz Republic.’

o European Commission (2011) ‘Ex-ante evaluation statement on EU macro-financial assistance to the
Kyrgyz Republic.’

& European Commission (Date unknown) ‘Macro-financial assistance to the Kyrgyz Republic: Disbursement
of the second tranche’
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support were already being provided by various development partners, notably
through the PFM Multi-Donor Trust Fund (MDTF). Specifically, the MDTF focused on:
(1) enhancement of the budget process; (2) improvement of the Medium Term Budget
Framework (MTBF); (3) internal audit and control; and (4) capacity-building in PFM.
Reforms in other PFM-related areas, notably public procurement, accounting standards
and public external audit were not covered by the MDTF, but benefited from separate
donor technical assistance projects, such as the WB Governance Technical Assistance
Credit (GTAQ).

Given the pressing need to drive and sustain reform in this area, the MFA
conditionality in the PFM area was justified.

Banking

Kyrgyzstan’s banking system was severely affected by the 2008-9 financial crisis. As
noted by the Commission, “a weakly-regulated banking sector, in particular with
respect to flaws in early intervention, bank resolution, and external pressure on the
central bank, was a major channel of the negative economic impact of the crisis [...] as
it suffered from diminished depositor confidence and the economic effects from the
ethnic violence events in the south of the country.””?

In light of these severe deficiencies, the Kyrgyz government embarked on a series of
banking sector reforms, which comprised inter alia the amendment of several banking
regulations and the enactment of a Banking Code. The latter aimed to bring the
Kyrgyz bank resolution framework in line with international standards, including the
Basel Core Principles, and strengthen the independence of the central bank. It also
sought “to limit the scope of judicial review of decisions taken by the central bank with
respect to license revocation and bank resolution, enhance legal protection for the
central bank's staff, establish the central bank as the sole authority to hold and
manage official foreign reserves,” and “strengthen the internal oversight of the central
bank.””®> Other major government initiatives, such as the Sustainable Development
Programme (part of the wider National Sustainable Development Strategy for 2013 -
2017) focused on strengthening the financial system.

Various development partners have been supporting banking reforms in Kyrgyzstan.
The IMF’s 2011 ECF arrangements with Kyrgyzstan comprised various structural
reform conditionalities, in part focused on strengthening the financial sector
(including, by endowing the central bank with adequate powers to resolve banking
problems). In that context, IMF assistance was sought in preparing the Banking Code.
This translated in “intensive technical assistance and the posting of a resident legal
advisor for 18 months in Bishkek.”’* Similarly, the WB'’s Financial Sector Development
Project (2012 - 2020) for the Kyrgyz Republic seeks to enhance financial sector
stability and increase access to financial services. Specifically, the project was
designed inter alia “to improve the legal, regulatory, and supervisory framework for
the banking sector and to increase the NBKR’s capacity to monitor and address
vulnerabilities.”””

The MFA conditionality (pertaining to the submission of a new Banking Code to
Parliament) was aimed at backing ongoing reforms in the banking sector. The draft
Banking Code was submitted by the Kyrgyz government to Parliament in September
2013. However, its adoption was much delayed, given “the innovations it introduced,

& European Commission (Date unknown) ‘Macro-financial assistance to the Kyrgyz Republic: Disbursement
of the second tranche.’

& European Commission (Date unknown) ‘Macro-financial assistance to the Kyrgyz Republic: Disbursement
of the second tranche.’

" European Commission (Date unknown) ‘Macro-financial assistance to the Kyrgyz Republic: Disbursement
of the second tranche.’

® World Bank (2012) ‘KG Financial Sector Development Project.’
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the complexity of issues,” and “the need to translate the code to the Kyrgyz
language.”’® The Economic and Budgetary Committee of the Parliament eventually
adopted the draft Banking Code (on 15 June 2015). It was, however, reduced to a
standard law, the approval of which was expected in March/April 2016. The passage of
the law has been lingering in Parliament since then. The 2017 IMF country report for
Kyrgyzstan indicates that various amendments to the law were sought by Parliament.
These were submitted by the Kyrgyz authorities concerned but rejected by the
Ministry of Justice on constitutionality grounds’’. The authorities committed to
resubmitting to Parliament the necessary amendments, requesting their approval and
adoption in 2018.

The delays encountered with regards to the enactment of the new Banking Law have
raised questions (from stakeholders consulted during the study) as to the extent of
the role played by the EU MFA. For some, the MFA conditionality could have been
“more ambitious,” hence allowing actions / policies from development partners, such
as the IMF, to bear fruit more quickly. The rationale for more ambitious conditionality
appears justified, though it should be noted that the MFA conditionality was developed
in close collaboration with development partners, notably the IMF, and focused on
aspects of the reform process deemed necessary. The extent of resistance met with
local authorities could potentially not have been foreseen, given the government’s own
commitment to reforming the banking sector (notably by enacting a new Banking
Code) after the 2008 - 09 financial crisis.

Trade

The Kyrgyz Republic became a member of the World Trade Organisation (WTO) in
1998. Since then, the Kyrgyz government has been supporting measures in trade
policy and trade facilitation sectors to increase trade and transport flow. In recent
years, the Kyrgyz Republic also started preparations to join the trilateral customs
union (CU) of Belarus, Kazakhstan, and Russia (which later became known as the
Eurasian Customs Union (EACU)), which is expected to further open export markets as
well as improve the economy’s competitiveness and investment environment.

The second review of the trade policies and practices of the Kyrgyz Republic at the
WTO took place on 19-21 November 2013. The review was based on a report by the
WTO Secretariat and a report by the Government of the Kyrgyz Republic. While noting
the extent of the progress made in matters pertaining to foreign trade, the WTO
members pointed to a number of areas where further improvements could be made,
including: tariff rates and non-tariff measures; transparency and notification
obligations; investment strategy; and regulatory matters (e.g. intellectual property
and government procurement). Reassurances were also asked by WTO members with
regards to Kyrgyzstan’s accession to the EACU, specifically in relation to the extent to
which WTO processes will be maintained / followed.

Through the MFA condition on trade, the EU stressed the importance of WTO
membership and encouraged the Kyrgyz Republic to constructively interact with the
WTO Secretariat. The opening and closing statements made by the Kyrgyz Republic at
the WTO review session on 19 and 21 November 2013 confirmed that most of the
recommendations received on the WTO report were being fulfilled. Specific actions
included the adjustment of import tariffs to address the identified breaches of bound
tariff rates. In the same vein, the Kyrgyz government confirmed its intention to
consult and negotiate with the WTO members once its accession to EACU was
confirmed.

’® IMF (2016) ‘IMF Country Report No. 16/186.’
" IMF (2018) ‘IMF Country Report No. 18/53’
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Given the need to sustain reform in this area, the MFA conditionality in this area was
justified.

Business/investment

Kyrgyz authorities have, for long, attached a high priority to fostering a business
environment that is conducive to investment and private-sector growth. To this end,
much focus has been placed on achieving a stable and predictable investment climate
through a number of reform actions, e.g. proper contract enforcement, strengthened
property rights, reduced red tape, etc.

Various development partners have been assisting the Kyrgyz authorities in pursuing
these reforms. The IMF, in its 2012 - 14 Medium Term Development Strategy (MTDS),
indicated that support to Kyrgyzstan would, in part, be “oriented towards the recovery
and strengthening of good investment climate in the country, state regulation free
form bureaucratisation and provision of economic freedom to the economic entities.”
The EBRD, on the other hand, reiterated its support to the Council for Business
Development and Investment (the then Investment Council), notably in addressing
the main barriers to doing business in Kyrgyzstan.

The WB’s 2013 Doing Business Report indicated that the Kyrgyz Republic was among
the top ten countries that had improved their rankings substantially since 2005.
Nonetheless, it was recommended that the authorities do more to improve the
institutional and regulatory environment by improving conditions to starting a
business, streamlining the licensing process (and inspection regimes), and protecting
investors.

The MFA condition (pertaining to the investment and business environment) was put
forward in view of helping the Kyrgyz authorities address several persistent
weaknesses associated with the business environment, notably red tape. It was
therefore relevant and justified.

7.3.2 The extent to which the design and focus of the MFA operation in
Kyrgyzstan was in line with general/wider objectives of the EU’'s MFA
operations

An overarching objective of the EU MFA is “to restore a sustainable external financial
situation, while encouraging economic adjustments and structural reforms.””® Various
pre-MFA/early-stage consultation documents and formal EU communication, including
the Commission’s 2011 ex-ante evaluation of MFA to the Kyrgyz Republic, included
similar references and stressed the need for the operation “to focus on structural
measures most relevant for ensuring macroeconomic stability.””® This underlying
objective/purpose of the Kyrgyz MFA operation (which stems from wider EU MFA
objectives) provided a framework for the design and focus of the MFA conditionalities
(see sub-section 2.3 (intervention logic)).

7.3.3 Relevance of specific MFA conditionalities

As regards the relevance of specific conditionalities, various stakeholders consulted
during this study expressed the view that the MFA conditions were generally “less
ambitious” when compared to the conditions attached to other donors’ support (e.g.
the IMF). This is, however, not a valid criticism given that the MFA instrument
constitutes emergency financial assistance that seeks to address economic
vulnerabilities in periods of crisis. Conditions are therefore purposely designed so as to
enable prompt disbursement of financial assistance with the aim of addressing the
immediate economic crisis while, at the same time, supporting a longer-term reform

8 European Commission (Date unknown) ‘Macro-Financial Assistance (MFA) to non-EU partner countries.’

& European Commission (2011) ‘Ex-ante evaluation statement on EU macro-financial assistance to the
Kyrgyz Republic.’
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programme. Moreover, the relatively small size of MFA (as compared to IMF
programmes) also implies that MFA conditions have to be proportional and cannot be
as far reaching as the IMF reforms.

Additionally, the MFA was considered an “extra political gesture” to Kyrgyzstan by the
EU®. As part of an official visit to Brussels in 2013, several discussions took place
between the Kyrgyz President, his delegation and key EU officials®'. During these
meetings, the EU displayed widespread support for Kyrgyzstan'’s efforts to carrying out
democratic reforms. The President of the European Parliament, Martin Schulz, called
Kyrgyzstan "“a strategically important partner in the region” and reiterated his
institution’s support for strengthening the country’s parliamentarian democracy. In the
same vein, the European Commission’s former President, Jose Manuel Barroso,
praised Kyrgyzstan’s efforts to consolidate its democracy and assured the
Commission’s full support for the Kyrgyz government’s commitment to set on a new
political course, focused on the promotion of social and political stability and security
as a foundation for economic and social recovery. To aid this process, the EU
confirmed the provision of MFA to Kyrgyzstan. A separate agreement was also signed
between the EU and Kyrgyzstan’s Ministry of Justice. The agreement pledged the
allocation of some EUR 13 million for the implementation of further needed reforms in
the areas of democracy and rule of law®%. The fact that the operation bore greater
political significance could explain the relatively more ‘relaxed’ nature of the conditions
agreed as part of the MFA support package offered to Kyrgyzstan.

Finally, the MFA conditions were developed in close collaboration with various donors,
notably the IMF, to ensure they complemented ongoing reforms in similar target
reform areas. Coordinated actions would have reinforced the reform steer (driven by
the donor community) and helped strengthen the government's reform commitment.
This could in turn explain strong reform ownership and drive among local authorities.

Overall, on the basis of the above assessment, the specific conditions attached to the
MFA can be deemed appropriate. Reform implementation in each target area is further
discussed below.

PFM reforms - Condition 1

Resolution No. 96-r on organisational measures to prepare the Medium-Term Budget
Framework and draft republican budget for 2015 - 2017 was adopted on March 19,
2014. The Resolution, as foreseen in Condition 1, set out “organisational measures for
preparation of the draft republican budget of the Kyrgyz Republic for 2015 - 2017"” and
required “ensuring consistent budget ceilings in those documents.” The corresponding
decision for the period of 2016 - 2018 was in turn adopted in spring 2015.

This condition was met prior to the signature of the (MFA) MoU in October 2014.
PFM reforms - Condition 2

In 2014, the Public Expenditure and Financial Accountability (PEFA) assessment was
performed, and a final presentation of the report was made in May 2015. The new
PEFA provided a comprehensive assessment of the public expenditure, procurement
and financial accountability systems of the Kyrgyz Republic. The report showed
considerable improvement, in particular of the PFM infrastructure since 2009, though

8 |nterviews with EU officials

8 Sources: The Central Asia-Caucasus Analyst. 2013. ‘Kyrgyzstan's President Visits Brussels.” Available at:
https://www.cacianalyst.org/publications/field-reports/item/12823-kyrgyzstans-president-visits-brussels.html;
The European Commission. 2010. ‘Joint Economic Assessment: Reconciliation, Recovery, and
Reconstruction — The Kyrgyz Republic.;’ 2010 High Level Donors Meeting; European Commission. 2010. Ref.
Ares(2010)883286 - 30/11/2010

8 See previous footnote
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indicated that some key elements to ensure the coherence of the structure were still
lacking.

This condition was met prior to the signature of the (MFA) MoU in October 2014.
PFM reforms - Condition 3

The Order 'On the Adoption of Normative Legal Acts and of Accounting and Reporting
Guidelines for Budget-funded Institutions' was issued by the Ministry of Finance on 30
December 2013. This comprised:

the adoption of the Accounting Policies of the Public Administration Sector;
the Regulation on Preparation of Reporting of the Public Administration Sector; and

the Regulation on Organisation of Accounting of the Public Administration Sector. They
will enter into effect at the date of introduction of a Single Treasury Account and of a
Single Account Plan.

This condition was met prior to the signature of the (MFA) MoU in October 2014.
PFM reforms - Condition 4

An Action Plan, foreseeing the implementation of seven measures to upgrade
Kyrgyzstan’s audit standards to INTOSAI standards, was adopted by the Chamber of
Accounts on June 8, 2015 (by the order Nr. 04-4/62). The Action Plan confirmed the
implementation of INTOSAI standards across various areas, notably:

¢ financial control;

e competence-building of the Chamber of Accounts staff;

* pilot projects for efficiency audit and development of a methodology for
efficiency audits;

* pilot projects for IT audit and development of a methodology for IT audits; and

* methodology for public procurement audits.

This condition was still being implemented at the time of the signature of the MoU and
ratification of the MFA operation. It was met by the time the first disbursement was
released.

Condition 5

The draft Banking Code, that was foreseen under this condition, was submitted by the
Government to the Parliament in September 2013. This marked full compliance with
the MFA condition. The Economic and Budgetary Committee of the Parliament adopted
the draft Banking Code on 15 June 2015, though in the form of a standard Law. The
approval of the Law by Parliament is still pending.

This condition was met prior to the signature of the (MFA) MoU in October 2014.
Condition 6

The second review of Kyrgyzstan’s trade policies and practices were held over the
period: 19-21 November 2013. The review was based on a report by the WTO
Secretariat and a report by the Government of the Kyrgyz Republic, which was
officially approved (by the Kyrgyz government) on October 23, 2013.

At the WTO review session, the Kyrgyz government indicated that most of the
recommendations received on the WTO report had been / were being fulfilled,
including by adjusting import tariffs to address the identified breaches of bound tariff
rates.

This condition was therefore met prior to the signature of the (MFA) MoU in October
2014.

Condition 7
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The law "On licensing and permitting system in the Kyrgyz Republic" entered into
force on October 19, 2013. A further revision of the Law, aimed at streamlining the
business licenses and permits system in the Kyrgyz Republic and limiting its number
to 91 activities, was proposed and sent for public consultations in the second half of
2015.

This condition was met prior to the signature of the (MFA) MoU in October 2014.
Overall conclusions

The scope and intended objective(s) of the MFA conditions were pertinent at the time
of the EU-Kyrgyz negotiations. The pace of implementation was swift, with six out of
the seven conditions having been met prior to the MoU being approved, signed and
ratified. There are several possible reasons for this, including: (1) the MFA having
been accounted for in national accounts (hence the need for timely implementation to
ensure that the MFA would be disbursed); and (2) a strong signal from the
international donor community (including the EU), as a result of coordinated actions,
as regards the need and rationale for the implementation of reforms in specific
sectors, thereby reinforcing reform commitment on the part of the Kyrgyz government
and relevant authorities.

7.3.4 The extent to which the MFA conditions/reforms were still relevant at
the time of disbursement

MFA operations typically require timely implementation of agreed reforms as the
disbursement of second and subsequent tranches is conditional upon satisfactory
completion of reforms. Specifically, as per Article 1(4) of Decision No 1025/2013/EU,
the reforms are expected to be implemented within a period of two and a half years
after the entry into force of the MoU. As far as the Kyrgyz MFA operation is concerned,
the associated conditions were negotiated on the assumption that they would have to
be met by June 2014, i.e. before the expiry of the 2011 IMF Extended Credit Facility
(ECF)®3. Sufficient time was therefore, accounted for reform implementation in the
early stages of the design and implementation process.

The MFA proposal was, eventually approved in October 2013 (after various procedural
delays - see sub-section 4.3.2), resulting in a short implementation window for the
Kyrgyz authorities. It however, appears that the announcement of the MFA operation
led (relevant) Kyrgyz authorities to commence implementation of policy conditionality
ahead of signature (and ensuing ratification) of the MoU. The MFA operation was
accounted for in national budgets (see sub-section 5.3). This encouraged the Kyrgyz
authorities to commence the implementation process swiftly, so as to avoid
unnecessary problems of national accounting as well as to prevent undue delays
further down the line. As such, had they commenced the implementation of reforms
only upon signature and ratification of the MoU, this would potentially have had a
knock-on effect on the timing of disbursements. Most of the conditions had therefore
been met by the time of the signature of the MoU (see sub-section 5.3.3.3), though at
a much quicker pace than what was initially envisaged.

