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Abstract

This paper attempts to analyze the financial sector reforms and performance of the commercial banks in Kyrgyzstan 
from 1991-2015. Kyrgyzstan, after the disintegration from the USSR introduced radical reforms to restructure its 
financial sector to accelerate the transformation of its centrally planned economy to a market-based economy. 
Kyrgyzstan introduced financial reforms in three stages from 1991-2001 and made a significant progress over the 
past 25 years. Kyrgyz financial system is a bank-based system, which accounts for 87 percent of financial system 
assets and provides about 80 percent of credit to the private sector. Study shows that the number of commercial 
banks has increased marginally from 22 in 2007 to 23 in 2015; non-bank financial institutions played an increasingly 
important role before 2005 and are continuing by providing credit to micro and small enterprises and rural 
borrowers. Study also found that the Sections that the pension funds, stock exchanges, investment funds and 
insurance companies need to develop. Study shows a significant increase in the trend of market share of “large” 
banks from 2005-2012 and a significant reduction in the market share of “small” banks from 2002.  Study also 
indicates that all loss-making banks were in the group of small banks with the highest rate of efficiency in the use of 
both assets and capital also displayed by the group of small banks. Study shows that return on assets (ROA) for 
Kyrgyz banking sector from 2000-2015 is below 5%, which is quite low, whereas, ROE remained quite volatile as 
high as 25% in 2004 touched low as 7% in 2010, rose again to 18% in 2015.  It is interesting to note that the % of 
non-performing assets remained high and volatile calling for a need for strong credit risk management and capital 
adequacy ratios going low indicating that banks in case of losses will have trouble in protecting the confidence of 
depositors.   

Introduction

Finance is an important component of every business. Businesses need, not only seed capital to 
start, but also growth capital to expand. Thus, private sector business, which is generally 
recognized now than ever as the engine of economic growth, requires efficient, innovative and 
vibrant financial sector, especially the banks, in order to survive.1 The Banks accept funding 
from surplus monetary units as deposits and give it to Business and Industries as advances. Thus, 
banking is a very important sector for the development of the economy; resultantly promote 
economic growth (Levin, 1993)2.

The presence of a healthy and growth promoting banking sector is important for transition 
countries3 as it can provide monetary payments at lower costs, mobilise and allocate funds in the 

1Kumi, Prince Koranteng et.al (2013). “Evaluation of the Performance of Banks in Ghana Using Financial Ratios: A Case Study of Barclays 
Bank Ghana limited (BBGL), Ghana Commercial Bank (GCB) and Agricultural Development Bank (ADB); European Journal of Business and 
Management Vol 5,No. 28.
2King RG, Levine R (1993). “Financial Indicators and Growth in a Cross Section of Countries. Policy Research Working Papers No. 819, The 
World Bank, Washington DC, 1992.
3Term Transitional period in broader sense refers to states that implement transition from an authoritarian political regime and state protectionism 
to a democratic legal state with a liberal market economy. In terms of most widely spread classification recognized by international organizations, 
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most efficient way and improve the process of financial intermediation, which ultimately 
promotes sustainable economic growth. The importance of an efficient banking sector was 
recognized by all the countries that moved from central planning and was one of the first 
programmes of reform of the early transition economies in Central and Eastern Europe. It has 
now been almost more than two decades since independence and most countries have chosen 
similar approaches to overcome the legacies of Soviet banking.

Kyrgyzstan, surrounded by Kazakhstan, Uzbekistan, Afghanistan and china is one country 
among the Central Asian Republic and the first Commonwealth of Independent States (CIS) 
country to be accepted into the World Trade Organization. Kyrgyzstan's economic performance 
has been hindered by widespread corruption, low foreign investment and general regional 
instability. Despite political corruption and regional instability, Kyrgyzstan was ranked 70th (as 
of 2013) and ranked 65th (as of 2014 and 2015) on the Ease of doing Business Index. 

