KYRGYZ REPUBLIC: COMMERCIAL AND ECONOMIC NEWS, MAY 2004

By:  Asel Sulaimanova

BISNIS Representative, Bishkek, Kyrgyzstan

International copyright, U.S. Department of Commerce and U.S. Department of State, 2004.  All rights reserved outside of the United States.

1. SUMMARY:  This cable summarizes press reporting on commercial and economic developments in the Kyrgyz Republic during May 2004.  Headlines include:

------------------

Foreign Investment

------------------

- Kyrgyz-American enterprise to bring new jobs;  

- Turkish businessmen to build entertainment center;

- ADB will provide aid on more favorable terms;

- Direct foreign investment rose 27% in 2003;   

-------------

Privatization

-------------

- New phase in sale of 51% stake of Kyrgyztelecom;

- Halyk Savings Bank wins tender for Kairat Bank;

- Bankrupt Kyrgyzgaz to be partially privatized; 
--------------------

Business Development

--------------------

- GOKG to sell shares in Centerra Gold Inc.;  
- Hunting tour market; 

- Bicycle production launched in Bishkek; 

----------------------

Government Legislation

----------------------

- Deputies pass law awaited by farmers;

- Adoption of Electronic Digital Signature Law;  

- New labeling to discourage imitation products; 
--------------

Fairs & Events 

--------------

- International Tourism Fair held at Issyk-Kul Lake;

- 6th Annual International Exhibition Kyrgyzstan-2004.
END SUMMARY.

------------------

Foreign Investment 

------------------

2. Baily Bishkek Company attracted a U.S. investor to build additional sewing shops in the Bishkek Free Economic Zone.  The new American co-owner acquired 51% of the company’s shares.  Construction is underway and expected to be finished by October 2004.  Equipment will be delivered from Japan, fabric from China, and accessories from the USA.  In 2003, the company produced garments worth $1 million that were exported to the USA and Europe.  Its owners estimate an increase in production volume of $4-5 million per year.  Employees will increase from 300 to 2,000.  /MSN: p. 2, May 13, 2004/ and /Akipress: May 17, 2004/

3. The groundbreaking ceremony for a new large entertainment center took place in Bishkek.  Turkish businessmen are financing construction, which should be completed in 15 months.  30,000 square meter center will include four cinemas, a playground and an underground garage.  500 new jobs will be created.  /Vechernyi Bishkek: p. 2, May 25, 2004/

4. At the 37th annual meeting of Asian Development Bank in South Korea, ADB managers decided to provide half of the Kyrgyzstan’s financial aid in grant form.  The grant component paid out of the Asian Development Fund will equal approximately 21% of the allocated amount.  The parties signed a framework agreement to finance Kyrgyz private sector with loans, grants and capital investment without guarantees from the GOKG.  Specific projects, amount and terms of financing, will be established after bilateral negotiations.  /Vechernyi Bishkek: p. 3, May 27, 2004/

5. In 2003, the Kyrgyz Republic drew $146 million in foreign direct investment, 27% more than in 2002.  According to Vice Prime Minister D. Otorbayev over the past three years foreign direct investment into Kyrgyz economy increased by 65% due to removal of administrative barriers and the adoption of investor-friendly legislation.  /Akipress: May 17, 2004/   

-------------

Privatization

-------------
6. The State Committee for Property Management is holding a new tender to sell 51% of Kyrgyztelecom, the national telecommunications company.  The committee asked all previous participants, with the exception of the Swedtel consortium, to enter new bids.  They received five bids.  The consortium Arextech Limited/Detecon International GmbH made the highest offer of $16.2 million.  The tender commission is currently reviewing proposals and if requirements are met, the commission will begin negotiations with the consortium.  If the parties fail to reach an agreement, negotiations will begin with the second highest bidder Russian long distance provider Rostelecom.  The State Committee had previously refused to sell to Swedtel due to an unacceptable payment schedule. /Interfax: May 31, 2004/, /Akipress: May 21 and 31, 2004/, /Kabar: May 28, 2004/    
7. According to Deputy Chairman of the State Committee for Property Management Makarov, Kazakhstan's Halyk Savings Bank won a tender to control 100% of the state stake in Kairat Bank.  Halyk Savings, Kazakhstan’s third largest bank, offered $1.25 million for the purchase of Kairat bank and proposed $7 million in investments during the next 3 years.  The tender will be completed after Halyk Savings gets permission to close the deal from the Central Banks of both countries.  In the event the deal is not signed, the second-place bidder Kazakhstan’s Alliance Bank would be invited to negotiate the deal.  U.S. Bearing Point was the financial consultant for the privatization of Kairat Bank.  As of May 1, 2004, Kairat Bank had charter capital of 170 million som (approx. $3.9 million) and assets worth 306 million som (approx. $7.1 million).  /Akipress: May 24, 2004/  