Some stakeholders questioned the possibility for re-opening the negotiation of the
MoU to introduce a fresh set of conditions. In the context of the MFA, however, the re-
negotiation of reforms is not desirable. This would entail new rounds of consultation
with the Member State Committee as well as relevant stakeholders in the recipient
country and ultimately a new ratification of the MoU by the Kyrgyz Parliament. A new
Commission Decision would have to be issued and, for a second time, the MoU
pertaining to the MFA operation would have to be drafted, approved, signed and
ratified by Parliament (in the recipient country). This would have resulted in further
delays and hindered the design and implementation process. In the case of

8 Interviews with EU officials and international donors.
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Kyrgyzstan, specifically, further delays would have amplified the tensions that arose

between the Kyrgyz government and the EU (owing to persistent procedural delays

in

agreement and disbursement of the MFA on both the EU and Kyrgyz end). As such,
delays in disbursement were on a few occasions publicly criticised by President

Atambayev.

Conclusions

The reform areas targeted by the MFA operation in Kyrgyzstan were generally in line with the
priorities set by the Kyrgyz government as well as other donors / IFIs (as part of their
support programmes). These were also consistent with wider objectives associated with EU
MFA operations, notably to promote structural measures/reforms capable of driving and
maintaining macroeconomic stability. Overall, at a thematic level, all areas of conditionality
were relevant and well chosen.

As for specific conditions, these were also considered relevant at the time of the negotiations.
Most of the conditions were, however, met prior to the signature and ratification of the MoU
which led to discussions among stakeholders as regards: (1) the appropriateness of the
conditions by the time the MFA was formally approved and disbursed; and (2) the extent to
which the EU could have re-opened the negotiations and revised the specific MFA conditions.
This was, however, considered minimal and potentially harmful. Our judgement is that this
could have triggered further tensions between the EU and the Kyrgyz government. The delays
surrounding the agreement and disbursement of the EU MFA had adversely impacted the EU-
Kyrgyz relationship and, consequently, a re-negotiation of the conditions could have
worsened the already-aggravated diplomatic tension. In addition, a swift implementation of
MFA conditions is not uncommon. As such, the MFA support package is generally accounted
for in the recipient country’s national accounts. In the case of Kyrgyzstan, one could argue
that this would have incentivised the timely implementation of reforms by the authorities so
as to minimise the risk of delays at the time of disbursement and resulting problems of
accounting if the MFA had not materialised as it was originally planned.

February 2019

43



Ex-post evaluation of Macro-Financial Assistance operation to the Kyrgyz Republic over
the period 2013 - 2016

8 Effectiveness of the MFA

Question 2: To what extent have the objectives of the MFA operation been achieved?

The objectives of MFA to Kyrgyzstan are, as set out, inter alia, in the Memoranda of
Understanding (MoU)3 to “support the restoration of a sustainable external financial situation
for the Kyrgyz Republic, to alleviate its balance of payments and budgetary needs and thereby
support its economic and social development.” Beyond this, the objectives are also to support
structural reforms.

There are therefore, two strands of analysis to answering the question on effectiveness:

1. Part 1: The role of MFA in promoting macroeconomic stability, easing external financing
constraints and alleviating Kyrgyzstan’s balance of payments and budgetary needs

2. Part 2: Effectiveness of structural reforms.

8.1 Part 1: The role of MFA in promoting macroeconomic stability

In order to assess the role of MFA in promoting macroeconomic stability, easing
external financing constraints and alleviating Kyrgyzstan’s balance of payments and
budgetary needs, a two-step approach has been applied:

Step 1: Examining the observed macroeconomic outcomes

This step involves the analysis of the actual developments and the extent to which
MFA's objectives have been achieved, irrespective of the actual role of the MFA.

Step 2: Assessing the role and contribution of MFA to observed outcomes

Based on the context explored in Step 1, Step 2 involves a qualitatively driven
approach to assess the role and contribution of the MFA. It relies on inferences taken
from the desk research, interviews, insights from the focus group with development
partners and expert opinions and seeks to explore the potential consequences had the
MFA (with or without IMF support) not been provided. In addition, summary of the
Debt Sustainability Analysis evaluating the role of the MFA for the sustainability of the
public debt during the implementation period is added to this assessment.

8.1.1 Step 1: Examining the observed macroeconomic outcomes

The following section describes the evolution and underlying factors behind the GDP
growth and its main components, external sector, public sector finances, inflation and
the developments in the banking sector in the period between 2011 and 2016.

GDP growth

GDP growth performance during 2011 - 2017 was rather stable with annual growth
rate averaging at the level of the Kyrgyz economy’s long-term growth rate of 4.5 per
cent per annum (Figure 11). The negative growth rate in 2012 was explained by a
technical accident at Kumtor gold mine, the largest enterprise of Kyrgyzstan, with
adverse effect for the GDP. Fast recovery in 2013 is related to the enterprise’s return
to its normal production cycle (low base effect for growth rate). For the most part of
the period under consideration, the GDP growth was driven by private consumption
fuelled by increasing remittances of the Kyrgyz migrants (except 2015 - 2016, see the
next sub-section). Investments into fixed capital were another source of growth.
These investments were financed by foreign direct investments and by domestic
savings (gross domestic savings increased from -15.9 per cent GDP in 2012 to 1.5 per
cent GDP in 2017; source: WDI). The increase in private consumption and
investments in fixed capital in 2011 - 2014 resulted in the growth of imports.
However, in 2015 - 2017 imports fell substantially without any significant reduction in

8 MoU for MFA | and MoU for MFA I signed in February/March 2013 and May 2014 respectively.
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private consumption and with continuing growth in investments - this means that
some substitution of imports by domestic production was taking place. Other GDP
expenditure components did not make much contribution to GDP growth during this
period.

Figure 11. Decomposition of real GDP trend, 2011 - 2017, in % of GDP
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In terms of the economic sectors, the fastest growth has been registered in
construction (average annual growth rate above 15 per cent per annum; this
correlates with the growth in investments into fixed capital) and retail trade (the
average growth rate close to 8 per cent per annum; this correlates well with the
growth in private consumption). Other sectors which demonstrated growth
performance above average include communications, transport, and industry.

External sector

It is typical for the Kyrgyz economy to have large negative trade and current account
balances (Figure 12). The balance of trade in goods and services during the period
2011 - 2017 fluctuated between -27 per cent of the GDP and -44 per cent of the GDP.
The current account deficit was as high as 17 per cent GDP in 2014, but it fell to 4 per
cent in 2017. As exports are relatively small and generate insufficient foreign
exchange to pay for imports, other sources of imports financing include remittances,
FDI, and foreign aid. Remittances sent by Kyrgyz migrants mostly from Russia (more
than 90 per cent of the total remittance inflow), but also from Kazakhstan and some
other countries are now the most important source of foreign currency for the
economy of Kyrgyzstan.
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Figure 12. Current account balance and its main components, in USD billion
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The external sector of Kyrgyzstan experienced a major shock in 2014 - 2016. During
the second half of 2014, global energy prices started to fall sharply. This resulted in
economic decline and major currency devaluation in Russia and Kazakhstan, two key
economic partners of Kyrgyzstan. This had a multi-channel impact on the Kyrgyz
economy. First, due to recession in the neighbouring countries the incomes of the
Kyrgyz migrants in these countries somewhat fell with associated decline in their
remittance-sending capacity.®® Secondly, the devaluation of Russian ruble and Kazakh
tenge to the US dollar was much more substantial than the devaluation of the Kyrgyz
Som to dollar (see below the sub-section on exchange rate). Hence, the Kyrgyz Som
appreciated in relation to Russian ruble and Kazakh tenge (from approximately 1.5
KGS/RUR to 1.0 KGS/RUR and from 3KZT/KGS to 5KZT/KGS, respectively). This
undermined the price competitiveness of Kyrgyz goods on the Russian and Kazakh
markets (key markets for all non-gold exports from Kyrgyzstan). As a result, exports
fell during 2014 - 2016 and started to somewhat recover in 2017 only. Imports fell
even more dramatically due to Kyrgyz Som’s devaluation against USD. Because of the
larger fall of imports than the combined reduction in exports and remittances, the
current account balance showed an improvement during 2015 - 2017.

Inflation

The economy entered 2011 with high inflation echoing the turbulent political events of
2010 (Figure 13). However, tight monetary policy allowed for fast dis-inflation so the
CPI-based 12-months inflation rate fell to zero in the first half of 2012. The inflation
rate then stayed at one-digit level for 2012 - 2014 until a new shock related to the
KGS/USD devaluation in 2014 - 2015. This was a reaction to the sharp devaluation of
the Russian ruble (see above). The super-tight monetary policy employed to stop the
devaluation consisted of selling USD from the NBKR reserves; as a result, the
country’s monetary base shrunk by 23 per cent between July 2014 and March 2015.
Simultaneously, the NBKR'’s reserves fell from USD2.3 billion in July 2014 to USD1.7
billion in January 2016. This policy resulted in disinflation and eventual nominal
appreciation of KGS to USD. For the most part of 2016, the 12-months inflation rate
hovered around zero. In 2017, it rose to c. 4 per cent. As for the exchange rate, since
2016 it has fluctuated in the range KGS67-70/USD.

% The remittance situation had been partially alleviated by the accession of Kyrgyzstan to the Eurasian
Economic Union (Russia and Kazakhstan are two founding members of this Union) which had become
effective since 12 August 2015. The legal status of and employment opportunities for the Kyrgyz migrants in
Russia and Kazakhstan had somewhat improved after that.
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Figure 13. Inflation rate (left axis) and official exchange rate (right axis)
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General government budget

Starting from 2011, the general government® expenditure and revenue stayed close
to 40 per cent GDP and 35 per cent GDP, respectively (Figure 14). The gap between
revenues and expenditures was closed by concessional borrowing from bilateral and
multilateral donors as well as by some domestic borrowing on commercial terms. The
fluctuations in the size of the government budget deficit are explained by the uneven
public investment flow®” as well as by some revenue flow irregularities. For example,
the above-mentioned accession to the EAEU implied a removal of the Kazakh-Kyrgyz
customs border which adversely affected the collections of VAT on imports from the
EAEU countries in 2015 - 2016. The reduction of imports related to KGS devaluation in
2014 - 2016 (see above) also resulted in a downfall of different taxes levied on
imports (VAT, excises, import duties); the total government revenue fell by 2.2 GDP
percentage points in 2016 in comparison to 2015. This lost revenue has been mostly
compensated using available reserves (cash balances on the Treasury accounts) and
increased issuance of T-bills and T-bonds. In 2017, the increase in receipt of foreign
grants by 0.5 per cent GDP allowed improved the revenue situation to some extent.

% The general government budget includes central and local governments’ budgets plus the extra-budgetary
Social Fund consolidating pension and medical insurance contributions.

87 Many of the public investment projects in transport and energy infrastructure financed by borrowing from
bilateral (mostly China) and multilateral donors (WB, ADB, EBRD, IsDB and other) are large relative to the

size of the economy, so start/completion of some of them may cause a sharp surge/fall in the total government
expenditure.

February 2019 47



Ex-post evaluation of Macro-Financial Assistance operation to the Kyrgyz Republic over
the period 2013 - 2016

Figure 14. General government revenue & expenditure (left axis), and deficit (rights
axis), in % of GDP
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Public debt

External public debt increased gradually in 2011 - 2014 driven mostly by e massive
borrowing from China to finance large infrastructure projects (Figure 15). The share of
the debt to China in total external debt of Kyrgyzstan has grown from 10 per cent in
2011 to 42 per cent in 2017. The external debt situation deteriorated in 2014 - 2015
when the mostly USD-denominated debt grew significantly due to the KGS devaluation
to USD. The debt-to-GDP ratio exceeded the ceiling of 60 per cent of the GDP
established in Kyrgyz law. The situation somewhat eased in 2016 when the NBKR
managed to stabilize the KGS/USD exchange rate. In 2015, Russia started its USD300
million debt write-off programme (USD30 million every year); this also contributed to
debt reduction.® According to the joint assessment of the IMF and IDA,® the Kyrgyz
Republic remains at moderate risk of debt distress, but the debt situation is still
vulnerable to large external shocks.

Figure 15. Public debt, in % of GDP
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% Russia had fully written-off the remaining part of the debt, over USD 200 million, in early 2018.
8 |nternational Monetary Fund (2018) Kyrgyz Republic. IMF Country Report No. 18/53.
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Source: MoF

The domestic debt in Kyrgyzstan is not large, but it increased significantly in 2016 -
2017 (from 3.6 per cent GDP at the end of 2015 to 5.9 per cent GDP at the end of
2017). As mentioned above, the government used the domestic borrowing in the form
of T-bills and T-bonds to partially compensate for tax losses.

Financial sector

The financial sector grew rapidly (albeit from a low base) in 2011 - 2014 (Figure 16).
However, during this seemingly stable growth period, many banks, micro-financial
organizations and their borrowers accepted a very significant currency risk having
their assets in national currency and liabilities in foreign currency (mostly USD). The
high levels of dollarisation, made the financial sector vulnerable. The 2014 - 2015 KGS
devaluation to USD (see above) had a strong negative impact on the financial system.
The non-performing loan/total loan ratio surged from 4.5 per cent before devaluation
to almost 9 per cent at the end of 2016 (Figure 17)°°. NBKR reacted by introducing
stricter lending regulations (e.g. limiting borrowing in foreign currency for those
enterprises or individuals who have mostly Som-denominated income). This resulted
in switching of bank clients from borrowing in USD to borrowing in KGS - the share of
KGS-denominated banking loans in total loans increased from 42 per cent at the end
of 2013 to 62 per cent at the end of 2017, resulting in a rapid de-dollarization of the
financial system. These changes affected interest rates: the increased demand for
KGS-denominated loans coupled with the increased government domestic borrowing
led to some increase in KGS loan interest rates (the average weighted interest rate for
Som-denominated loans increased from 20 per cent to 25 per cent per annum). On
the contrary, the USD dollar interest rate was falling due to lower demand and, later,
due to start of infusion of cheap credits by the Russian-Kyrgyz Development Fund
(starting from 2015, but especially in 2016 - 2017). So, average weighted interest
rate for USD-denominated loans fell to historical low 10.5 per cent per annum at the
end of 2017 (compare to 20 per cent in 2011).

Figure 16. Deposits and loans by banks and micro-financial organizations, in %
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% It is worth noting that similar shock resulted in much more severe consequences in neighboring Kazakhstan
(the ratio was above 20%) and Tajikistan (the ratio reaching almost 70% level).
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Figure 17. Non-performing loans and banking loan interest rates, in %
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8.1.2 Step 2: Assessing of the role and contribution of MFA to observed
outcomes

Under this section we consider the counterfactual position for two alternatives:

e Alternative 1: no MFA
e Alternative 2: no MFA and IMF

These two hypotheses serve as the frameworks to contemplate the most plausible
counterfactual scenarios and their hypothetical implications.

8.1.2.1 Alternative 1: no MFA - the counterfactual position

Whether financing could have been available from other sources to
replace MFA and on what terms

Fundamentally, assessing the plausibility of alternative developments had the MFA not
been implemented, is an inherently challenging exercise and any results warrant
caveats and caution in interpretation. The counterfactuals have been developed based
on brain-storming with local economists, evidence gathered through semi-structured
interviews with key informants and stakeholders and a Focus Group with Bishkek-
based development partners and desk research. Emerging scenarios were subject to
sense checks to make sure that they corroborated with macro-economic data and
theory and validated through discussions with the Steering Group.

Error! Reference source not found. below lists the most relevant counterfactual
scenarios that were subject to an in-depth analysis in terms of their subjective
probabilities.
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Figure 18. Summary of likelihood of the counterfactual scenarios (based on partial
findings only) — Alternative 1
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Figure 19 overleaf provides a stylised overview of all alternative sources of finance and
policy responses available to the Kyrgyz authorities in the absence of the MFA. These
propositions were tested with the participants at the Focus Group in Bishkek, and key
informants®’. Overall, we found a high level of consensus among all stakeholders
regarding the hypothetical scenarios for Alternative 1 (and 2).

It is followed a discussion on the key findings of the evaluation with respect to each of
the following alternatives courses of action that the Kyrgyz authorities could
potentially have pursued in the absence of the MFA:

®* Increased financing from the IMF or the WB to compensate for the non-
availability of MFA;

* Increased financing from bilateral donors;

* Borrowing from domestic financial markets;

* Borrowing from international financial markets;

* Policy response in the form of sharper fiscal adjustment or generating revenue
from taxes or privatisation or other sources.

Annex 9 provides a more detailed evidence base related to each of these scenarios.