Sustainable growth rate for Kyrgyzstan, in future largely depends on the efficient functioning of 
financial sector including banking sector. GDP, which is one of the primary indicators used to 
gauge the health of a country’s economy in case of Kyrgyzstan saw a period of extreme down 
from 1991-1995. The Kyrgyz economy was severely affected by the collapse of the Soviet Union 
and the resulting loss of its vast market. In 1990, some 98% of Kyrgyz exports went to other 
parts of the Soviet Union. Thus, the nation's economic performance in the early 1990s was worse 
than the any other former Soviet republic except war-torn Armenia, Azerbaijan and Tajikistan, as 
factories and state farms collapsed with the disappearance of their traditional markets in the 
former Soviet Union. 

Chart 1 provides the trend of annual GDP of Kyrgyz republic from 1987 to 2014 and displays 
how the Kyrgyz republic tried hard to achieve higher growth rate after experiencing negative 
growth rate from 1991-1995. 

Chart 1: Kyrgyz GDP growth rate (%)

                   Source: World Bank database

the former socialist states of Central and Eastern Europe , as well as the countries on the post-Soviet territory and China and 
Mongolia (the so called countries of the socialist camp) are also considered transition economies.
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Chart 2: Structure of the Kyrgyz Financial Sector (numbers of financial institutions)

Financial 
Institutions

2007 2008 2009 2010 2011 2012 2013 2014 2015

Commercial 
Banks

22 21 22 22 23 23 24 24 23

OFC, inc 1031 1117 1234 936 837 794 689 730 620
NBFI 1005 1089 1203 906 810 765 660 701 591
 Micro-
financial 
organizations, 
including

233 291 359 397 320 277 215 230 176

Micro-credit 
companies

103 170 226 266 242 208 154 167 115

Microcredit 
agencies

128 119 129 127 74 65 56 59 56

Micro-
financial 
companies

2 2 4 4 4 4 5 4 5

“FCCU” 
OJSC

1 1 1 1 1 1 1 1 1

Credit Unions 272 248 238 217 183 153 135 143 127
Exchange 
offices

318 353 372 290 306 334 309 327 287

Insurance 
companies

16 18 19 19 16 18 17 18 17

Investment 
funds

5 5 6 6 8 8 9 8 9

Stock 
exchanges

3 3 3 2 1 1 1 1 1

Pension funds 2 2 3 3 2 2 2 2 2
                           Note: Data collected from various Financial Stability Reports

Chart 2 displays the structure of the Kyrgyz financial sector from 2007-2015. Structure 
comprises of commercial banks and other financial companies (non-banking financial 
intermediaries, Pension funds, Stock exchanges, Investment funds, Insurance companies, 
Exchange offices, Credit Unions, Micro-financial companies, Micro-financial organizations, 
including Micro-credit companies). Trend for commercial banks show that number has increased 
marginally from 22 in 2007 to 23 in 2015, indicating that the number of commercial banks are 
quite less in numbers. Non-bank financial institutions played an increasingly important role 
before 2005 and are continuing by providing credit to micro and small enterprises and rural 
borrowers. Sections that need to penetrate and develop in Kyrgyz are pension funds, stock 
exchanges, investment funds and insurance companies. 

Chart 3 shows the institutional structure of the financial sector assets in which banks share 
dominates and comprises of a major share in financial assets whereas Non-banking financial 
institutions (NBFI) and Other financial institutions (OFC) occupies a small share of assets. Share 
of Credit portfolio for the banks was 47% in 2002 increased to 60.6% in the year 2005. This 
further rose to 83.8% in the year 2007 and it showed a downward trend from 2007 to 2010 
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(72.3%). Figures show that banks continued to hold a leading position in the financial and credit 
system. On contrary, share of credit portfolio for NBFI showed a rising trend 16.2% in 2007 to 
27.7% in 2010 which indicates that NBFI’s position getting better. 