8. GOKG officials are restructuring the bankrupt Kyrgyzgaz joint stock company.  According to Vice Prime Minister U. Mateev, the GOKG prepared legislation for parliamentary discussion that if approved will divided Kyrgyzgas into three parts.  Gas mains will remain under state control, whereas distributors controlling delivery of gas and gas services will be subject to privatization.  This GOKG hopes to attract more investors to the industry.  If the draft passes, tariffs for energy will increase from $0.014 per kilowatt to $0.023.  /Argumenty I Fakty: p. 4, May 26, 2004/
--------------------

Business Development

--------------------

9. According to Mr. Saavalainen, head of the International Monetary Fund mission, the GOKG plans to sell 13% of its 33% share in Centerra Gold Inc. in 2004.  Centerra, recently established by the GOKG and Canadian Cameco Corporation, will be quoted at the Toronto Stock Market in June and funds received from sales will be used to finance the state budget.  Centerra expects to mine 820,000 ounces of gold in 2004, including 620,000 ounces at the Kumtor Kyrgyz mine and 210,000 ounces at the Boru Mongolian mine.  /Obshestvennyi Rating: p. 5, May 13, 2004/ and /Akipress: May 12, 2004/    

10. According to Director of the Cabo Company Mr. Jandaraliev, 40 companies that offer foreigners hunting tours of the Marco Polo mountain goat are officially registered in Kyrgyzstan.  In reality only one third of these companies provide services:  the rest exist only on paper.  Some of Naryn companies intend to raise the issue of license revocation for “shell” companies.  /Akipress: May 13, 2004/ 
11. A new Kyrgyz-Russian joint venture plans to produce bicycles at the Bishkek Engineering plant.  According to Technical Director Mr. Hohlov, this is the first such production in the region.  Bicycles will be sold in Central Asia. /Europa: May 18, 2004/ 
----------------------

Government Legislation 

----------------------

12. Deputies of the Legislative Assembly accepted the long-awaited draft law “On cooperatives”.  Unlike the old law, the new one clearly specifies procedures for expelling cooperative members and acquiring cooperative membership. All cooperative members will have equal decision-making rights concerning the common enterprise.    Stockholders may leave a cooperative with compensation for their shares.  /Vechernyi Bishkek: p. 2, May 6, 2004/

13. Deputies of the Legislative Assembly passed a draft bill on Electronic Digital Signature (EDS).  According to K. Mamaev, First Deputy Minister of Transportation and Communication, electronic exchange of information significantly influences economic development.  The absence of a law on EDS hinders development of electronic business and electronic office work in governmental administration.  The law will legalize the authenticity of EDS and provide legal guarantees for secure transfer of information.  EDS may also be used as evidence in criminal cases.  /Vechernyi Bishkek: p. 2, May 20, 2004/

14. GOKG passed a law requiring holographic labels on salt and alcohol, which should help prevent illegal circulation, smuggling and falsification of these products.  The GOKG hopes that the introduction of holographic labels will prevent people from using bad-quality products, support national producers and increase tax payments.  Kyrgyz companies producing salt and alcohol are allowed to sell the remainder of their unmarked products by November 1, 2004.  /Komsomol’skaya Pravda: p. 11, May 28, 2004/

--------------

Fairs & Events

--------------

15. The 6th International Tourism Fair Issyk-Kul-2004 took place at an Issyk-Kul resort.  This year tourist companies, food and equipment providers, construction companies and educational institutions participated.  According to Prime Minister N. Tanaev, the State Treasury annually loses about $100 million in unpaid taxes on Issyk-Kul resorts as many resorts are registered outside of the region and therefore pay a lower tax amount.  /Vechernyi Bishkek: p. 5, May 18, 2004/ and /Kabar: May 15, 2004/

16. On May 20, over 150 companies from 10 countries presented their products and services at the 6th Annual International Exhibition Kyrgyzstan-2004 organized by the GOKG, the Chamber of Commerce and Industry.  Participating companies explored business opportunities and established cooperation with business partners.  85% of the companies that participated were small and medium sized.  /Kabar: May 12, 2004/ and /Akipress: May 20, 2004/
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