Overall, we have found that some scenarios would not have been mutually exclusive.
More concretely, the combination of cuts in public expenditures coupled with the
withdrawal of some government’s reserves from its account at the NBKR and some
increase in assistance from Russia emerged as the most plausible counterfactual
scenario.

n particular the IMF (both, US and Kyrgyzstan based staff), the EU Delegation and the WB

February 2019 51



Ex-post evaluation of Macro-Financial Assistance operation to the Kyrgyz Republic over the period 2013 - 2016

Figure 19. Alternative scenarios for obtaining finance had MFA not been available (but with IMF continuing)
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International donors

The possibility of greater support from the IMF under Alternative 1 was
rejected by the Fund’s staff°2. Although the first WB interviewee®® speculated that the
Bank could have possibly stepped in to fill in the gap created by the absence of the
MFA, this perception has not been validated by the WB staff based in Kyrgyzstan®.
Likewise, the evidence gathered also does not suggest that the absence of the MFA
would have triggered any additional financing from the ADB.

Bilateral donors

There is little evidence of the past attempts as well as the appetite of the
Kyrgyz government to seek budget support from Turkey. While China has been a
source of very significant financing, this was predominantly in the form of project
financing assigned to infrastructure investment, and not budget support type
assistance.

There were some discrepancies in views regarding the extent to which Russia
could have stepped in. While Russia has indeed been a crucial bilateral donor and has
been providing budget support to the Kyrgyz Republic, its size typically has not
exceeded USD 30 million per annum®® while filling in the MFA gap that had emerged in
the absence of it would have required circa USD 65-70 million®® in 2015 alone (or USD
~45 million in 2015 and 2016 respectively). Yet, the political context i.e. excellent
relations between former Kyrgyz President Atambayev and President Putin as well as
the closure of the US military base in Manas in 2014 would probably have constituted
a very good platform for the Kyrgyz Republic to secure additional financial assistance
from Russia in 2015 and 2016%.

While the MFA consisted of a grant and loan component, it is not certain whether
alternative Russian support would have come in a similar or even identical format. For
reference, Russian budget support assistance in 2015 and 2016 came entirely in the
form of grants®®. In this context one could also reflect on whether more Russian
support would have prevented the Kyrgyz legislators to drop the “anti-LGBTI” and
“foreign agent” legislation.

Domestic financial markets

Under this option, the government could have raised the necessary financing (to
replace the MFA) in domestic currency. While the domestic debt market has been
relatively shallow (stock of domestic securities was circa 3 per of GDP in early 2016%),
the government increased its borrowing from ~USD 46 million in 2015 to ~USD 68
million in 2016. Yet, the yield on the 2-years government T-bond between May 2015
and June 2016 was high and oscillated between 15.7 per cent and 18 per cent.
Therefore, this option would have been far more expensive than seeking some more
concessional support i.e. from Russia.

International financial markets

Even though Kyrgyzstan received its first rating from Moody’s in late 2015,
several factors suggest that this was not a plausible alternative to the MFA: potentially

%2 |nterview with the IMF team that took place during the mission to Washington D.C.
% WB Economist who Co-lead on DPO-2 and Competitiveness and Governance DPO
% Local WB Economist and Senior Economist

% Budget support exceeding USD 30 million, unlike the amount below this threshold, requires the approval of
the Russian parliament (Duma)

% Actual USD amount would depend on the points of time at which disbursements would take place given
forex evolution (EUR - USD) during the year

9 Views expressed by number of interviewees during the mission to Kyrgyzstan
% Kyrgyzstan did not borrow any money from Russia since 2009

9 __.of which banks held 1.3 percent of GDP and institutional investors (social fund and deposit protection
agency) held 1.4 percent

February 2019 53



Ex-post evaluation of Macro-Financial Assistance operation to the Kyrgyz Republic over
the period 2013 - 2016

prohibitive interest rates!®®, no trace of concrete discussions/ actions undertaken by
the government'®! and some doubts about the capacity of the Debt Department of the
Ministry of Finance to handle the first historical issuance of bonds on the international
markets back in 2015/2016. In addition, IMF ECF programme with Kyrgyzstan
prohibits non-concessional borrowing.

Fiscal adjustment/ other internal resources

An increase in government revenue i.e. through privatisation of some state
assets and/ or hikes in taxes was unlikely as the country’s track record in privatisation
was very modest and the changes in the country’s tax regime would have required a
lengthy legislative process and political will that was absent (more details in Annex 9).
However, what seems more probable is that the government would have reduced
some spending from the ‘unprotected spending’ category i.e. capital expenditures
accounted for KGS 5.4 billion (ca. USD 84 million) and KGS 8.4 billion (USD 120
million) in 2015 and 2016 respectively. Some cuts in expenditures on goods and
services (i.e. travel expenses, communication expenses etc) could have also taken
place. It is very unlikely that spending cuts would have affected ‘protected spending’
categories.

In addition, the opportunity of alternative funding that emerged during the
discussions with the IMF in Washington DC was the fiscal buffer in the form of the
government’s reserves deposited at the NBKR. As of early 2015, there was circa USD
200 million available to use, and the government could have drawn on it as well.

Whether the economic outcomes would have been weaker or different
in the absence of the MFA financial support

There was strong consensus among the interviewees (including the Ministry of Finance
and the IMF), Focus Group participants and the local experts that the hypothetical
spending cuts affecting categories like capital investment and goods and services
could have materialised, but their cumulative size over the analysed period would
have been almost certainly significantly lower than EUR 30 million (because of other
alternative and complementary sources of financing namely, from Russia and/or
government funding deposited at the NBKR). Cuts in public expenditure would
however, have impacted aggregate demand and consequently output growth to a
limited degree only (proportionate to the size of cuts assumed).

The study has not found any evidence supporting the hypothesis that the absence of
the MFA financing could have led to some perceptible repercussions in terms of
business confidence. The extent of awareness surrounding the MFA support was/ has
been marginal which could have been due to the delays encountered in the early
stages of the implementation process. For this reason, the potential impact on the
foreign exchange market resulting in the depreciation of the Som and possibly the rise
in inflation, in line with the standard national accounts interpretation, would have been
improbable.

The Debt Sustainability Analysis (DSA) (more under Section 11) shows that the
absence of the MFA would have mainly affected the revenue side, a variable that in
turn affects the debt dynamics. For the sake of simplicity and clarity, the DSA
assumed that the public cuts would have corresponded to the total size of the MFA
(EUR 30 million). While it is different what the counterfactual analysis shows (here, it
suggests that the absence of the MFA would have been offset by other sources too,
not only cuts) this simplistic assumption allows to get a sense of the possible
magnitude of the no-MFA alternative. More specifically, the estimate shows that
having the MFA operation in place will lower the present value of the debt-to-GDP

1 For instance, Tajikistan raised USD 500 million from its inaugural 10-year international bond. Yet, it did it at

the fixed rate of 7.125% and only in 2017. Available at: https://www.ft.com/content/1dd9f200-93d5-11e7-bdfa-
eda243196c2c

1 For instance, diagnostics/ preparatory work of the Debt Department of the Ministry of Finance
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ratio by 1.6 percentage points on average over 2015 - 2025, compared to not having
the MFA.

The Social Impact Analysis (SIA) (more under Section 10) shows that while the
shortfall would likely have resulted in some cuts to government procurement of non-
essential items (most probably less than EUR 30 million corresponding to the total
MFA envelope), it seems likely that most core policies relating to the social situation
would have been unaffected by the absence of Macro Financial Assistance. It also
shows that as there were no conditions in the MoU which relate specifically to social
policies and/or outcomes, the social impact of the conditionality is likely negligible
(even though some conditions can be seen as beginning of further, more front-loaded
reforms). However, the MFA operation provided the EU with some leverage to advance
the cause of NGOs and other donors relating to the ‘foreign agents’ and ‘anti-LGBTI'
laws (Box 4). The passage of these laws was ultimately abandoned by the Kyrgyz
government.

Box 4 Wider context of the withdrawal of the ‘foreign agents’ and ‘anti-
LGBTI' laws in Kyrgyzstan

In March 2015, Kyrgyzstan’s (then) President, Almazbek Atambayeyv, visited Brussels for
meetings with various EU leaders. An important and recurring theme discussed between Kyrgyz
and EU representatives during the Kyrgyz President’s visit pertained to two draft laws which
were under consideration by Kyrgyzstan’s Parliament: (1) the ‘foreign agents’ law, which
intended “to force virtually any NGO that receives foreign funding to adopt the label of “foreign
agents” or else stop its work;” and (2) the ‘anti-LGBTI’ law, which foresaw a ban on the
“propaganda of non-traditional sexual relations.” Both laws had been inspired by similar
legislation adopted in Russia.

Presidents of the European Commission, the European Council and the European Parliament
raised concerns about the human rights threats posed by these laws and sought concrete
commitments from President Atambayev to abandon the passage of these laws in Kyrgyzstan.
The evidence gathered indicates that the EU’s diplomatic efforts (reinforced by instruments such
as the MFA) contributed to stopping the passage of the two bills.

Other actions undertaken at EU level included the adoption of a Resolution in January 2015,
whereby the European parliament called on the Kyrgyz government “to put an immediate end to
the criminalisation of homosexuality.” The Resolution also “reminded the Kyrgyz Parliament of
its international obligations and of the Partnership and Cooperation Agreement with the EU,
which includes full respect for human rights as an essential element of the partnership” and
warned that “the eventual adoption of” the anti-LGBTI bill “could affect relations with the EU in
line with Article 92 (2) of the Partnership and Cooperation Agreement.” Further, the Resolution
encouraged Kyrgyz authorities to “follow the recommendations made by the Parliamentary
Assembly of the Council of Europe in Resolution 1984 (2014) on the Request for Partner for
Democracy status, in particular recommendations 15.24, 15.25 and 15.26,” which stress the
importance of:

“combating all forms of discrimination and violence based on sexual orientation and gender
identity ;"

“not following up on the draft law based on the model of laws relating to the prohibition of
"homosexual propaganda”; and

“fighting, in law and in practice, all forms of discrimination based on gender; ensuring and
actively promoting effective equality between women and men; fighting discrimination against
lesbian, gay, bisexual and transgender people (LGBT); fighting all forms of gender-based
violence.”

Both bills triggered a vigorous response from local civil society organisations, the wider
international donor community and other key actors. Evidence gathered from interviews with a
representative of civil society however suggests that the likelihood of the MFA not being
disbursed also had an important bearing on the Kyrgyz government'’s final decision to abandon
the two bills.

Sources: Worldwide Movement for Human Rights. 2015. 'EU: Use Brussels visit of Kyrgyzstan’s
president to secure human rights commitments;’ Lelik, A. 2016. 'Kyrgyzstan: Anti-LGBT Bill Hits
the Buffers.” The European Parliament 's Intergroup on LGBTI rights. 2015. 'EU leaders demand
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answers from Kyrgyz President over anti-LGBTI, anti-NGO bills;” European Parliament. 2015.
‘European Parliament resolution on Kyrgyzstan, homosexual propaganda bill (2015/2505(RSP)).’

Whether the economic outcomes would have been weaker or different
in the absence of the MFA conditionalities

All of the MFA conditions attached to this operation required moderate effort from the
authorities and therefore the outcomes and subsequent impacts envisaged were
expected to be of a moderate scale. As explained in sub-section 5.3.3.3, this is to be
expected. The MFA instrument constitutes emergency financial assistance and mainly
intends to address (short-term) economic vulnerabilities in periods of crisis. Proposed
reforms are therefore purposely designed so as to enable timely implementation and,
subsequently, the prompt disbursement of financial assistance. In addition, the EU
MFA is generally factored into the recipient country’s national accounts. This is
expected to encourage the swift implementation of reforms (upon which the second
disbursement of the MFA is conditional) as this ensures the release of MFA payments
by the agreed dates and helps prevent unnecessary delays and/or the MFA failing to
materialise.

In the case of Kyrgyzstan, the reforms were determined by the very limited time that
was available for their implementation (given that the IMF programme was nearing its
end and various procedural delays had hindered the timely implementation of the
operation) and by major political considerations (see sub-section 8.2.2). In addition, it
should be noted that some of the conditions were intended to pave the way for more
extensive reforms (driven by the EU and/or other international donors) over the
medium to longer term. For instance, the approval of the Terms of Reference for the
PEFA assessment (condition 2) or the development and approval of an Action Plan by
the Chamber of Accounts (condition 4), could not have translated into meaningful
economic outcomes on their own. However, when assessed over longer time horizons,
and when subsequent reforms would have been implemented and materialised, their
impacts would be more significant.

Overall, while it appears reasonable to assume that the absence of the MFA
conditions/reforms would not have had any significant impact on economic outcomes
(largely owing to their limited scope and short-term nature), it ought to be recognised
that the MFA support package brought about additional impetus for reform in priority
areas, encouraging the implementation of specific, short-term, measures that may
have otherwise been overlooked by national authorities, primarily owing to a lack of
financing'®2. The EU MFA may have helped pave the way for more extensive reforms
in some of these areas.

If and how MFA reinforced IMF / WB reforms

There was some degree of commonality as regards the reform areas covered by the
EU MFA and other donor support programmes (e.g. IMF, WB, etc. (see Section 9)).
Within these areas (e.g. PFM, banking), the EU MFA provided additional impetus for
reform, though to a limited degree. For instance, while the IMF praised the role of the
MFA in the context of the Banking Code, having triggered additional political
endorsement for the reform, it remarked that reform ownership (among Kyrgyz
authorities) was eventually low. As a result, the adoption of the Banking Code did not
materialise in the end. Similarly, in the PFM area, the IMF’s ‘Financial Management
Information System’ (FMIS) project was eventually dropped.

Overall, it would appear that the MFA did not play a significant role towards reinforcing
actions promoted by other donors, notably the IMF and the WB (and vice-versa). As
such, on the one hand, the degree of reform interdependence or cross-conditionality

192 This issue was specifically raised by the Chamber of Accounts. They had, for a number of years, relied on

EU support (possibly including the EU MFA) which helped towards capacity building, an update of their
Performance Audit Manual, and training for all CoA staff on public sector auditing. Without EU support, these
changes may not have been undertaken owing to a lack of financing available at local level.
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among the donors’ respective support programmes was minimal while, on the other,
reform ownership in certain areas (e.g. banking) was low among Kyrgyz authorities
and, in spite of some degree of overlap across the different programmes, it was
difficult to drive the implementation of certain measures.

8.1.2.2 Alternative 2: no MFA and IMF - the counterfactual position

The combined absence of the IMF and EU-MFA would have most likely affected the
financing provided by other donors. This is because the absence of the IMF ECF
programme would have most certainly affected the WB’s readiness to provide budget
support to the Kyrgyz Republic, and perhaps the ADB one too. More specifically, even
though the presence of the IMF programme is not a pre-requisite for the WB budget
support, it is highly desirable and may guide the decision of the bank’s management
as it implicitly confirms the adequacy of the macroeconomic framework which in turn
is an imperative for the WB budget support.

As a result, if the assistance from the key donors provided in 2015 had not actually
materialised (i.e. USD 29 million from the IMF, USD 16.5 million from the WB and USD
16.5 million via the MFA'®® respectively), this would have corresponded to USD 62
million, or ~1 per cent of GDP in 2015, a very substantial part of the overall financing
gap for that year (~2.5 per cent!®®). Therefore, unlike under Alternative 1 with the
absence of the comparatively small amount from the MFA only (~0.3 per cent of GDP
in 2015), the gravity of the situation resulting from the absence of the IMF and MFA
programmes (and potentially other donors like WB) would have possibly made an
assistance from Russia even more indispensable compared to a ‘no MFA’ scenario
(though its scale remains very uncertain).

Otherwise, a similar pattern (in terms of the most plausible/ implausible options), as
presented in Figure 19, would have emerged. In addition, options under Alternative 2
(similar to Alternative 1) are also generally not mutually exclusive and, in practice, the
combination of some of them could have taken place. The important difference
between Alternatives 1 and 2, given the size of the IMF support and some possible
fallout from other donors’ programmes, would have been the scale of cuts to public
spending (greater under Alternative 2).

Besides the absence of the highly concessional financial envelope under the ‘no IMF
and MFA’ alternative, the lack of IMF support would have also had a major dampening
effect on business and investor confidence.

Whether the economic outcomes would have been weaker or different
in the absence of the MFA and IMF financial support

While a disorderly adjustment would have been unlikely given the relative size of the
gap and the existing alternatives (i.e. a ramped up support from Russia), the depth of
the spending cuts would most likely have been considerable, and according to the IMF,
most likely affecting social spending. Cuts in public spending could have been
mitigated to a limited extent by drawing on government funds deposited at the NBKR
and increased Russian assistance.

In addition, the erosion of business and investor confidence caused by the
absence of the IMF would have backfired in the form of even greater depreciation of
the Kyrgyz Som (already high under the IMF programme), inflating the foreign-
denominated debt stock and the costs of servicing it, and eventually leading to a rise
in domestic prices and some loss of foreign direct investment (FDI).

In parallel, the absence of the IMF would have meant that some of the reforms
initiated by its ECF programme would not have been implemented and the technical
assistance and disciplining role of the IMF (in terms of the fiscal policies) would have

193 An equivalent of the 1** tranche of EUR 15 million disbursed in 2015

194 Estimated financing gap in 2015, as per IMF estimation, was USD 171 million
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been absent. This is something that would have impacted, among others, the fiscal
stance in the short but also mid-term horizon.

Conclusions

The absence of the MFA would not have engendered significant, adverse economic impacts.
Nonetheless, the MFA disbursements were a non-negligible amount, corresponding to circa
0.3 per cent of the GDP in 2015 and 2016 respectively.