Chart 3:  Institutional Structure of the Financial Sector Assets of Kyrgyzstan

Years 2015 2014 2013 2012 2011
Banks 87.4 82.0 81.5 80 75.8
NBFI 10.6 16.5 17.2 18.7 22.9
OFC 2.0 1.5 1.2 1.3 1.3

Literature Review

There exists a plethora of literature on performance of financial sector particularly banking 
sector worldwide. Few studies exist on the performance and efficiency of Kyrgyzstan banking 
sector. Jenkins. H (1996)4 in its study presented a financial sector review for Kyrgyz Republic.  
Study shows that the banking sector of Kyrgyzstan presents the common problems of banks in 
other transitional socialist economies. They are old fashioned and they do not have the 
institutional capacity to operate in a market oriented economy. Banks, in general, are not service 
oriented. The procedures are too long and the buildings of banks are not designed to service the 
daily transactions of the depositors and borrowers.
Brown. M et.al (2009)5 examined the impact of financial sector reform on interest rate levels and 
spreads using Kyrgyz bank-level data from 1998-2005. Results show that foreign banks entry 
and regulatory efforts to increase average bank size were important in reducing deposit rates and 
study found little evidence that banking sector reform or macroeconomic stabilization has 
impacted interest rate spreads. Cheng.H et.al (2013)6 in its study conducted a performance 
analysis by measuring productivity and efficiency change in the Kyrgyz Republic’s banking 
sector during 2002-2009. Study found that productivity in the banking sector fell, medium sized 
banks with foreign capital were found to be the best performers in productivity growth and large 
banks showed decreasing productivity during the sample period.

Myktybekovich.S (2013)7 in his Master’s thesis identified the key factors that have a positive 
effect on the profitability of banks in Kyrgyzstan. This study, selected the 10 banks according to 
their asset sizes in Kyrgyzstan. Study chose the method of supervisory rating CAMELS. Internal 
i.e.; bank specific factors like   the size, liquidity ratio, asset quality ratio and others and external 
factors were considered separately. For External factors like GDP per person in the country was 

4Jenkins, H. (1996) “Financial Sector Review For Kyrgyz Republic”, Development Discussion Paper: 1996-06. 
Available online: https://ideas.repec.org/p/qed/dpaper/258.html
5Brown, M et.al (2009); “Banking Sector Reform and Interest Rates in Transition Economies: Bank Level Evidence 
From Kyrgyzstan”, Swiss National Bank Public Papers. Available online: 
https://www.snb.ch/n/mmr/reference/working.../working_paper_2007_07.n.pdf 
6 Cheng et.al (2013); “Productivity of the banking sector: A case study in Kyrgyz Republic”, Available online: 
http://ieeexplore.ieee.org/xpl/login.jsp?tp=&arnumber=6653716&url=http%3A%2F%2Fieeexplore.ieee.org%2Fxpls
%2Fabs_all.jsp%3Farnumber%3D6653716 
7 Myktybekovich. S (2013); “Factors affecting the Profitability of Banking System in Kyrgyzstan”,  
https://www.google.co.in/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0ahUKEwie65j2
1PTMAhUDto8KHWO7CMQQFggcMAA&url=http%3A%2F%2Fi-
rep.emu.edu.tr%3A8080%2Fxmlui%2Fbitstream%2Fhandle%2F11129%2F599%2FMyktybekovich.pdf%3Fsequen
ce%3D1&usg=AFQjCNF8DEBoUqAROlT-RtlcGfTirQWzpg&bvm=bv.122852650,bs.2,d.dGY  
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used. This study, found the four significant variables. Capital adequacy and management ratios 
are positively related to profitability determinants.

Talgat (2014)8 in his Master’s thesis examined the level of competition in the Kyrgyz banking 
industry over the period of 2010-2013. The calculation of concentration measures suggests that 
five banks in the Kyrgyz banking industry control on average 55-60% of the lending and deposit 
market. The concentration of lending and deposit market in the hands of a few players raises 
concern about the adequacy of competition in the banking industry. Study concluded that the 
banking market of Kyrgyzstan is monopolistically competitive if average cost is U-shaped and 
possibly perfectly competitive if sample has flat average cost. Even though, study could not 
identify the type of average cost that prevails in the banking market, the rejection of the null 
hypothesis that H<0 enables the study, to strongly reject the possibility of monopoly and 
oligopoly for both types of cost. Therefore, the concentration of the market share in the hands of 
a few banks does not imply significant market power in the banking market of the Kyrgyz 
Republic.