Moreover, there is no evidence suggesting that the absence of the MFA would have had any
material impact on business and investor confidence. Further, given the (short-term) nature
of the conditionality package and the fact that most of the MFA conditions had already been
met by the time the MoU was signed, it seems unlikely that the MFA conditions bore any
significant impact on longer-term economic outcomes.

In terms of the hypothetical absence of both the MFA and IMF ECF, the repercussions would
have been far more severe. The depth and breadth of the public cuts would have likely been
more considerable, potentially even including reduced social spending. This in turn would
have significantly and adversely impacted aggregate demand and output growth.

In addition, a ‘no MFA and IMF’ alternative would have also resulted in foregone
benefits from the IMF reform package, which constituted an important contributing factor
towards restoring fiscal discipline. Additionally, the loss in investor and business confidence
would have potentially been more pronounced, triggering inter alia, an even greater
depreciation of the Kyrgyz Som and a further dampening effect on FDI.

8.2 Part 2: Effectiveness of structural reforms

The following section provides the information on the framework used to assess the
effectiveness of the MFA induced reforms (sub-section 6.2.1) and the results from this
assessment (sub-section 6.2.2).

8.2.1 Analytical framework

All four reform areas to which conditionalities were attached have been examined
namely, (i) Public Finance Management, (ii) Financial Sector, (iii) Trade policy and (iv)
Investment and business environment related reform.

* An analysis of the effectiveness of MFA focused on assessing:

* The nature and scope of the conditionality attached to the MFA operation;

* The implementation of the conditionality;

* Evidence for actual or expected impact of reforms (both direct and indirect);
and

* The level of ownership of the programme and the capacity of the authorities to
implement it;

* Evidence of MFA contribution to the reform progress.

The above assessment was based on the following sources of evidence:

e Review of documentation including compliance statements and evidence
provided by the recipient government and the Commission’s assessment of
progress;

* Stakeholder interviews exploring the following issues:

- Implementation and durability of the reforms;

- Additionality (the specific role of MFA in promoting the reforms);

- Complementarity with conditions attached to assistance provided by other
multilateral/ bilateral donors;

- Overall impact of structural reform.

* Detailed feedback from the local experts;
* Insights gathered from the Focus Group with development partners that took
place in Bishkek in September 2018.
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8.2.2 Assessment of the effectiveness of MFA conditionality

Overall, sensu stricto, Kyrgyz Republic fulfilled the economic and structural policy
conditions related to the disbursement of the MFA in a satisfactory way, as illustrated
by the disbursement schedule over the period June 2015 - April 2016. There was no
need for waivers.

However, six out of the seven conditions had already been met in 2013 - 2014, i.e.
before the MoU was eventually signed in October 2014. There are a number of
possible reasons for the swift implementation of reforms, discussed in sub-section
5.3.3.3 and elaborated again below.

Firstly, as the EU MFA was already significantly delayed (largely independent of the
Commission — see Box 5), there was a genuine intention from the Commission staff to
speed up the implementation of the operation. Given that the progress of the IMF
programme is a key pre-condition for the MFA disbursement, this meant that the
second disbursement (and therefore the fulfiiment of the MFA conditions) were
expected to take place before the expiry of the IMF's 2011 ECF programme, due in
June 2014. Ergo, conditions had to be designed in such a way that they would have
been feasible to fulfil within a short period of time (approximately 3-4 months). It
should be noted that this is not atypical but an important and recurring feature of MFA
operations. As explained in previous sections, the MFA constitutes emergency financial
assistance and is expected to be disbursed within a reasonable timeframe. The
implementation of reforms is expected to cover a limited time-span so as to enable
the timely disbursement of the financing in view of addressing short-term
vulnerabilities (generally a more pressing concern than the need to establish a longer-
term reform programme).

Box 5 Delay related to the countersigning of the MoU by the NBKR

As outlined in sub-section 2.3.2, much of the delay pertaining to the MFA operation in
Kyrgyzstan was entirely independent of the Commission. As such, over the course of 2014,
further delays in the implementation of the MFA resulted from the NBKR’s refusal to sign the
MoU as a ‘borrower’, as requested by DG ECFIN.

Central banks are typically responsible for monetary policy and price stability, while debt
management stays with the Treasury. Within this set-up, a central bank remains independent
and cannot underwrite the liabilities that accrue to the government. In the Kyrgyz context
specifically, Article 5 of the Law of the Kyrgyz Republic "On the Public and Non-Public Debt of
the Kyrgyz Republic" (declared invalid on January 1, 2017 with the entry into force of the
"Budget Code of the Kyrgyz Republic"), the Ministry of Finance of the Kyrgyz Republic is the
only agent of the Government of the Kyrgyz Republic in managing public debt, implementing
external borrowing and issuing state guarantees. Also, according to paragraph 5 of Article 1 of
the Law of the Kyrgyz Republic "On the National Bank of the Kyrgyz Republic", the National
Bank is not liable for the Kyrgyz Republic’s debt obligations.

Therefore, while it seems appropriate that the NBKR eventually signed the MoU as ‘financial
agent’ (and not ‘borrower’), without bearing the responsibility for the loan component of the
MFA, the delay caused by the NBKR'’s rejection of the European Commission’s initial proposition
to act as a ‘borrower,” seems unnecessary and could have been avoided.

The fact that the reforms had been implemented fairly rapidly raised concerns among
stakeholders consulted during the study about their appropriateness (at a time when
significant/demanding structural reforms were needed in Kyrgyzstan) and whether the
negotiations relating to the MFA conditions should have been re-opened.

In short, the Commission faced the following dilemma:

- re-opening negotiations around the MFA conditions that would have allowed
it to amend the reform package but which, at the same time, would have
led to more delays as regards the disbursement of the MFA (by at least

February 2019 59



Ex-post evaluation of Macro-Financial Assistance operation to the Kyrgyz Republic over
the period 2013 - 2016

105)
’

another 1-2 years possibly further aggravating the relationship with the

Kyrgyz government;
versus

- going ahead with the existing operation and the existing set of conditions,
even if a majority had already been met prior to the MoU being signed)
which, to some extent, (adversely) impacted on other EU budget support
programmes implemented at the time (e.g. programmes of the EU
Delegation in Bishkek (see Box 6 below)). There was no further evidence
provided as regards the nature and magnitude of these impacts.

Box 6 Perceived adverse effects of not re-negotiating the MFA conditions

Representatives at the EU Delegation explained that not re-opening the MFA negotiations sent
the wrong message to Kyrgyz authorities — i.e. that limited reform efforts could still lead to
substantial disbursements). The MFA was therefore seen as a lost opportunity to induce greater
and more meaningful reform efforts in the country.

While the EU Delegation acknowledged that the humerous delays had become an issue affecting
the EU-Kyrgyzstan political dialogue, it also stated that the decision to go ahead with the
operation, without a review of the conditions, backfired. According to the EU Delegation, some
specific reform conditions attached to its programmes were demanding and required continued
reform commitment and efforts on the part of the Kyrgyz government/authorities. The MFA
that, in their view, came at a very limited cost to authorities was inconsistent with this approach
and was an undesirable signal, given the typical challenges in implementing structural reforms
in the Kyrgyz context.

It had indeed become obvious to the Commission that, due to the delays encountered
both at the EU and Kyrgyz level, most of the MFA conditions had already been met
prior to the MoU being approved and signed. As explained in previous sections, the
Commission however decided not to re-open the negotiations to avoid further delays
that would have only amplified tensions that prevailed at the time between the Kyrgyz
government and the EU. And indeed, the evidence gathered from interviews with the
EU Delegation in Bishkek, the Presidential Office, the Ministry of Finance, EEAS and
IMF staff, along with some evidence in the press'®, confirmed that a very long
process leading to the implementation of the MFA constituted a considerable strain on
the political relationship between both partners.

Further, the MFA granted to Kyrgyzstan was considered an “extra political gesture” by
the EU'. A greater weight was placed on the operation’s political
objectives/outcomes, notably to reaffirm the EU’s commitment to helping a “strategic
partner” at a time of great need and to highlight the EU’s endorsement of the efforts
displayed by the Kyrgyz government in carrying out democratic reforms to strengthen
the country’s parliamentary democracy. The fact that the operation bore greater
political (than economic) significance potentially lessened the need to re-negotiate the
MFA conditions, as a means to signal the EU’s political goodwill.

Finally, it should be recognised that the pace of the implementation of the MFA
conditions may also have been influenced by certain administrative procedures. As
explained in sub-section 5.4.3, the MFA support package would have been accounted
for in Kyrgyzstan’s national accounts. One could therefore argue that this would have
incentivised the timely implementation of reforms by the authorities, so as to minimise

195 Reopening of the negotiations would require, inter alia, renewed consultations between the European

Commission and the Member State Committee, and between the Commission and Kyrgyz authorities.
Ultimately, a new MoU would need to be ratified by the Kyrgyz Parliament.

106 24 kg, 2015. Almazbek Atambayev about himself, Europe, Bakiyev, foreign agents and elections. Available
at: https://24.kg/archive/en/community/175146-news24.html/

197 Interviews with EU officials
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the risk of delays at the time of disbursement and resulting problems of accounting, if
the MFA had not materialised as it was originally planned.

Conclusions

The MFA operation to Kyrgyzstan was of an exceptional nature and was considered to be an
additional political gesture of the EU (rather than solely an anti-crisis support mechanism aiming
to stabilise the economy). As such, it mainly sought to signal the EU’s endorsement of the
efforts demonstrated by the Kyrgyz government in furthering the country’s transition towards a
fully-fledged parliamentary democracy. It is therefore not surprising that political considerations
played a more important role than what has been observed in a majority of past MFA
operations, including in the design of the conditionalities and their execution.

The fact that most of the MFA conditions had been fulfilled by the time of the signature of the
MoU evoked the possibility for re-negotiations. In our judgement, the Commission’s decision to
not re-open negotiations was fully justified.

Importantly, although not part of the MFA reform package as such, the MFA conferred added
leverage to the EU in its discussions of the ‘anti-LGBTI ‘and ‘foreign agents’ bills with the Kyrgyz
authorities. These two highly controversial legislative proposals - if passed - would have
seriously undermined the rights of the LGBTI community and would have severely affected the
activities of Kyrgyzstan’s civil society.
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9 Efficiency

Question 3: Was the disbursement of the financial assistance appropriate in the context of the
prevailing economic and financial conditions in the beneficiary country?

This question is addressed by an analysis of the timing of disbursements

Question 4: In what way has the design of the MFA assistance conditioned the performance of
the operation in respect to its cost and its objectives?

This question is addressed by analysing:

® Entry conditions for the MFA operation (ownership and capacity for reform)

® Flexibility of operations to adjust to changes in context and/or feedback)

® The effectiveness of dialogue between the European Commission and Kyrgyz authorities
® The effectiveness of monitoring of the MFA operation

® The coordination of donor activity

®* The existence of an EU leverage effect on the Kyrgyz government to maintain the focus
on reform

9.1 Timing of the disbursement of financial assistance

As discussed in the sub-section 4.3.2, the subsequent delays made the
implementation and the disbursement of this MFA operation to go far beyond the
original anticipated dates. However, in spite of these protracted delays, the
disbursements that took place between June 2015 and April 2016 tuned out to be still
relevant (sub-section 8.1.2), given the economic climate that prevailed in Kyrgyzstan
at the time.

Conclusions

The negotiation process characterising the MFA instrument was lengthy, ultimately delaying
financial disbursements. Nevertheless, the timing of the disbursements over the period June
2015 and April 2016 was still relevant owing to economic difficulties faced by Kyrgyzstan at the
time in the wake of the Russian crisis.

9.2 Design of MFA assistance and efficiency of implementation
9.2.1 Ownership of the programme by the Kyrgyz authorities

The general level of the reforms’ ownership of the Kyrgyz authorities has been seen by
the key stakeholders as ‘uneven’ and ‘dynamic’'°®, The international donors perceived
the Kyrgyz environment as more challenging compared to some other countries like
Georgia and Armenia that championed the reforms and where the prevailing
conditions for swift progress in structural reforms have been more conducive.

The ownership level in Kyrgyzstan was varying, partly in sync with the
pendulum of the political cycle. While the IMF and DG ECFIN saw a substantial pick up
in the appetite to embark on the challenging reforms in the late 2014, more difficulties
were reported closer to the parliamentary elections in the late 2015. In the same vein,
appetite to press on with the reforms has been also a function of the gravity of the
situation - more financially constrained was the government, higher propensity to
take up on the reforms'®. The geopolitical context and the strategic importance of the
relationship with big neighbours, in particular with Russia, has been also a material
factor weighing on the progress of certain reforms (i.e. the accession of the country to
the Eurasian Customs Union and its implications for some trade policies).

In terms of the MFA specifically, the Ministry of Finance was the leading stakeholder
on the Kyrgyz side and the Commission’s interviewees pointed out to relatively higher

198 |nterviews with the representatives of the IMF, WB, DG ECFIN and the EU Delegation

199 Opservation from the IMF staff
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ownership in this ministry compared to other Kyrgyz ministries that were directly
involved in the MFA.

Lack of contradiction of the MFA with the national strategies is the pre-requisite for the
appropriate level of ownership. In this respect, the evaluation did not find any
evidence that the MFA would go contrary to the national reform plans i.e. those
outlined in the 2013 - 2017 National Strategy for Sustainable Development.

9.2.2 Capacity for reform

It its assessment of its DPO-2 programme implemented in Kyrgyzstan between
2013 and 2015, the WB summarised that ‘..the implementation of deep-seated
reforms was affected by capacity constraints in certain areas and persisting
institutional weaknesses. Frequent changes of the government and prime minister that
resulted in shifting commitments to reform’. It also pointed out that ‘a steady,
coherent leadership on reforms was at times absent!°. Yet, the perspective of the
IMF from its own programmes was not similar and the fund perceived the internal
capacity as satisfactory and ‘certainly not below what one would expect from the low-
middle income countries™!*.

In terms of the MFA conditionality specifically, the capacity was at the
appropriate level. In the interview with the Chamber of Accounts, the local officials
pointed out to the importance of the technical assistance support to progress with the
implementation of the Action Plan, of which drafting and approval was the subject of
the MFA conditionality. As a general comment, the EU Delegation in Bishkek indicated
the vital role of the technical assistance accompanying many of its specific reforms, as
part of the budget support programmes it was implementing.

9.2.3 Flexibility and adjustments to implementation given exogenous factors

Flexibility is most clearly observed in the willingness to apply waivers where conditions
have not been sufficiently met but the need for disbursement is urgent. In case of the
MFA to Kyrgyzstan, there were no waivers applied. In addition, the need of flexibility/
adjustment was also reduced by the fact that most of the conditions were outdated.

9.2.4 Liaison with Kyrgyz authorities

Effective dialogue between the Kyrgyz authorities and the EU (via DG ECFIN and the
EU Delegation) was critical in supporting the understanding and commitment to
conditionalities and management of disbursements. Dialogue was primarily based on
formal and regular missions led by DG ECFIN in collaboration with the EU Delegation
to the Kyrgyz Republic. As part of the review missions, EU representatives also held
meetings with relevant officials at the Ministry of Finance, the Ministry of Economy,
the Office of the Prime Minister, the Central Bank, and the Court of Accounts!!?.

The Ministry of Finance of the Kyrgyz Republic had a key liaison role, partaking in all
major discussions with DG ECFIN and the EU Delegation around the MFA operation
and the reform process, and coordinating with relevant authorities / responsible
bodies on the implementation of the specific reforms.

9.2.5 Visibility of the MFA

Evidence gathered from Kyrgyz stakeholders and various development partners
indicates poor visibility of the EU MFA in Kyrgyzstan. This lack of visibility was not only
prevalent in the capital city of Bishkek, but equally severe in other cities (such as
Osh), where awareness of the operation was judged almost inexistent!!3,

1owp, May 2017. Implementation completion and the results report. The first and second development policy

operations.

" The interview with the IMF staff based in Washington D.C.

Various MFA Mission Reports

Views gathered from development partners during focus group discussions.
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Though the EU is generally perceived as an important donor partner in Kyrgyzstan, the
MFA operation did not receive as much attention (locally) when compared to other EU
support programmes, especially those dedicated to reforms in the areas of the rule of
law, the judiciary, and the electoral system. As the negotiations surrounding the
terms/conditions of the MFA financing took place between the EU and senior officials
of the Kyrgyz government only, it is believed that the donor community, local
stakeholders (e.g. the media, the civil society) and the general public did not have all
the necessary information to fully understand the purpose and intended objectives of
the EU MFA. It was also recognised that, in the case of the EU MFA, the outcomes /
impacts / benefits are not “tangible” per se, making it difficult to attribute and
publicise specific economic gains / contributions to the operation!!*. Furthermore,
delays in disbursement made public communication of this particular MFA more
delicate.

Additionally, in terms of visibility, the MFA operation was not perceived to be on par
with other support programmes, notably the IMF’s!!>. The IMF has a longstanding
relationship with Kyrgyzstan, which could help explain the relative importance
attributed to its programmes (and associated conditionalities / reform areas) by the
media, civil society, the business community, and the general public.

9.2.6 Monitoring process

Field missions constituted a primary tool for monitoring the MFA operation. These
were undertaken by the Commission and took place at the time of the negotiations of
the EU MFA, and during the implementation of the specific conditions. The missions
comprised several meetings with the EU Delegation, Kyrgyz authorities (notably the
responsible bodies overseeing the implementation of specific reforms) and
international donors.

The EU Delegation was also involved in the monitoring process, mainly in the form of
logistical support (i.e. arrangements preceding field missions) and the provision of
relevant data and their own interpretation of progress made in relation to the
implementation of the MFA conditions.

The monitoring of the MFA operation in Kyrgyzstan was however reported to have
been less stringent when compared to the extent of supervision undertaken in other
recipient countries!'®. This is because Kyrgyzstan is “outside of the traditional scope of
MFA,” and, consequently, the operation was subject to less scrutiny by the
Commission*'’,

The key outputs of the monitoring process were mission reports prepared by DG
ECFIN. There were no specific weaknesses flagged as regards the arrangements or
approaches to data collection between the Commission and the national authorities.

9.2.7 The consequences of a joint EU and IMF/WB position on the
negotiations with the national authorities

The EU MFA and support programmes led by the IMF and the WB displayed some
degree of synergy, notably in the PFM, banking and trade policy areas. The MFA led to
the implementation of adjustment measures that were consistent with reform
priorities set by the IMF and the WB in these areas and, hence, helped reinforce their
actions (as well as those of other donors). The WB, for instance, indicated that the EU
MFA laid the groundwork for the PEFA, that was eventually undertaken in 2014. The

14 views gathered from development partners during focus group discussions.

Views gathered from Member State representations, and development partners during focus group
discussions.

118 views gathered from officials at DG ECFIN.
Views gathered from officials at DG ECFIN.
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PEFA was used as “a progress indicator” in discussions for DPO-II and helped inform

the reform package agreed with Kyrgyz authorities!?®.

9.2.8 Leverage of Kyrgyz authorities (and other stakeholders)

The ability of the Kyrgyz authorities to use the MFA to promote / accelerate their own
reform plans was observed in some government departments.

A key example was the Chamber of Accounts (CoA). A shared view among senior
officials at the CoA is that reform of public sector auditing “is much needed” and
“there is a will within the CoA to implement change.”!'® In that sense, the MFA was
opportune. It reflected the department’s reform priorities and signalled (to the Kyrgyz
government and the public in general) their commitment to endorsing international
best practices (notably the INTOSAI standards) and improving internal work practices.

Additionally, the EU, along with other prominent donors, strongly opposed the Kyrgyz
government’s plans to pass the ‘anti-LGBTI’ and ‘foreign agents’ laws. The MFA
constituted added leverage for the EU, reinforcing its seat at the discussion table and,
indirectly, the role of civil society and other local stakeholders in preventing the
enactment of the said laws.

Conclusions

Formal and regular missions constituted an important channel of dialogue between the
Commission and Kyrgyz authorities. These were generally led by the Commission in close
collaboration with the EU Delegation to the Kyrgyz Republic. The Ministry of Finance, on the
other hand, endorsed the liaison role which involved negotiating the terms / conditions of the
MFA operation and coordinating / undertaking / monitoring the implementation of reforms.
Compliance with the necessary MFA conditions was, on the EU side, monitored by the
Commission (through field visits) and the EU Delegation (on a more regular basis).

On the wider international scene, much coordination took place among the Commission and
several donors, notably the IMF and the WB, to ensure that priority reform areas (targeted by
their respective support programmes) were closely aligned. However, while these concerted
efforts helped signal the desired reform steer to Kyrgyz authorities, international donors
perceived the level of reform ownership in certain sectors (notably in the banking sector) as
insufficient. Yet, in the narrower sense of the operation, the extent of reform ownership was
appropriate (in particular at the Ministry of Finance and Chamber of Accounts). There were no
specific contradictions between the MFA conditionalities and national policies and, in some
instances, the MFA brought about added leverage for authorities in their pursuit of sectoral
reforms that would probably not have been prioritised by the Kyrgyz government. Additionally,
no significant deficiency in organisational capacity (for implementing MFA conditions) was
flagged.

118 views gathered from the World Bank during interviews.

119 views gathered from the Chamber of Accounts during interviews.
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10 EU-added value

Question 5: What was the rationale for an intervention at EU level and to what extent did the
MFA operation add value compared to other interventions by other international donors? Did the
operation actually lead to the expected impacts and added value of international cooperation,
and what can be learnt for future operations?

Positive aspects of EU engagement include:

® Evidence of the financial added value of EU support - national authorities would have
struggled to meet their financing needs in absence of the EU MFA

® Evidence that MFA reinforced the government’s commitment to socio-economic reform

® EU had a discernible influence on the design and application of conditionalities

® Leverage in pulling together and accelerating a multi-donor package

® Evidence of signalling and confidence building

® Lessons for future operations

10.1 Financial added value

The MFA was initially requested in 2010 to help the country deal with the economic
impact of the 2008-9 global financial crisis and the political instability affecting the
Kyrgyz Republic in the first half of 2010. It was however eventually disbursed in 2015
- 16. Despite the significant delay in the approval and implementation of the MFA, the
Kyrgyz authorities generally recognised that it “came at the right moment”, was "“still
relevant”*?® and that it contributed to alleviating the financing pressure facing the
country during 2015 - 16. From late 2014, there were several factors creating
economic uncertainty and vulnerability, including: (1) the economic slowdown in
Russia; (2) wide swings in gold production; (3) decreasing gold prices; and (4) the
termination of recurring funding from the US (brought about by the closure of the
Manas logistical airbase used by the US for its operations in Afghanistan). In 2015 -
16 the Kyrgyz economy was thus highly vulnerable to external shocks and faced with
a precarious balance of payments situation.

Additionally, as mentioned previously (Section 5), the size of the MFA operation (EUR
30 million) corresponded to about 0.3 percent of Kyrgyzstan’s GDP in 2015 and 2016
respectively. The main attractiveness of the MFA versus alternative sources of
financing was its highly concessional terms, which could have generated significant
fiscal savings for the Kyrgyz government, thus increasing the financial value added of
the instrument.

In the above context, the MFA has therefore provided Kyrgyz authorities with some
fiscal breathing space at an important moment when the country was faced with
various economic difficulties as well as preparing for parliamentary elections. More
broadly, the MFA signalled to the region the EU’s commitment to supporting countries,
like Kyrgyzstan, that embark on a clear path of reform in moments of economic
difficulties.

Conclusions

The size of the MFA operation (EUR 30 million) corresponded to about 0.3 percent of
Kyrgyzstan’s GDP in 2015 and 2016 respectively — not a negligible amount. The highly
concessional terms at which the MFA was provided, generated significant fiscal savings for the
Kyrgyz government. This is to some extent testament to the financial added value of the
instrument. Moreover, the MFA provided Kyrgyz authorities with some fiscal breathing space at
an important moment when the country was faced with various economic difficulties as well as
preparing for parliamentary elections.

120 |nterviews with Kyrgyz authorities.

February 2019 66




Ex-post evaluation of Macro-Financial Assistance operation to the Kyrgyz Republic over
the period 2013 - 2016

10.2 Social added impact

The EU MFA to Kyrgyzstan mainly focused on short-term economic adjustment and
reform. The MFA operation nonetheless built on existing EU external financing
instruments (see Section 9) that aim to support the Kyrgyz Republic’s longer-term
commitment to values shared with the EU (including democracy, the rule of law, good
governance, respect for human rights, sustainable development, and poverty
reduction) as well as its commitment to the principles of open, rule-based and fair
trade!?!. As such, given the timing of the first disbursements, the EU MFA was also
considered, at the political level, as an expression of the EU’s support for electoral
reform (ahead of the parliamentary elections that were held in October 2015) by
allowing for the introduction of new voting technologies.

Further, though the EU MFA was not designed to promote social reform directly, it
provided the EU with leverage to prevent the enactment of various contested
legislations, notably the ‘anti-LGBTI’ and ‘foreign agents’ laws. Interviews conducted
with EU and Kyrgyz stakeholders (see Section 6) confirm that the MFA played an
important role in driving the Kyrgyz government to retract on the passage of these
laws. However, other international donors, local NGOs, and civil society organisations
led much of the advocacy work on the ground. The precise added value of the MFA in
this area is therefore difficult to conclusively establish.

Conclusions

The MFA operation provided the EU with (added) leverage to prevent the enactment of various
contested legislations, notably the ‘anti-LGBTI’ and ‘foreign agents’ laws. To this end, the added
contribution of the MFA was high and potentially on par with that generated from various
actions undertaken by other donors (e.g. WB, ADB, USAID) and the civil society who were also
very active on this front.

10.3 Added impact on the promotion of (economic) reforms

The MFA conditions / reforms were judged necessary at the time of its negotiation
with Kyrgyz authorities. As discussed previously, the MFA reform package was
designed to address structural weaknesses constraining economic growth. Moreover,
the MFA conditionalities were closely aligned with the reform priorities of the Kyrgyz
government and those that underpinned existing EU support programmes (e.g.
existing budget support operations). PFM reforms, for instance, were central to the
disbursement of specific EU support packages, including Sector Reform (discussed in
more detail in Section 9). Additionally, the reforms were designed in close
coordination with the international donor community. MFA reforms aimed to
supplement reform efforts driven by the likes of the IMF and the WB.

In essence, the key added value that was expected of the EU MFA was to help create
an appropriate macroeconomic and structural reform framework, that was capable of
increasing the effectiveness of the actions financed through other EU/international
instruments. The extent to which this has been achieved is not clear-cut. With the
numerous procedural delays surrounding the officialisation and disbursement of the
MFA package, the EU’s added value was arguably reduced!??. As such, the Presidential
Administration was particularly vocal in expressing their disappointment at the delays
surrounding the implementation of the EU MFA. The former Kyrgyz President
Atambayev was reported to be “very confused” and “not believing anymore that the
MFA funds would be disbursed.”*?* As such, he was publicly advertising that the EU

12 European Parliament (2013) ‘Decision No 1025/2013/EU of the European Parliament and of the Council of

22 October 2013 providing macro-financial assistance to the Kyrgyz Republic.’
122 |nterviews with EU officials, the EU Delegation and Kyrgyz authorities.

123 European Commission (2013) ‘Staff report on mission to the Kyrgyz Republic.’
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'’

“could not deliver on its promises,’
regional partners and to join the Eurasian Economic Union

and was reiterating the need to rely more on
124

Conclusions

EU added-value was apparent in reinforcing the promotion of structural reforms in several
priority areas. The MFA conditions generally supplemented the numerous actions already
undertaken by key international donors, such as the IMF. This reinforced the rationale for
certain adjustment measures and the need to advance reforms swiftly in targeted sectors.

However, with the numerous procedural delays encountered, however, the overall EU added
value was arguably reduced. These delays were believed to have adversely impacted the extent
of awareness / visibility surrounding the operation

10.4 Added leverage from coordination with international donors

As noted previously (Section 5), the EU established a strong level of coordination with
the international donor community to help inform the structural reform package that
would accompany the MFA operation. Specifically, interviews with EU officials and
representatives of the donor community confirm a strong collaboration between the
EU, the IMF and the WB, notably on PFM, banking and trade policy reforms. The
overlap could have helped achieve further leverage for the donor community to
advance the necessary reforms.

However, while reforms were complementary in some areas, the degree of reform
interdependence or cross-conditionality among the respective support programmes
was minimal. Owing to this, the extent to which the MFA brought about added
leverage for the donor community to drive reforms may have been limited. As such,
there were certain areas where reform ownership (among Kyrgyz authorities) was
reported to be low, such as PFM and banking. Various projects led by the IMF, such as
the Financial Management Information System (FMIS) and the Banking Code, were
not materialising.

Conclusions

The degree of reform interdependence between the EU MFA and other donor programmes was
not significant, suggesting that, while MFA reforms helped supplement some of the actions
already undertaken by other donors (notably the IMF and the WB) on the ground, the extent of
its influence (in terms of added leverage) on the overall reform package driven by the
international community may have been limited.

10.5 Signalling effect to civil society and the general population

Previous ex-post evaluations of MFA operations suggest that the real added value of
the MFA operations from the perspectives of recipient countries is the political
signalling effect (“seal of European approval”) associated with the stabilisation /
macroeconomic recovery programmes that are put in place and, eventually, the
resulting confidence-boosting effects for civil society, the wider donor community and
the private sector.

On that front, the general consensus is that there was little visibility of the MFA.
Evidence gathered during stakeholder interviews and a workshop with development
partners indicates that the EU MFA did not “catch eyes and ears” among civil society
and the general population. As such, publicity surrounding the EU MFA was negligible,
and consequently, awareness/understanding of the operation was minimal.

It was, however, remarked that other EU programmes, notably those targeted at
specific reforms (e.g. electoral system, rule of law, democracy, etc.), tend to be more
widely covered and have sparked greater interest over the years among local
stakeholders and the general public. As such, it has proved easier to promote such
programmes/projects as the objectives/intended outcomes of the assistance offered

124 Interviews with EU officials
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are clearer and “more targeted”!?®>. On the contrary, conditions associated with the EU
MFA were viewed as “too technical” and difficult to convey to “laymen.”

The MFA’s added contribution, notably in terms of boosting the EU’s external image
and reiterating its commitment to supporting the Kyrgyz authorities in their reform
efforts to ensure sustainable political, economic and social development in the Kyrgyz
Republic, would thus appear to have been negligible in the long-term, in particular in
comparison with other EU development cooperation instruments.

The actual disbursement of the MFA nevertheless had a significant positive impact on
bilateral political relations, as it (coincidentally) came at a politically important
moment ahead of parliamentary elections, when the country was also experiencing
economic difficulties.

Conclusions

There was little awareness of the EU MFA in Kyrgyzstan, which may have been the result of the
numerous procedural delays that characterised the design / implementation of the operation.
The extent to which the EU MFA helped to boost the EU’s external image and/or to reiterate its
commitment towards supporting the Kyrgyz government in its reform efforts could therefore be
considered limited.

10.6 Confidence boosting effect on the private sector

There is no clear-cut evidence of the extent of investor / business confidence-boosting
brought about by the MFA operation. Owing to little coverage and poor visibility of the
operation among the private sector / business community, one can safely assume that
the MFA did not entail concrete effects on business / investor confidence. Views
gathered form the International Business Council (IBC) and a large-scale
telecommunications provider'?® corroborate this claim.

Conclusions

There was no evidence of confidence boosting effects on the private sector as a result of the EU
MFA, potentially owing to little coverage and poor visibility of the operation.

125 \Workshop with development partners.

An EU-based provider, with headquarters based in the Netherlands, is one of the largest suppliers of
telecommunications services in Kyrgyzstan. They explained that they were aware of the MFA operation but
recognised that very few entities within the business community would have been aware of the MFA
operation.

126
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11 Coherence

Question 6: Were the measures of the MFA operation in line with key principles, objectives and
measures taken in other EU external actions towards Kyrgyz Republic?

11.1 Policy frameworks and principles

EU funding to Kyrgyzstan stems primarily from the Development Cooperation
Instrument (DCI) and the EU’s regional and thematic programmes (targeted at Central
Asia), including: the European Initiative for Democracy and Human Rights (EIDHR);
the Civil Society Organisations / Local Authorities Thematic Programme; and the
Thematic Programme for Global Public Goods and Challenge®?’.

In addition, to date, the European Commission has supported the Kyrgyz
government’s reforms through six budget support (BS) operations, including the MFA.

11.1.1The Development Cooperation Instrument (DCI)

Since 2007, the EU provides development support to Kyrgyzstan through the DCI.
Within this support framework, the EU is expected to channel a total of EUR184 million
(in the form of aid and grants) to Kyrgyzstan over the period 2014 - 2020*%,

The EU’s development support, through the DCI, is closely aligned to Kyrgyzstan's
national strategies, including the ‘National Strategy for Sustainable Development’
(NSSD) 2013 - 2017 and the government's ‘Programme and Plan on Transition of the
Kyrgyz Republic to Sustainable Development’ 2013 - 2017. It thus focuses on driving
reform in the following areas: (1) the rule of law; (2) education; and (3) integrated
rural development. Specific activities undertaken in each of these areas are set out in
Box 7 below.

Box 7 Specific reforms driven by EU development support

Rule of law

In this area, a EUR13.5 million support programme is currently in place. It is being run by EU
Member States’ public bodies and is primarily aimed at fighting corruption and protecting
citizens’ rights by “building the capacity of oversight bodies, supporting reform of the judiciary
and strengthening civil society organisations and the media.” In the context of the 2017
presidential elections, a EUR13 million programme was put in place to strengthen the efficiency
and integrity of the Kyrgyz electoral system. More recently, a new programme was established
in view of providing “continued support to improving the legislative process and promoting
judicial reform.”

Education

Most EU assistance in the education sector is delivered via budget support. A EUR70 million
support programme is currently in place and seeks to help the Kyrgyz government in
implementing its Education Sector Strategy, newly revised in 2016. Specifically, EU support is
targeted at supporting the Kyrgyz government in managing public finances dedicated to the
sector. More broadly, the EU also support the government in implementing educational reforms,
notably those focused on with a particular focus on girl pupils and children with special needs.

Integrated rural development

In this area, the EU supports the improvement of social protection systems in rural areas
specifically. In 2014, a EUR30 million sector policy support programme (focused on social
protection and public finance management) was established. The programme is aimed at
“setting up more effective social protection and social insurance systems and compensating for
cuts in social benefits and pensions and delays in payments.” Additionally, it focuses on
“improving childcare, targeting benefits, and establishing effective decentralised social services
for vulnerable families and children.” More recently, in 2016, addition, in 2016 a new

*

*xxxx European Commission — see https://ec.europa.eu/europeaid/countries/kyrgyzstan_en
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programme was put in place in view of promoting “income-generating activities and the
provision of essential services in rural areas.”