Present study is going to provide a vivid description of financial sector reforms undertaken in 
Kyrgyz republic during transition period and the performance of commercial banking sector in 
the economy of Kyrgyz.

Development of Kyrgyz financial sector reforms: Stages

Kyrgyz financial system is a bank-based system, which accounts for 87 percent of financial 
system assets and provides about 80 percent of credit to the private sector. The financial sector of 
Kyrgyzstan consists of the National Bank of Kyrgyzstan (NBK), three large commercial banks 
that have been sectoral banks but that are trying to become universal, nine small commercial 
banks, also largely sectoral in nature, and the savings bank (SB). Kyrgyzstan’s banking sector 
made significant progress over the past 25 years.

Various reforms were introduced during 1991 to 1995, and considered as the first stage in which 
Kyrgyzstan experienced significant changes in the economic structure, caused by transition from 
planned to market-oriented economy. The period characterized by establishing the fundamentals 
of the legal and normative framework in the banking system. In 1992, the Law "On the National 
Bank of the Kyrgyz Republic" and the Law "On banks and banking activity in the Kyrgyz 
Republic" were introduced. The Law “On the National Bank of the Kyrgyz Republic” was 
introduced that determined the functions and objectives of the National Bank. In mid-1995, the 
banking system continued to be dominated by the central savings bank (the National Bank of 
Kyrgyzstan, created in 1991) and by the three major commercial banks that succeeded the 
sectoral banks of the Soviet era and remained under state control. Those banks--the Agricultural 
and Industrial Bank (Agroprombank), the Industrial and Construction Bank (Promstroybank), 
and the Commercial Bank of Kyrgyzstan--owned 85 percent of banking assets in 1994. 

New commercial banks, of which fifteen were established in 1993 and 1994, were owned by 
individuals or enterprises and had much less financial power than the state-owned banks. The 
new commercial banks have the right to buy and sell foreign currency and open deposit accounts. 

8Talgat. Ilimbek uulu. (2014).“Competition in the Kyrgyz banking industry: Empirical study based on Panzar and Rosse Model”, 
Online Accessed  http://www.osce-academy.net/upload/file/Ilimbek_uulu_Talgat_MAThesis2014.pdf
 

Raj Yadav., Int.J.Eco.Res, 2016, v7i5, 01 - 13 ISSN:2229-6158

IJER - SEPT-OCT 2016 
Available online@www.ijeronline.com 



The National Bank is the official center of currency exchange, but in the mid-1990s it did not 
adhere to official exchange rates. In mid-1994, the government established the Bank for 
Reconstruction and Development, which uses state funds, foreign currency assets, and loans 
from abroad to aid small and medium-sized enterprises and to invest in targeted spheres of the 
economy, especially housing, construction, power generation, and agriculture.

The banking system has remained concentrated in the same areas as in the Soviet period. 
Although some diversification has occurred, loans tend to go to traditional clients. Because new 
commercial banks are small and initially were owned by state ministries and state-owned 
enterprises, competition has developed slowly. Through 1994 Soviet-style accounting and 
reporting systems remained in use, and banking services such as domestic and international 
payments have remained at the same noncompetitive level as they were prior to 1991. 
Capabilities vital to a market-type economy, such as credit risk assessment and project appraisal, 
are lacking. Post-Soviet regulations on capital funds, exposure limits, and lending practices have 
not been enforced. The technical infrastructure of the banks also requires substantial overhaul. In 
addition, the National Bank has been plagued by scandal; the first director, an Akayev protégé, 
was linked to several illegal financial operations in 1993 and 1994.

The limitations of the banking system have made it unable to efficiently mobilize and allocate 
financial resources into the national economy. This failure has hindered privatization and other 
types of economic reform that require substantial amounts of risk capital upon which borrowers 
can rely. Especially critical are the bad loans held by the three state-owned banks (influenced by 
government interference in loan decisions, together with poor financial discipline on the part of 
major enterprises) and eroded capital base. In 1995 the National Bank's outstanding loans to 
agricultural and industrial enterprises totaled 1 billion som each.