Sources: European Commission; EEAS

11.1.2 Regional and thematic support
11.1.2.1 Regional Indicative Programme (RIP) for Central Asia

Ove the period 2014 - 2020, the EU will be allocating EUR255 million to regional
cooperation projects in Central Asia (including Kyrgyzstan)!?°. Under this framework,
the EU provides support in areas related to energy, water, the environment, socio-
economic development, and regional security (e.g. through greater integrated border
management and drugs/crime prevention)!*°. The RIP also foresees the establishment
of a Technical Assistance Facility (TAF), focusing on institutional, administrative, legal,
economic reform and trade issues.

11.1.2.2 Investment facility for Central Asia (IFCA)

Through the Investment Facility for Central Asia (IFCA), which was set up back in
2010, the EU seeks to back the priorities of partner governments in the Central Asian
region and support them in undertaking priority investments that are capable of
driving inclusive and sustainable growth. The IFCA aims at leveraging funds with
eligible Financing Institutions for such investment projects, including the European
Investment Bank (EIB) and the European Bank for Reconstruction and Development
(EBRD).

To date, this has generally been done through the use of ‘blending,” where grants from
the EU (via IFCA) have been provided in conjunction with loans offered to Kyrgyz
beneficiaries to fund vital infrastructure projects across the country on more affordable
terms. This includes financing towards the rehabilitation and upgrading of solid waste,
waste water and water management infrastructure in the country’s largest cities.
Specifically, over the period 1991-2013, the EBRD has lent a total of EUR548 million
to the Kyrgyz Republic, of which EUR134 million were loans approved in 2013. The EIB
which only started operating in the Kyrgyz Republic in 2014 has approved / is
expected to approve three loans, amounting to a total of EUR120 million, to the
Kyrgyz government.

11.1.2.3 Various thematic programmes

The aforementioned support is further complemented by the use of the EU's thematic
instruments, notably the Instrument contributing to Stability and Peace (IcSP), the
European Instrument for Democracy and Human Rights (EIDHR), the Nuclear Safety
Instrument (NSI) and global education support and exchange programmes such as
ERASMUS +. For the period 2014 - 2020 the EU’s global envelope for EIDHR amounts
to EUR1.3 billion and for IcSP EUR2.3 billion. For ERASMUS+, a separate regional
envelope of EUR115 million is available. Over the period 2008 - 2013, an average
annual amount of EUR3.8 million was disbursed to fund IcSP projects, while
EUR705,000 was paid to EIDHR projects.

11.1.3 Humanitarian aid

In recent years, the EU has also provided food aid and emergency relief to
Kyrgyzstan. As such, between 2007 and 2011, an average of EUR1.8 million was paid
out in food aid from the DCI’'s thematic food budget line. In 2010, humanitarian
assistance was provided by the Directorate-General for European Civil Protection and
Humanitarian Aid Operations (DG ECHO) to the population affected by the inter-
community violence in the south of the country. Though there are no ongoing ECHO
relief programmes in the Kyrgyz Republic, the country is covered by a Disaster-

129 European Union External Action (2018) ‘EU-Kyrgyz Republic relations.’

130 European Union External Action (2015) ‘European Union — Kyrgyz Republic Cooperation for Development.’
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Preparedness ECHO (DIPECHO) action plan for Central Asia and South Caucasus. The
programme aims to increase awareness, preparedness and response capacities, and
general resilience to natural disasters, at community, national and regional levels.

11.1.4 Budget support operations

Since 2010, the European Commission has supported the Kyrgyz government’s
reforms through six budget support (BS) operations. Collectively, these programmes
amount to more than EUR100 million. The programmes vary in scope and size:

* Three programmes have supported reforms on social protection, though with a
particular focus on social assistance payments and public finance management.
They relate to the first (2011 - 12), second (2012 - 14) and fourth (2015 - 17)
programmes and, collectively, amounted to nearly EUR50.0 million.

e Two others, the third (2013 - 15) and fifth (2016 - 18) programmes, have
supported the implementation of the country's Education Sector Strategy 2012
- 2020 (which promotes a more inclusive and efficient education system). The
two programmes amounted to about EUR41.0 million.

* The sixth programme (2016 - 18) supports electoral reform towards a more
credible, inclusive and transparent electoral system. Disbursements
provided/envisaged under this programme amount to a total of about EUR11
million.

Furthermore, Kyrgyzstan received EUR30 million in macro financial assistance that
was disbursed in separate tranches in 2015 and 2016 respectively.

Conclusions

The EU offers support to Kyrgyzstan through various instruments, such as: the Development
Cooperation Instrument, the Regional Indicative Programme (RIP) for Central Asia, the
Investment Facility for Central Asia (IFCA), and various other thematic programmes,
humanitarian and budget support operations respectively.

11.2 Coherence with other EU programmes and initiatives
11.2.1General/wider objectives of EU support
11.2.1.1 The Partnership and Cooperation Agreement (PCA)

The PCA provides the legal framework for EU - Kyrgyz Republic cooperation and
bilateral relations. The Agreement rests on three main pillars of cooperation and
intended, long-term outcomes (of EU assistance) in a variety of sectors, such as
social, finance, science, technology and culture:

* Political dialogue. The PCA sets the values which both the EU and Kyrgyz
Republic are required to adhere to (e.g. respect of human rights and
democracy). Additionally, it recognises the need for a political dialogue at
several levels, including at the ministerial, parliamentary and, civil servants’
levels. The ultimate objective is to help Kyrgyzstan consolidate its democracy,
increase the convergence of positions on international issues of mutual concern,
and foster security and stability in the region.

* FEconomic relations. Through the PCA, the EU commits to helping Kyrgyzstan in
its transition to a market-based economy. For instance, a mutual most-
favoured-treatment for the trade of goods (Article 8 of the Agreement) was
introduced between the EU and Kyrgyzstan in view of increasing trade and
investments and fostering more sustainable economic development.

* Cooperation on development. This underpins the nature/scope of EU assistance
to the Kyrgyz Republic. As per Article 45 of the PCA, support is to be channelled
to a variety of sectors, including economic and social development, human
resources development, support for enterprises (including privatisation,
investment and development of financial services), agriculture and food, energy
and civil nuclear safety, transport, tourism, environmental protection and
regional cooperation.
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11.2.1.2 The EU Strategy for a New Partnership with Central Asia

The EU Strategy for a New Partnership with Central Asia was adopted by the European
Council on 21-22 June 2007 “in recognition of the increasing importance of Central
Asia for EU interests relating to security, stability, governance and energy
diversification.”*3!

The Strategy builds on existing instruments, including the Partnership Cooperation
Agreement, the Trade and Cooperation Agreements (where these are still in force),
the EC Regional Assistance Strategy Paper 2007 - 2013, Indicative Programmes 2007
- 2010, and various thematic assistance programmes, such as, the European
Instrument for Democracy and Human Rights. It sets out priorities for EU cooperation
with the region as a whole, notably cooperation in the fields of human rights, rule of
law, good governance and democracy; education; economic development; trade and
investment; energy and transport; environmental policies; common threats and
challenges; and intercultural dialogue.

The Strategy was last reviewed in 2015. It was concluded that the long-term priority
areas set out in the Strategy remain relevant for European engagement in the region,
though the EU should seek “to have more of an impact by focusing in a few specific
areas” and thus be able to bring about sustained, long-term positive change that can

successfully reshape Central Asian societies!2.

11.2.2MFA in the context of the overall EU support package
11.2.2.1 MFA and wider EU support

Decision No 1025/2013/EU pertaining to the provision of macro-financial assistance to
the Kyrgyz Republic indicates that the MFA operation is intended to restore the
country’s external finance situation and promote a policy programme that is capable of
driving strong adjustment and structural reform and, over the longer term, to
“improve the balance of payment position [...] and reinforce the implementation of
relevant agreements and programmes with the Union.”**3® To ensure consistency with
the EU’s external policy towards the Kyrgyz Republic, the EU MFA to Kyrgyzstan was
therefore designed with consideration for reforms that could support the Kyrgyz
Republic’s longer-term commitment to values shared with the Union (as set out in the
PCA and the Union Strategy for Central Asia (2007 - 13)), including democracy, the
rule of law, good governance, respect for human rights, sustainable development, and
poverty reduction, as well as its commitment to the principles of open, rule-based and
fair trade.

Though the EU MFA did not directly target the aforementioned areas of social reform,
it provided the EU with leverage to prevent the enactment of the ‘anti-LGBTI’ and
‘foreign agents’ legislations, both judged contradictory to EU/ international human
rights laws/principles. In that regard, the EU’s efforts were complemented by those of
the EU Delegation, other international donors (e.g. the USAID, United Nations, WB)
and local NGOs and civil society.

11.2.2.2 MFA and other budget support programmes

As depicted in Figure 20 below, over the period 2012 - 2016, between 30 and 50 per
cent of EU assistance to the Kyrgyz Republic was delivered in the form of budget
support or MFA grants.

131 EEAS (see: https://eeas.europa.eu/headquarters/headquarters-homepage/4939/eu-strategy-for-a-new-

partnership-with-central-asia---implementation_en0

132 European Parliament (2016) ‘Motion for a European Parliament Resolution on implementation and review
of the EU-Central Asia Strategy.”

183 European Parliament (2013) ‘Decision No 1025/2013/EU of the European Parliament and of the Council of
22 October 2013 providing macro-financial assistance to the Kyrgyz Republic.’
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Figure 20. EU external aid to Kyrgyzstan, by type, over 2010 - 2016 (in EUR million)

5
30

2010 2011 2012 2013 2014 2015 2016

MFA loan disbursements
M Total EU external aid to Kyrgyzstan (except MFA loans)
m MFA grant disbursements

M EU budget support operations

Source: Annual Report on the implementation of the European Union’s instruments for
financing external actions and DEVCO disbursement data. Please note that there is
little information available on the types of EU aid provided to Kyrgyzstan prior to
2012,

An important objective of EU assistance deployed via the MFA and other budget
support instruments has been to help stabilise Kyrgyzstan’s macroeconomic situation,
while encouraging the necessary reform process. As mentioned previously, in addition
to the MFA, Kyrgyzstan benefited from six other budget support programmes over the
period 2011 - 16 - also referred to as Sector Reform Contracts (SRCs). Some are still
ongoing.

SRCs have generally focused on social reforms in specific areas/sectors (e.g. social
protection, education, electoral system). Nonetheless, there is some degree of
consistency between the SRCs and the EU MFA as regards certain reform areas
prioritised for Kyrgyzstan. As such, most of the earlier SRCs'** included general PFM
conditions (upon which the release of funding was conditional). Specific references to
PMF reform(s) are made in individual SRCs**®. For instance, SRCs in the sectors of
social protection and education included specific PFM conditions (for the disbursement
of the ‘variable’ tranche), notably in the following sub-areas: Medium-Term Budget
Framework / policy-based budgeting; transparency of budget processes; internal
audit; budget preparation processes and public investment management.

Table 9 overleaf outlines specific areas (highlighted in blue) whereby the reform steer
of the SRCs and the EU MFA is closely aligned.

134 The EU Delegation indicated that there was no reinforcing between the MFA and SRC conditions over the

period 2015 - 16.

135 The full list of criteria to be eligible for budget support include: (1) a well-defined national or sectorial
development or reform policy and strategy; (2) a stable macroeconomic framework; (3) good public financial
management or a credible and relevant programme to improve it; (4) transparency and oversight of the budget
(budget information must be made publicly available).

See https://ec.europa.eu/europeaid/node/13967
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Table 9. Detailed comparison of MFA and EU budget support programme conditionality

Reforms Sector Policy Sector Policy Support to the Sector reform Education Strengthening
Support Support Programme: reform of the contract Sector Democracy

Programme: Social Protection and education sector Social Reform through Electoral
Social Sector Public Finance in the Kyrgyz Protection Contract Reform - Sector
U ELET Republic Kyrgyzstan Reform Contract

1 1
PFM iV PV Vv \Y Vv Vv V  (only general
- - condition)
I I
PFM -  Medium-Termi V. iV v v Y Y
Budget Framework / Policyi -
based budgeting - -
1 1
PFM - PEFA i i
1 ]
PFM - Accounting, reporting: \Y i
/ Treasury Management; i
Information System /i -
Financial Management] -
Information System - -
1 ]
PFM - External auditing Y i
T T
PFM - Transparency ofi Y Vv
budget processes i :
T T
PFM - Internal audit i Y Vv Vv Vv Vv
] ]
PFM - Budget preparation: V i Vv V
processes r -
T T
PFM - Public Investment i Vv Vv
Management i :
T T
Banking sector iV i
T T
Trade policy: application ofi V i
WTO commitments i ]
T T
Investment and businessi V i
environment - -
T T
Education sector i i V V
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Reforms Sector Policy Sector Policy Support to the Sector reform Education Strengthening
Support Support Programme: reform of the contract Sector Democracy
Programme: Social Protection and education sector Social Reform through Electoral
Social Sector Public Finance in the Kyrgyz Protection Contract Reform - Sector,
Management Republic Reform Contract
Electoral reform i i Vv
I I
Social sector i Y Vv V
T T
National statistics i i V

Source: MFA and DEVCO documentation
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11.2.3 The extent to which the MFA operation complemented
external/international support programmes

The EU MFA is generally intended to supplement the assistance provided by the IMF
(in the context of an ECF arrangement) as well as other donors. Specifically, its
disbursement is generally conditional upon “a satisfactory track record in the
implementation of the [..] IMF credit arrangement” as well upon a “positive
assessment [...] of progress made with respect to economic stabilisation and structural
reforms.”'*® For this reason, MFA conditionalities often complement the reform
package associated with the IMF’s arrangements with beneficiary countries. Further,
the WB’s Development Policy Operations (DPOs) — DPO I and II - have focused on
reform areas that bore some degree of similarity with those emphasised by the EU
MFA. For instance, some of the core objectives of DPO I, comprised: “improving public
sector accountability and efficiency in the management and use of public resources;”
“sharpening competitiveness and enhancing the attractiveness for private investment
[...]1; and improving the environment for development of private businesses,” notably
through reforms in the banking sector'®’. In the same vein, DPO II, focused on “the
promotion of sustainable growth through more accountable use of public resources
and an improved environment for doing business.”*3®

More generally, it can be said that the areas of structural conditionality on which EU
MFA (to a particular beneficiary country) is based are more widely determined through
on-going cooperation with the international donor community, generally to avoid
duplication and to supplement and increase the effectiveness of actions financed via
other donor programmes in priority reform areas. PFM reforms, for instance, were
designed to complement efforts in the area already being made, in the context of the
Multi-Donor Trust Fund (MDTF), by the EU, various EU/EEA Member States (notably:
Sweden (SECO), Switzerland (SIDA), the UK (DFID)), and several international donors
(namely the IMF and the WB). Similarly, the reform pertaining to the banking sector
was coordinated with certain IFIs, notably the IMF. As such, while the EU MFA focused
on amending banking regulations and strengthening the central bank’s early
intervention and resolution powers, the IMF programmes pushed for reforms designed
to increase the central bank’s autonomy/independence.

Table 10 overleaf provides a high-level comparison of focal reform areas driven by the
EU, via the MFA, and key donors, such as the IMF and the WB, through their
respective support programmes in Kyrgyzstan. It is worth noting that, while reform
efforts were aligned and there was some degree of commonality in terms of the
reform areas covered by the IMF, other key donors (e.g. WB), and the EU, there was
little overlap/interdependence across specific conditions (i.e. actions induced by the
MFA did not directly influence/contribute to the progress of specific IMF/WB
conditions/reforms).

136 European Commission (2013) ‘Macro-financial assistance for the Kyrgyz Republic: Grant and Loan from

the European Union of up to EUR 30 million - Memorandum of Understanding between the European Union
and the Kyrgyz Republic.’

137 World Bank (2017) ‘Kyrgyz Republic Programmatic Development Policy Operations | and Il.’
138 World Bank (2017) ‘Kyrgyz Republic Programmatic Development Policy Operations | and IlI.’
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Table 10. Comparison of MFA, IMF and WB conditionalities

Areas of focus MFA IMF 2011 IMF 2015 WB DPO 1 WB DPO I1
PFM - Medium-Term Budget Framework \

PFM - PEFA Vv

PFM - Accounting, reporting / Treasury Management Information System /

Financial Management Information System V V V

PFM - External auditing V

PFM - Internal auditing \
PFM - Budget consolidation Y

PFM - Budget law V

PFM - Debt management V

PFM - Public Investment Management V

PFM - Public Procurement Vv Vv V
PFM - Structure of the MoF Vv

PFM - Budget discipline / transparency V V
Banking sector — Banking Code / Law V V Vv

Banking sector - AML V \

Banking sector - Crisis Management and Bank Resolution Y V

Banking sector - De-dollarisation of the financial sector Vv

Banking sector - Level playing field across banks \Y

Banking sector - Macroprudential regulation V

Banking sector - Supervision V V \Y/
Banking sector - Small and medium enterprise access to finance and leasing

Banking sector - Reinforcement of the NBKR'’s supervisory function \Y
Banking sector — Strengthening of the Deposit Protection System Vv
Banking sector - Access to finance V
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Areas of focus MFA IMF 2011 IMF 2015 WB DPO 1 WB DPO II
Trade policy - application of WTO commitments \

Investment and business environment - startup and operations \

Investment and business environment — Reduction of red tape V

Investment and business environment — Deposit protection arrangements \
Investment and business environment - Business inspections \ \

Investment and business environment - Increased accountability of

executive directors \%
Energy sector \Y \ \
Fiscal policy - Expenditure management V
Public administration reform \Y
Social protection V
VAT / Tax policy / Tax administration reform/ Customs valuation V V
Governance / anti-corruption V V
Judicial reform Vv Vv
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Conclusions

The evidence gathered suggests that the MFA was coherent with key principles, objectives
and measures taken as part of other EU external actions towards Kyrgyzstan.

The determination of the amount of the MFA was based on a complete quantitative
assessment of the Kyrgyz Republic’s residual external financing needs, its capacity to finance
itself with its own resources, the extent of financing provided by the IMF, the WB, and
multilateral donors, as well as the pre-existing deployment of other of the EU’s external
financing instruments, including the added value of the overall Union involvement.

There was also coherent alignment of MFA conditionalities / reforms with other EU and
international donor support programmes, notably in the PFM and banking areas.
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12 Social Impact Analysis
12.1 Introduction

As part of this evaluation we conducted a Social Impact Analysis (SIA) to evaluate the
contribution of the EU’s macro-financial assistance (MFA) operation towards the social
situation in the Kyrgyz Republic.

The European Commission disbursed EUR 30m (about $33m) over 2015 - 2016 to the
Kyrgyz Republic under an MFA operation which was designed to support and stabilise
the Kyrgyz economy. This MFA operation complemented an IMF rescue package of
about $92.4m provided to the Kyrgyz Republic under the Extended Credit Facility
(ECF) programme which began in April 2015. Other key events include the signature
of the Memorandum of Understanding (MoU), the Loan Facility Agreement and the
Grant Agreement (October 2014).

The Memorandum of Understanding (MoU) which was signed prior to disbursement of
the MFA had no explicit conditions on social outcomes in Kyrgyz Republic. Moreover,
the funds provided were in the form of budgetary support and, as such, none of the
funds were earmarked for any particular social programmes.

The absence of any explicit social conditions in the MoU presents a challenge with
respect to the assessment of the social impact of EU’s MFA operations. In light of this
challenge, the conceptual framework adopted in the SIA entails the identification of
(1) potential direct impacts of the MFA; and, (2) various channels through which social
impacts might be realised.

The direct effects considered in the analysis include changes to business and investor
confidence/behaviour, funding provided for public policies and regulatory/structural
reform. On the latter point, the SIA assesses the extent to which structural reform has
occurred and has alleviated issues, such as corruption and inefficiency. This direct
impact also concerns potential legislation which was discouraged by the EU (and
eventually dropped), such as the ‘anti-LGBTI’ and ‘foreign agents’ draft laws. The
evidence gathered indicates that the EU’s diplomatic efforts contributed to stopping
the passage of the two bills.

The SIA considers the labour market, changes to nominal variables (e.g. exchange
rates, inflation), the Kyrgyz social fund and developments in public reform as key
channels of causation. With consideration to these putative direct impacts and
channels, the selected social indicators are analysed to determine whether there is
any empirical evidence of social impact or ‘cushioning’ from the socio-economic crisis.
Indicators assessed include:

* the job creation rate;

* the national unemployment rate;

* Jevels of unemployment, employment and economic inactivity among the
working age population;

* real wage growth (both regional and national);

* spending on the social fund and social benefit programmes;

* education enrolment rates and outcomes;

* the number of healthcare facilities (changes over time);

¢ inflation and the cost of living; and

* national and regional poverty rates.

Wherever possible, detail on how the MFA was spent is incorporated in the analysis.
However, the extent to which MFA-use can be traced is highly limited. Thus, the
analysis contained in the annex draws on economic theory where evidence is
unavailable.
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12.2 Conclusions

In summary, this analysis has sought to evaluate the contribution of the EU’s macro-
financial assistance programme towards the social situation in the Kyrgyz Republic.
We have investigated this question by assessing several channels through which a
package of the MFA’s nature affects the social situation in a country. Such channels
included: (1) the labour market; (2) nominal variables affecting the cost of living; (3)
the Kyrgyz social fund (in addition to education and health spending); and (4)
developments in public/legislative reform.

Using a counterfactual analysis approach, we compared what happened to the Kyrgyz
Republic’s social situation during and after the MFA operation (the baseline case)
against two alternative scenarios. These alternatives reflect what would have
happened if there had been no MFA operation (Alternative 1) and what would have
happened if there had been neither MFA nor support from the IMF via the ECF
(Alternative 2).

Evidence from the counterfactual analysis suggests that the social consequences
stemming from the absence Macro Financial Assistance provided to the Kyrgyz
Republic (Alternative 1) would have been relatively minor and contained (in absolute
terms and relative to Alternative 2). While the shortfall would likely have put pressure
on the account of the Central Bank and resulted in some cuts to government
procurement of non-essential items (most probably less than EUR 30 million
corresponding to the total MFA envelope), it seems likely most core policies relating to
the social situation would have been unaffected by the absence of Macro Financial
Assistance. It seems unlikely there would be many visible impacts on the labour
market, the cost of living and provision of key public services (e.g. health, education,
pensions).

However, the pressure placed by the EU on the Kyrgyz authorities to reject key
legislative proposals had positive impacts on civil society and social justice. By
preventing the enactment of the ‘foreign agents’ law, the EU MFA operation supported
local NGOs and their causes (many concentrating on the poverty reduction and human
rights protection). Further, by preventing the passage of the anti-LGBTI bill, the EU
helped stop a potentially very disruptive legislation that would have infringed
fundamental human rights, notably of minorities.

With respect to the second counterfactual (no MFA and IMF), evidence suggests that
the social consequences would have been more severe. The considerable shortfall in
budget support, exacerbated by the withdrawal of other IMF-dependant donor(s),
would impact the economy considerably. The withdrawal of financial support would
have likely necessitated less favourable external support and sharper cuts in public
spending. Consequently, the scale of the shortfall means that real and visible impacts
on the labour market, the cost of living and provision of key public services (e.g.
health, education, pensions) would have been observed. In the absence of
international macroeconomic support, the gloomy economic outlook would put
downward pressure on the currency. This in turn would be expected to generate
inflationary pressures in key commodities. It is not unlikely that, under such
conditions, volatility in consumer prices would persist, negatively impacting the cost of
living and poverty.
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13 Debt Sustainability Analysis
13.1 Introduction

As part of this evaluation we also conducted a debt sustainability analysis (DSA) to
evaluate the contribution of the EU’s macro-financial assistance (MFA) operation
towards the sustainability of public debt in the Kyrgyz Repubilic.

The European Commission disbursed EUR 30m (about $33m) over 2015 - 2016 to the
Kyrgyz Republic under a MFA operation which was designed to support the Kyrgyz
economy by facilitating their efforts to restore external financial sustainability and to
alleviate balance of payments issues. The MFA was disbursed in four tranches:

e aEUR 10m grant on 11 June 2015,

* aEUR 5m loan on 15 October 2015,

* a EUR 5m grant on 10 February 2016, and
* aEUR 10m loan on 13 April 2016.

This MFA operation complemented an IMF rescue package of about $92.4m provided
to the Kyrgyz Republic under the Extended Credit Facility (ECF) programme which
began in April 2015. Some of the funds from the IMF programme were disbursed over
a three-year period starting with about $26.8m in 2015, $26.6m in 2016, and $26.5m
in 2017, with the final tranche not disbursed. These programmes provided specific
budget financing which likely boosted demand, but also broader support to the Kyrgyz
economy in the form of improved investor confidence in the economy that comes with
receiving international financial support, and enacting economic reforms agreed with
international partners such as the EU and the IMF. Given the existence of some
coordination in the designing and implementation of these two programmes, and the
IMF’s central role in stabilising the Kyrgyz economy, our analysis also refers to the
IMF’s ECF programme, although the focus of this evaluation remains with the MFA
operation.

We evaluate the MFA’s contribution using a counterfactual analysis approach in which
we compare what happened to debt sustainability following MFA fund disbursements
against what would have happened if the MFA operation was not in place.

We also assess what would have happened to key debt-burden indicators in case the
government response to the absence of MFA funds had been to simply cut non-
protected public spending. For this, we analyse debt-burden indicators and
macroeconomic variables which influence the path of a country’s debt and its capacity
to manage its debt sustainably in the medium term to long term. In reality, assuming
that the scale of cuts would have been probably mitigated to some extent by other
options that are not mutually exclusive, these estimates show the most pessimistic
scenario.

From a technical point a government is solvent if the present value of its future
primary balances is at least as large as its public debt stock. This suggests that
looking at a country’s ability to service its public debt as per the debt’s contract is a
good starting point to assess debt sustainability. The ability to service debt is reflected
in the debt-burden indicators we choose to proxy a country’s capacity to meet debt
obligations. Debt burden indicators of interest include ratios of debt stock and debt
service relative to a country’s capacity to repay, commonly represented by GDP and
fiscal revenue. The debt burden indicators we assess include: (1) the present value of
public debt to GDP ratio; (2) the present value of public debt to fiscal revenue ratio;
and (3) the public debt service to fiscal revenue ratio.

These indicators are identified in the IMF DSA framework as relevant for public sector
debt. Debt stock is assessed in present value terms as opposed to nominal terms
because the present value measure accounts for the concessional component that is
generally present and substantial in size in financing extended to low-income countries
such as the Kyrgyz Republic. By comparing how these indicators responded to the MFA
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operation against how they would have evolved if the MFA was not in place (the
counterfactual case), we can estimate the impact of the EU’s MFA programme on the
Kyrgyz Republic’s debt sustainability.

Despite the limited information available on how exactly the MFA was spent, its
designation as budget support suggests that it went towards government spending. It
can therefore be expected that the MFA may have enhanced the Kyrgyz Republic’s
ability to manage its debt obligations by providing liquidity in the short term and
supporting GDP growth, thus improving debt sustainability prospects. This is partly
because it boosted government revenues, part of which go towards servicing existing
debt and/or reducing the need to take on new debt.

The MFA operation may also have funded an increase in (or maintaining of)
government spending levels in a way that contributed towards the Kyrgyz Republic
achieving its macroeconomic stabilisation efforts. Finally, the MFA had a concessional
component, suggesting that the Kyrgyz Republic may have benefited from savings on
the cost of borrowing, and so limited the accumulation of debt to some extent.

13.2 Conclusions

In summary, this analysis has sought to characterise the contribution of the EU’s
macro-financial assistance programme towards the sustainability of the Kyrgyz
Republic’s public debt. We have investigated this question by assessing the channels
through which a package of the MFA’s nature affects the macro-financial dynamics of a
country’s economy, with a focus on debt sustainability.

Using a counterfactual analysis approach, we compared what happened to the Kyrgyz
Republic’s public debt situation during and after the MFA operation (the baseline case)
against an alternative scenario of what would have happened if there had been no
MFA operation. The MFA disbursements amounted to EUR 15 million in 2015 and 2016
respectively, circa 0.3 per cent of GDP in each of these two years.

Following a comprehensive review of information partly based on our brainstorming
sessions with local economic experts and interviews with local and international
stakeholders, the consensus emerging indicates that the most likely response by the
Kyrgyz Republic if the MFA operation was not in place would have been a mix of public
spending cuts, drawing on the Government’s reserves at the NBKR, and possibly
further assistance from Russia. This assumes that the Kyrgyz Republic still had the
IMF’s rescue package in place.

However, in a scenario where both MFA and IMF programmes were not in place, the
emerging consensus still points to the same policy response but at a larger magnitude
given the joint package size and the potential of its absence to restrict concessional
funding from other sources. In addition, the exceptional circumstances created by
such a scenario increase the probability of a larger support package from Russia.

We have also sought to quantify the MFA's impact by looking at the evolution of key
debt-burden indicators if the Kyrgyz Republic had simply cut spending in response to a
situation where the MFA programme was not in place (a more pessimistic assumption
as in reality cuts would have been probably mitigated to some extent by financing
from Russia and drawing on government’s reserves deposited at the NBKR).

We find that while public debt remains manageable across all scenarios that have been
considered, not having the MFA programme elevates debt-burden indicators slightly
towards less safe levels compared to where they would be with the MFA operation in
place. Lower debt-burden indicators reinforce the Kyrgyz Republic’s capacity to
manage its public debt sustainably, and so support the rationale for the MFA package.

Over 2015 - 17, a period when MFA funds were disbursed, Kyrgyz economic
performance was relatively satisfactory. Real GDP grew at just over 4% annually on
average, inflation stood at 3.2% pa while public debt was 59.7% of GDP pa on
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average. This performance is, at least in part, due to financial assistance the Kyrgyz
Republic received during this period.

The MFA lowers the present value of the debt-to-GDP ratio further below the
benchmark level above which debt sustainability becomes a concern. We estimate that
having the MFA operation in place will lower the present value of the debt-to-GDP ratio
by 1.6 percentage points on average over 2015 - 2025, compared to not having the
MFA. The MFA operation will also result in the present value of the debt-to-revenue
ratio being lower by over 4 percentage points on average over 2015 - 2025.

Looked at, in isolation, Alternative 1 (no MFA) would not have led to a large impact on
Kyrgyz debt sustainability in part because of its size and the fact that the delay
between the 2011 announcement of the operation and the 2015/16 disbursements
limited any confidence gains for the Kyrgyz economy. On the other hand, Alternative 2
(no MFA and IMF) would likely have negatively affected confidence in the Kyrgyz
economy and the impact of reforms that were implemented as part of IMF
conditionalities. Overall, the public debt outlook in the Kyrgyz Republic following the
MFA operation has been, and is expected to remain, stable in part because of support
that the country received from international partners such as the EU and the
reinforcing role those donors played in driving through necessary reforms associated
with financial aid from donors.
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14 Conclusions

This evaluation has assessed, ex post, the contribution of the MFA facility to the
macroeconomic and structural adjustment of Kyrgyzstan. This has involved an
examination of: (1) whether the ex-ante considerations determining the design and
terms of the operation were appropriate, taking due account of the economic, political
and institutional context; and (2) whether the outcome of the programme met the
objectives.

A multi-methods approach, combining primary and secondary research techniques,
was used to answer the evaluation questions. Evidence triangulation, involving the
analysis of both quantitative and qualitative data and information from multiple and
different sources, was used to increase validity and draw conclusive findings. It is
important to note that certain research methods were more relevant to specific
evaluation criteria and constituted the main, though not the sole, source(s) of
evidence for answering associated research questions.

For instance, factual data gathered from desk research, primarily fed into the
assessment of coherence which required a review of past/current EU programmes and
other instruments, and programmes led by the Kyrgyz government and other
international donors respectively. This is however not unusual as it is often unlikely
that stakeholders have all of the necessary information at hand and/or are able to
discuss these programmes extensively during interviews. As part of this evaluation,
the information has therefore been sourced from the Commission’s own repertoire
which was generally adequate and helped supplement information gathered from
primary research and/or fill any substantive gaps.

Similarly, interviews with key informants constituted an important information-
gathering tool during the study. While such interviews have enabled the study team to
collect useful insights into the MFA operation, the information gathered may have
been limited at times owing to: institutional memory loss / reduced ability to recall
(due to the time that has elapsed), reluctance to provide a candid account,
unavailability/declined participation on the part of stakeholders.

To ensure that these methodological limitations would not have a considerable bearing
on the study findings, various courses of action were taken, including: triangulation, to
ensure that evidence generated by/from multiple perspectives, methods and data
sources were sufficiently appraised and fed into conclusive findings; hypothesis
exploration, to allow for multiple hypotheses to be tested and to identify the best,
most probable explanation (especially where little evidence was gathered or the
evidence collected did not permit for clear-cut conclusions to be drawn); information
synthesis, comprising a descriptive account of the data/information gathered as well
as a critical assessment of the findings (based on the views of key informants as well
as those of the study team); and peer-review and validation of findings, to further
credibility and validity of the research (by drawing upon the expert knowledge of an
expert group or the objective, independent reviews of key stakeholders) and to allow
the study team to revise and improve the study findings before publication.

14.1 Conclusions on the design (Relevance) and implementation
(Efficiency and Coherence) of the operation

14.1.1 Relevance
14.1.1.1 Size of the assistance

After prolonged (procedural) delays, the MFA disbursements were made in 2015 (EUR
15 million) and 2016 (EUR 15 million), accounting for around 0.3 per cent of the GDP
in each year.

In absolute terms, the EU MFA was substantially less than the extent of IMF financing
provided over the period 2015 - 16. Other EU budget support (delivered through three
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Sector Reform Contracts (SRCs)) was also relatively more important (in size) when
compared to the MFA operation.

The EU MFA was nonetheless in line with (or more comparable to) budget support
financing provided by other donor partners, notably the WB and ADB. Overall, the MFA
accounted for 14 per cent and 12 per cent of the total assistance package (budget
support financing exclusively) provided by the multilateral and bilateral donors in 2015
and 2016. Moreover, when assessed against the total value of EU budget support
provided to Kyrgyzstan in 2015 and 2016 (i.e. combined MFA and SRC support), the
EU MFA made up 17 and 27 per cent of the EU’s total budget support package
respectively.