Period from 1996-7 counted as the second stage, related to the realization of the financial sector 
reform programme supported by Financial Sector Adjustment and Credit (FINSAC). Resultantly, 
major banking laws were improved, updated and created a normative base for banking 
regulation, which established requirements for capital adequacy, classification of credits, 
formation of loan loss provision and introduced several normatives that need to be followed by 
commercial banks to reduce credit and currency risks. Additionally, financial accounting and 
reporting in the banking system has begun to follow international standards. 

Period from 1998 to 2001 counted as the third stage, in which the banking system of 
Kyrgyzstan was heavily affected by macroeconomic destabilization caused by the financial crisis 
in Russia, devaluation of currencies of trading partners and several internal problems of 
commercial banks. The National Bank of Kyrgyzstan conducted several steps to avoid systemic 
crisis in the country. In this period, the NBKR further improved the legislative base and applied 
the necessary steps to protect commercial banks and interest of the public. Despite the 
difficulties, the NBKR was able to show competence in performing its main tasks and ability to 
neutralize the potential risks for the economy of the country.

2001 to 2005 refers to the fourth stage and in this period fundamental reforms of the banking 
system that started in 1990 were completed and the banking system began to grow rapidly. 
However, in the period 2005-2010 the growth of the banking system slowed down due to 
political and economic instability, which severely affected the banking system. The NBKR was 
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able to take the necessary measures and since 2011 the banking system of Kyrgyzstan has shown 
good trends of growth.

Kyrgyz Banking sector

At present, there is the two-tier banking system in Kyrgyzstan, which consists of the National 
Bank of the Kyrgyz Republic (National Bank) and 23 commercial banks. According to NBKR 
(trends of the development of the banking system) September 30, 2015, 23 commercial banks 
and 314 branches of commercial banks operated on the territory of the Kyrgyz Republic. The 
banking system of the Kyrgyz Republic in recent years is a dynamically developing sector of the 
economy. Chart 4 gives a detailed account of all the commercial banks and their number of 
branches as of NBKR 2015.

Chart 4: Kyrgyz republic commercial banks and their branches

Commercial Bank Number of 
branches

OJSC “Commercial bank 
Kyrgyzstan

35

OJSC “Kyrgyzkommertsbank 3
OJSC RK “AMANBANK” 16
“Optima Bank” OJSC 17
CJSB JSCB “Tolubay” 2
OJSC “RSK Bank” 51
CJSC “BTA Bank” 14
CJSC “Demir Kyrgyz 
International Bank”

11

OJSC “DOS-KREDOBANK 10
CJSC “EcoIslamicBank” 12
CJSC “Bank of Asia” 8
OJSC “Kyrgyz Credit Bank” 3
OJSC “BAKAI BANK” 8
OJSC “Halyk Bank Kyrgyzstan” 9
Bishkek branch of the National 
bank of Pakistan

-

CJSC “Kyrgyz Investment and 
Credit Bank”

16

OJSC “FinanceCreditBank 
KAB”

6

OJSC “Aiyl Bank” 31
OJSC “Capital Bank” 2
OJSC “Rosinbank” 28
“Bai-Tushum” Bank CJSC 7
“Kyrgyz-Swiss Bank” CJSC -
“FINCA Bank” CJSC 24
OJSC “Chang An Bank” -
Kompanion Bank CJSC 15

Structure of Kyrgyz Banking System
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The analysis of the structure of the banking system in terms of the market segment (Chart 5) 
indicates the trend of the market share “large” “medium” and “small” banks during 2002-2012. 
Trend shows a significant increase in the trend of market share of “large” banks from 2005-2012 
and there is also a significant reduction in the market share of “small” banks from 2002 onwards. 
It is interesting to note that all loss-making banks were in the group of small banks with the 
highest rate of efficiency in the use of both assets and capital also displayed by the group of 
small banks.   