The size of the assistance was judged appropriate, given the country’s financing needs
as well as the criteria governing the use of the MFA instrument.

14.1.1.2 Form of the assistance

The MFA operation comprised a 50-50 split between grants and loans, reflecting the
compromise reached between the Council of the European Union (who strongly
opposed grant-only financing to Kyrgyzstan) and the European Parliament. The MFA
grant component accounted for 10 per cent and 6 per cent of the overall grant
assistance received by the country in 2015 and 2016 respectively. The concessional
financing terms and un-earmarked character of the MFA package -constituted
important attributes (of the operation) and were positively received by Kyrgyz
authorities.

Further, the debt sustainability analysis does not provide evidence of a substantially
negative impact of the loan component of the MFA on public debt. As such, not having
the MFA programme was reported to elevate debt-burden indicators slightly towards
less safe levels compared to where they would be with the MFA operation in place.
Lower debt-burden indicators reinforce Kyrgyzstan’s capacity to manage its public
debt sustainably, and so support the rationale for the MFA package.

The form of the overall assistance could therefore be judged appropriate.
14.1.1.3 Focus of reforms

The MFA conditionality reform package targeted structural weaknesses and
vulnerabilities affecting the economy. The MFA conditions were generally in line with
priorities set by the Kyrgyz government as well as other donors / IFIs (as part of their
support programmes). These were also consistent with wider objectives associated
with EU MFA operations, notably to promote structural measures/reforms capable of
driving and maintaining macroeconomic stability.

The pace of reform implementation was generally swift, with six out of the seven
conditions having been met prior to the MoU being approved, signed and ratified. This
is not an uncommon feature of MFA operations, though the extent to which the
negotiations ought to have been re-opened was commonly debated among
stakeholders. In the Kyrgyz context, this was not desirable and judged potentially
harmful. As such, owing to (standard) administrative formalities, renewed negotiations
would have created further, unnecessary delays and potentially hindered the design
and implementation process. In the case of Kyrgyzstan, further delays would have
amplified tensions that emerged between the Kyrgyz government and the EU at the
time owing to persistent procedural delays in the early stages of the MFA operation.

Overall, the MFA-induced reform package can therefore be deemed relevant, notably
in terms of the political, economic and institutional conditions that prevailed in
Kyrgyzstan at the time of the negotiations and further down the line upon finalisation
of the operation.
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14.1.2 Efficiency
14.1.2.1 Timing of the operation

There were prolonged procedural delays surrounding the approval of the MFA. These
in turn led to a postponement of the MFA disbursements. Although the MFA operation
was still relevant at the time of the disbursements (i.e. June 2015 and April 2016),
this was only coincidental and not by design.

14.1.2.2 Dialogue and monitoring

Formal and regular missions constituted an important channel of dialogue between the
Commission and Kyrgyz authorities, ensuring the operation was running as smoothly
and efficiently as possible. These were generally led by the Commission in close
collaboration with the EU Delegation to the Kyrgyz Republic. In Kyrgyzstan, the
Ministry of Finance endorsed the liaison role which involved negotiating the terms /
conditions of the MFA operation and coordinating / undertaking / monitoring the
implementation of reforms.

Compliance with the necessary MFA conditions was, on the EU side, monitored by the
Commission (through field visits) and the EU Delegation (on a more regular basis).
The monitoring was appropriate and proportional.

14.1.2.3 Reform coordination and ownership (including added leverage for
Kyrgyz authorities)

Concerted efforts between the EU and other key donors, notably the IMF and WB,
helped signal the desired reform steer to Kyrgyz authorities in priority areas. In
general, there were no specific contradictions between the MFA conditionalities and
national policies. In some instances (e.g. audit reforms), the MFA even brought about
added leverage for authorities in their pursuit of sectoral reforms that would probably
not have been prioritised by the Kyrgyz government.

More generally, however, the level of reform ownership was varying. This was
reported to be due to several factors, including: the pendulum of the political cycle,
the economic outlook, and other considerations, such as the geopolitical context and
the strategic importance attached to the country’s relationship with neighbouring
countries, notably Russia.

Overall, the significant delays in approval and implementation of the operation appear
to have undermined the EU’s leverage and visibility of the MFA.

14.1.3 Coherence

The MFA was consistent with key principles, objectives and measures taken as part of
other EU external actions towards Kyrgyzstan. There was also coherent alignment of
MFA conditionalities / reforms with other EU budget support programmes, notably in
the PFM area. For instance, EU Sector Reform Contracts (SRCs) in the sectors of social
protection and education included specific PFM conditions, notably in the following
sub-areas: Medium-Term Budget Framework / policy-based budgeting; transparency
of budget processes; internal audit; budget preparation processes and public
investment management.

The areas of structural conditionality on which the MFA operation was based were
determined through on-going cooperation with the international donor community,
generally to avoid duplication and to supplement and increase the effectiveness of
actions financed via other donor programmes in priority reform areas. PFM reforms,
for instance, were designed to complement efforts in the area already being made, in
the context of the Multi-Donor Trust Fund (MDTF), by the EU, various EU/EEA Member
States (notably: Sweden (SECO), Switzerland (SIDA), the UK (DFID)), and several
international donors (namely the IMF and the WB). Similarly, the reform pertaining to
the banking sector was coordinated with certain development partners, notably the
IMF.
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14.2 Conclusions on the effectiveness and added value of the MFA in
supporting macroeconomic and financial stabilisation and
structural reform

14.2.1 Effectiveness

14.2.1.1 Progress in terms of macroeconomic and financial stability, including
debt sustainability

The MoU accompanying any MFA operation typically makes it explicit that the MFA is
intended to complement the support and conditions specified by the IMF as part of its
own support programme(s). In the Kyrgyz context, the MFA disbursements,
amounting to EUR 15 million in 2015 and the same amount a year later, corresponded
to circa 0.3 per cent of the GDP in 2015 and 2016 respectively, not a negligible
amount. This increases to circa EUR 37 in 2015 (or 0.7 per cent of GDP) and the same
amount (and the share of the GDP) a year later when combined with IMF
disbursements.

Gathered evidence suggests that, had the EU MFA not been made available, the
Kyrgyz government could have plausibly resorted to other options. More concretely,
while prospects of raising additional revenue through increases in taxes and/or
proceeds from privatisation were ruled out, the withdrawal of some of the
government’s reserve deposits at the central bank, along with a reduction in public
spending and an increase in the level of assistance sought from Russia, were
considered plausible alternative courses of action. Primarily, the cuts would have
affected ‘unprotected categories’ of public spending, such as capital expenditures and
spending on goods and services, though almost certainly the magnitude of these cuts
would have been smaller than the total size of the MFA disbursements in each year
(provided that complementary sources of financing were available). This would have
allowed for the expected negative impact on aggregate demand to be contained, with
an ultimately reduced impact on GDP and economic growth.

Furthermore, the DSA shows that the absence of the EU MFA (*Scenario 1’) would not
have had a major impact on the sustainability of the Kyrgyz debt. As such, given the
low awareness/visibility levels around the EU MFA, the likelihood that the absence of
the EU MFA would have led to significant, adverse impacts on private sector
confidence appears highly unlikely. Following this line of reasoning, a presumed
negative impact of the absence of the EU MFA on, inter alia, foreign exchange rates,
inflation and households’ disposable incomes, is also highly improbable.

The hypothetical absence of joint assistance from the EU (via the MFA) and the IMF
(via the ECF) (‘Scenario 2') would have had far more severe implications. This is
because the absence of the ECF would have most certainly affected the WB's
readiness to provide budget support to Kyrgyzstan, given the crucial importance of the
stability of the macroeconomic framework required by the WB (and implicitly
strengthened by the IMF programme) to deploy its budget support operation(s) (e.g.
Development Policy Operation(s)). As a result, if the assistance provided by the EU,
the IMF and the WB in 2015 had not actually materialised (i.e. USD 29 million from
the IMF, USD 16.5 million from the WB and USD 16.5 million from the EU via the MFA
respectively), this would have corresponded to a financing gap of USD 62 million, or
~1 per cent of GDP in 2015 only. In this instance, the options available to the Kyrgyz
government to close this gap would have been very similar to those presented under
‘Scenario 1,’ though its size would have most certainly required deeper public cuts. In
addition, an erosion of business and investor confidence, caused by the absence of the
IMF support, would have been likely. This would have possibly backfired, in the form
of an even greater depreciation of the Kyrgyz Som (already high under ‘Scenario 1)
and a resulting appreciation of Kyrgyzstan’s foreign- denominated debt and associated
servicing costs. Ensuing impacts would have included a rise in domestic prices /
reduction in households’ disposable incomes and a potentially substantial loss of FDI.
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In parallel, the absence of the IMF support would have meant that some of the
reforms initiated by its programme would not have been implemented and,
consequently, the technical assistance and disciplining role of the IMF, in terms of
reform implementation, would have been absent.

14.2.1.2 Progress in terms of reform implementation

Overall, sensu stricto, Kyrgyzstan fulfilled the economic and structural policy
conditions related to the disbursement of the MFA in a satisfactory way. The evidence
gathered suggests that the MFA support package brought about additional impetus for
reform in priority areas, encouraging the implementation of specific, short-term,
measures that may have otherwise been overlooked / further delayed by national
authorities (e.g. reforms pertaining to public sector auditing). The focus of reform
priorities under the EU MFA was also closely aligned to those set by other important
donors (e.g. IMF, WB).

The fact that most of the MFA conditions had been fulfilled by the time of the approval
and signature of the MoU (in late 2013 and 2014 respectively) however evoked the
possibility for re-negotiations among stakeholders consulted during the study. The
shared consensus however was that re-opening discussions around the MFA reforms
could have amplified political tensions that prevailed at the time between the Kyrgyz
government and the EU, as a result of the numerous delays that surrounded the
approval of the MFA and its disbursement. Additionally, the MFA (in the Kyrgyz
context) bore greater political, as opposed to economic, significance. It aimed to
signal the EU’s support for the democratic reforms undertaken by the Kyrgyz
government as part of the country’s transition to a parliamentary democracy. Re-
negotiations could have undermined the EU’s political goodwill and defeated the true
purpose of the MFA operation.

To some degree, a re-negotiation of the reform package could have been beneficial to
the Kyrgyz economy, though the nature and scale of the impacts associated with a re-
negotiation are difficult to establish. As such, it would require gauging the political
implications of an even greater delay of the operation (which in turn would require a
counterfactual political analysis). As a minimum, it is however safe to assume that re-
opening the negotiations would have triggered further delays and worsened the
political dialogue between the EU and Kyrgyzstan. Further tensions would have gone
contrary to the initial and core intention of the instrument which, as mentioned above,
was to support Kyrgyzstan’s efforts to transitioning to a parliamentary democracy.

Finally, although not initially envisaged, the MFA conferred added leverage to the EU
in its discussions of the ‘anti-LGBTI ‘and ‘foreign agents’ bills with the Kyrgyz
authorities. These two highly controversial legislative proposals would have seriously
undermined the rights of the LGBTI community and would have severely affected the
activities of Kyrgyzstan’s civil society. Both bills were ultimately dropped, and factual
evidence suggests that the perceived high risk of losing the financial envelope
(promised as part of the MFA operation) constituted a critical determining factor in the
Kyrgyz government’s decision to abandon the passage of the two laws.

Social impact of the MFA The MFA operation in Kyrgyzstan primarily served a political
purpose. This, along with the absence of any explicit social conditions in the MoU,
suggest that the MFA did not intend to bring about any significant social impact.

Evidence from the counterfactual analysis suggests that the social consequences
stemming from the absence MFA financial envelope provided to the Kyrgyz Republic
would have been relatively minor and contained. While the shortfall would likely have
resulted in some cuts in government’s capital expenditures and procurement of non-
essential items, they would have been most certainly smaller than EUR 30 million
corresponding to the total size of the MFA envelope. It seems therefore likely that
most core policies relating to the social situation would have been unaffected by the
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absence of MFA and therefore no visible impacts on the labour market, the cost of
living and provision of key public services (e.g. health, education, pensions).

However, with respect to the second counterfactual (no MFA and IMF), evidence
suggests that the social consequences would have been severe. The considerable
shortfall in budget support, exacerbated by the withdrawal of other IMF-dependant
donor(s), would impact the economy considerably. The deterioration of the Kyrgyz
economy would have likely led to negative impacts on nominal variables. The Som
would have likely deteriorated, leading to further inflationary pressure, which would
have raised the cost of living for Kyrgyz households and depressed living standards.
The withdrawal of financial support would have likely necessitated less favourable
external support and sharper cuts in public spending, possibly reaching also social
spending.

Importantly, even though the set of MFA conditions did not have any significant social
impact, the operation impacted the social situation through a different channel. More
specifically, the EU’s partaking in the discussions around the highly-contested ‘foreign
agents’ and ‘anti-LGBTI’ bills was reinforced by the prospect of the MFA operation. It
played a crucial role in advancing the cause of civil society representatives and other
multilateral and bilateral partners which was to prevent the enactment of the two
laws.

14.2.2 EU added-value

EU added-value was most apparent in, firstly, reinforcing the promotion of structural
reforms in several priority areas. The MFA conditions generally supplemented the
numerous actions already undertaken by key international donors, such as the IMF.
This reinforced the rationale for certain adjustment measures and the need to advance
reforms swiftly in targeted sectors.

Secondly, the MFA operation served important political objectives in the Kyrgyz
context. The actual disbursement of the MFA is thus likely to have had a significant
positive impact on bilateral political relations. As such, it (coincidentally) came at a
politically-important moment ahead of parliamentary elections when the country was
also experiencing economic difficulties.

Thirdly, the size of the MFA operation (EUR 30 million) corresponded to about 0.3
percent of Kyrgyzstan’s GDP in 2015 and 2016 respectively — not a negligible amount.
Additionally, an important attribute of the EU MFA versus alternative sources of
financing was its highly concessional terms which could have generated significant
fiscal savings for the Kyrgyz government. As such, the EU MFA would have provided
Kyrgyz authorities with some fiscal breathing space at a time when the country was
faced with various economic difficulties as well as preparing for parliamentary
elections.

Fourthly, though the MFA operation was not designed to promote social reform
directly, it provided the EU with (added) leverage to prevent the enactment of various
contested legislations, notably the ‘anti-LGBTI’ and ‘foreign agents’ laws. To this end,
the added contribution of the MFA was high and potentially on par with that generated
from various actions undertaken by other donors (e.g. WB, ADB, USAID) and the civil
society who were also very active on this front.

With the numerous procedural delays encountered, however, the EU added value was
arguably reduced. These delays were believed to have adversely impacted the extent
of awareness / visibility surrounding the operation. As such, this was considered low,
especially among the public and the civil society. The MFA’s added contribution,
notably in terms of boosting the EU’s external image and reiterating its commitment to
supporting the Kyrgyz authorities in their reform efforts to ensure sustainable political,
economic and social development in the Kyrgyz Republic, would thus appear to have
been negligible in the long-term, in particular in comparison with development
cooperation instruments.
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Overall, the MFA did provide some added value, but this was hampered by the
exceptionally long time needed to implement the operation.
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15 Recommendations

This section sets out a list of recommendations to the Commission in light of the
findings gathered as part of the evaluation of the MFA operation in Kyrgyzstan.

Recommendation 1: In instances where: (1) an MFA operation deviates from
the general principles of the instrument, for example in a country beyond the
usual geographical scope; (2) the objectives of the operation go beyond
economic stabilisation considerations; and / or (3) the assistance in relative
terms is small, then in such circumstances an alternative evaluation
framework should be considered, in line with the general Better Regulation
principle of proportionality.

In such instances, there are a number of opportunities to better calibrate the
evaluation framework to address the factors affecting the level of analysis of the MFA
operation. The Commission may consider:

e Updating the MFA methodological guidelines that accompany the MFA
evaluation framework contract with specific criteria for novel operations.

* Adjusting the terms of reference for an evaluation to better reflect the
specificities of a novel operation.

* Applying the proportionate approach to evaluation outlined in the Better
Regulation toolbox, which can reduce the number of criteria assessed in
exceptional circumstances.

Recommendation 2: An indicative timetable, outlining the timing and
responsibilities for the different stages of the MFA process, could be
negotiated and provided upfront to the authorities in the beneficiary
countries.

The delays encountered in the entry into force of the MFA caused much tension
between the EU and the Kyrgyz government. Procedural delays, both on the side of
the EU and the beneficiary country are however not uncommon when designing and
implementing MFA operations. Providing an indicative timeline for agreeing, designing
and disbursing the MFA to relevant authorities in the beneficiary countries could
therefore help manage expectations.

Recommendation 3: The Commission’s ex-ante assessment could provide a
more detailed assessment of the expected added value of the MFA operation
(at various levels - financial, social, etc.) in line with the EU’s latest guidance
on added value (COM (2018) 490: ‘The principles of subsidiarity and
proportionality: Strengthening their role in the EU's policymaking’).

The MFA operation in Kyrgyzstan constitutes a good example whereby the Commission
successfully used its leverage to bring about added social impacts (not initially
foreseen in the early stages of designing the operation). The Commission may
therefore wish to consider more extensively, while designing the MFA operation and
when secondary objectives are stated in the Decision, whether or how the MFA
instrument could provide added leverage to influence (either directly or indirectly)
reforms in areas of significance to the Union, such as democracy, the rule of law, good
governance, etc.
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