Chart 5: Changes in the structure of the banking system by groups of banks

Years Large 
Banks (%)

Medium 
Banks (%)

Small Banks 
(%)

2002 30 29 41
2003 62 6 32
2004 36 37 27
2005 73 11 16
2006 58.5 15.8 25.7
2007 64.0 12.3 23.7
2008 68.9 14.0 17.1
2009 73.8 8.3 17.9
2010 74 11.4 14.6
2011 79.7 0 20.3
2012 81.7 5.5 12.8

                       Source: Banking System Development Trends reports of Kyrgyzstan

Chart 6 explains the Kyrgyzstan’s financial intermediation coefficient from 2000-2015. Asset to 
GDP showed a rising trend till 2010. Asset to GDP ratio fall after 2010 till 2012 because the 
economy suffered from the domestic crisis. The Kyrgyz economy remains largely cash based 
with a relatively low level of banking sector intermediation. The banking system remains small 
with an assets-to-GDP ratio of only 35 per cent. Credit to GDP ratio and deposit to GDP ratio too 
reveal the same scenario of Kyrgyz banking sector. Since late 2012, Kyrgyzstan’s financial 
intermediation coefficients are on upward trend, which is a good signal that Kyrgyz economy is 
growing.

Chart 6: Financial Intermediation Coefficient

                                                           Source: Data collected from Financial Sector Stability Reports
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Chart 7 shows the Kyrgyz banking sector total assets, total liabilities and total capital over a 
period of 2005 to 2015. Trend shows that the key banking system indicators i.e., assets and 
liabilities decreased both in absolute and relative terms due to the social and political events. At 
the end of the 2012, the financial system particularly banking system of the Kyrgyzstan remained 
relatively stable, despite some deterioration of macroeconomic environment. 

Chart 7: Total assets and Liabilities

20062007200820092010201120122013201420152016
0
20000
40000
60000
80000
100000
120000
140000
160000
180000
200000

Total Assets
Total Liabilities
Total Capital

ROA and ROE are important components in banking for measuring corporate performance. 
Return on Equity (ROE) helps investors gauge how their investments are generating income, 
while return on assets (ROA) helps investors measure how management is using its assets or 
resources to generate more income. In chart 8, trend displays that ROA for Kyrgyz banking 
sector from 2000-2015 is below 5%, which is quite low and indicates that banks assets are not 
being used optimally to generate more income. On contrary, ROE was as high as 25% in 2004 
and after 2005, it dipped back to 8%, again rose back to 20% in 2008. ROE touched low as 7% 
in 2010, rose again to 18% in 2015.  

Chart 8: ROA, ROE and Net Profitability of Kyrgyz commercial banks

1996
1998
2000
2002
2004
2006
2008
2010
2012
2014
2016

0
5
10
15
20
25
30

ROA(%)
ROE(%)
NET PROFIT(%)

Risks in Kyrgyz banking sector

A risk can be defined as an unplanned event with financial consequences resulting in loss or 
reduced earnings (Vasavada, Kumar, Rao & Pai; 2005). As risk is directly proportionate to 
return, the more risk a bank takes, it can expect to make more money. However, greater risk also 
increases the danger that the bank may incur huge losses and be forced out of business. Today, a 
bank must run its operations with two goals in mind – to generate profit and to stay in business 
(Marrison, 2005). Banking system generally suffers from various risks namely, credit risk, 
liquidity risk, market risk and operational risk. Kyrgyzstan banking system experienced above 
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mentioned risks.  Kyrgyzstan banking sector’s share of Past-due loans in loan portfolio was 4.6% 
in 2003 reduced to 3.1% in 2004. Chart 9 displays the rising trend of non-performing loans from 
2007 to 2010. Trend decreased from 2011 and rose again from 2014, indicating a need for strong 
credit risk management to reduce non-performing loans.

Chart 9: NPL’s in Kyrgyz banks

2004
2006
2008
2010
2012
2014
2016

#,##0_ ;[Re30]-#,##0 
#,##0_ ;[Re26]-#,##0 
#,##0_ ;[Re22]-#,##0 
#,##0_ ;[Re18]-#,##0 
#,##0_ ;[Re13]-#,##0 
#,##0_ ;[Re8]-#,##0 
#,##0_ ;[Re4]-#,##0 

Non-performing loans (mln.of soms)

Nonperforming 
loans (mln.of soms)

Chart 10 gives a description of NPL/TL, LLP/GL, LLP/NPL, NPL/TA in Kyrgyz banks. There is 
an increasing trend of indicators till 2010 due to rise in non-performing loans that happened 
because of social and political events took place in Kyrgyzstan.  

Chart 10: NPL/TL, LLP/GL, LLP/NPL, NPL/TA of Kyrgyz banks

2004 2006 2008 2010 2012 2014 2016
0.0
10.0
20.0
30.0
40.0
50.0
60.0
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80.0

Nonperforming 
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Loan-loss 
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Loan-loss 
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ming loans

Chart 11: % of capital adequacy and Tier 1 CA (capital adequacy)
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Chart 11 displays the trend of capital adequacy and the tier 1 CA (Capital Adequacy) of 
Kyrgyzstan banking sector. Capital adequacy also known as capital to risk weighted assets is the 
ratio of a bank’s capital to its risk. This capital adequacy of a bank is tracked by the national 
regulators to ensure that a bank can absorb a reasonable amount of loss and also acts as a 
measure of a bank’s capital. Trend between 2005-2015 shows that the capital adequacy and Tier 
1 CA (Capital Adequacy) ratios are going down, indicating that Kyrgyz banks in case of losses, 
will have trouble in protecting the confidence of depositors. In a bank higher, the capital 
adequacy ratio, the higher the level of protection available to depositors.

Chart 12: Sectoral structure of the loan portfolio of the financial sector

2007 2008 2009 2010 2011 2012
0
5
10
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40
45
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Mortgage
Agriculture
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Other

Graph 12 shows the sectoral structure of the loan portfolio of the financial sector from 2007 to 
2012. Graph shows that the loan portfolio for industries, consumer, construction, agriculture, 
trade & commerce shows an increasing trend for the given period. Maximum loan portfolio in 
the given graph is for the industrial sector.

Conclusion

Overall scenario for Kyrgyz economy and banking sector depicts that despite significant reform 
efforts over the past two decades, persistent structural weaknesses limit potential growth. 
Dependence on gold, remittances, and foreign aid leaves the economy vulnerable to external 
shocks and makes it difficult to generate broad-based prosperity. As productivity lags, growth 
continues to rely on large-scale capital spending and an abundant supply of labor. The link 
between credit expansion and economic growth is weak as the financial sector is still 
underdeveloped. Despite strong credit growth over the past three years, financial sector remains 
underdeveloped and is subject to vulnerabilities. While financial inclusion improved, banks’ 
penetration in remote areas is still narrow. The limited array of financial products and 
instruments reduces the opportunity for domestically-financed investments. Moreover, the 
system is still largely cash based, and highly dollarized. A further decline in economic activity 
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coupled with significant currency depreciation could raise both direct balance sheet risks and 
indirect credit risks by undermining borrowers’ creditworthiness. Banking sector is well 
capitalized and generally sound, but slowing lending activity, growing dollarization and an up-
tick in NPL’s and restructured loans raise concerns. Nonperforming loans (NPLs) and 
restructured loans increased, mostly driven by the deterioration in the quality of foreign currency 
denominated loans to the construction sector. 

While the banking sector has weathered the crisis so far, nonetheless, it remains vulnerable to 
exchange rate depreciation and sectoral concentration. The Central bank of Kyrgyzstan (NBKR) 
is taking appropriate measures to mitigate financial sector systemic risks and vulnerabilities. The 
recently enacted macro-prudential measures—higher provisions for foreign currency loans and 
debt-to-income ratio for all consumer loans—helped contain foreign currency credit growth. In 
addition, the NBKR has also instructed banks to increase general liquidity and instant ratios; 
introduce liquidity coverage ratios for large banks; introduce “capital buffers” requiring banks to 
increase their CAR to 18 percent and to 20 percent for large banks; and increase loan-loss 
provisioning. 
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