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1. Current situation
Agricultural sector as a whole and processing industry in particular have been the key actors in ensuring national food security and employment. Nearly 65% of all able-bodied citizens in the country are employed in the agricultural sector (agro-industrial complex). Land and agrarian reform resulted in privatization of 75% of all arable land in Kyrgyzstan; the other 25% are still owned by the state. With more than 29.0% of the gross domestic product (GDP), agriculture is an important sector of Kyrgyz economy. In 2007, gross domestic agricultural product was KGS 89.7 billion.

At the beginning of 2008, there were 324,775 agricultural entities in the country, of which 76 (0.02%) were state farms, 323,555 (99.6%) were private farms, and 1,144 (0.35%) were collective, cooperative farms and personal subsidiary plots. In 2007, the structure of agricultural output by farm categories was as follows: 2.7% - state and collective farms; 36.6% - personal subsidiary plots; 59.4% - private farms.
In 2007, food and processing industry enterprises processed KGS 9,355.5 million-worth agricultural products; actual volume index was 101.4%.

Total value of products exported by agricultural, food and processing industries in 2007was KGS 201.2 million, or 136.5% as compared to 2006.

In 2007, imported products of agricultural, food and processing industries increased 50.4% as compared to 2006. Total value of imported products was USD 376.5 million.

150 thousand hectares or 15% of arable land are barely satisfactory and unsatisfactory in terms of melioration. Because of insufficiency and expensiveness, current application of mineral fertilizers meets nearly 30% of the actual need, while application of crop protection resources meets 80% of the need.

Agricultural fleet has almost not been upgraded at all for a number of years. Current load per one conditional tractor is 250 hectares, which is almost twice as much as in 1990. As a result, cropping practices are generally not observed, which resulted in reduction of actual crop capacity.
Conditional livestock population halved over the period under review; relative weight of their breed composition does not exceed 20%, while back in the eighties virtually all livestock population was breed livestock.

Because of unsystematic privatization of agricultural processing enterprises, the share of processing of some types of agricultural products is now several times as low as it used to be before privatization. According to results of 2007, sectoral output growth rates are merely 2%. Taking into consideration the fact that only 5-10% of all output for several types of agricultural products are processed, this growth is insignificant.

The Government of the Kyrgyz Republic supports only the poorest farmers and peasants by allocation of seeds, materials and equipment, commodity credits and grants. National budget annually allocates resources for the repair and rehabilitation of waterworks facilities, crop protection and quarantine, improvement of epizootic situation. These cover only 30-40% of the actual needs.
In general, the country is not capable of providing itself with such essential products as sugar and vegetable oil. Wheat farming also goes under to strong competition from neighbor countries because of the substandard quality of domestic wheat, which results in import of flour or strong wheat from our neighbors.

Supply of domestically produced essential food products in the Kyrgyz Republic in 2007

(Kyrgyz National Statistics Bureau data on actual consumption with 5,217.5 thousand population)
	
	Cereal products (in terms of grain)
	Fresh potato
	Fresh vegetables and gourds
	Fresh fruits and berries
	Meat (in terms of slaughter weight)
	Raw milk
	Eggs (pcs)
	Sugar
	Vegetable oil

	Consumption level according to the Natstatcom, kg/year
	184.8
	96.0
	147.6
	36.0
	36.0
	208.8
	64.8
	21.6
	6

	Total need, tons
	964194.0
	500880.0
	770103.0
	187830.0
	1089414.0
	1089414.0
	338094.0
	112698.0
	31305.0

	Output, tons
	708877.0
	1373780.0
	908947.0
	195397.0
	325400 

(live weight)
	1240041.0
	373742.0
	17000.0
	17587.0

	Expenditures (seeds, natural and technical losses, forage etc.), tons
	245100.0
	435500.0
	30000.0
	10000.0
	149685.6
	99200.0
	9300.0
	138400.0
	57813.0

	Domestic market size (net of exports and imports), tons
	463777.0
	938280.0
	878947.0
	185397.0
	175714.4
	1140841.0
	364442.0
	17000.0
	17587.0

	Reserves-to-production ratio, %
	48.1
	187.3
	114.1
	98.7
	93.5
	104.7
	107.8
	15.1
	56.2


Forecasted supply of food products in the Kyrgyz Republic in 2008
(forecasted population size for 2008 is 5,252.0 thousand)
	
	Meas. unit
	Cereal products (in terms of grain)
	Fresh potato
	Fresh vegetables and gourds
	Fresh fruits and berries
	Meat (in terms of slaughter weight)
	Raw milk
	Eggs (pcs)
	Sugar
	Vegetable oil

	Actual consumption level estimated by the Kyrgyz Natstatcom in 2007
	kg/

year
	184.8
	96
	147.6
	36
	36
	208.8
	64.8
	21.6
	6

	Total need (by actual consumption level – Kyrgyz Natstatcom)
	Tons
	970569.6
	504192.0
	775195.2
	189072.0
	189072.0
	1096617.6
	340329.6
	113443.2
	31512.0

	Output (expected – according to the KR MAWRPI)
	Tons
	800000.0
	1350000.0
	937000.0
	207000.0
	331400.0
	1271000.0
	395300.0
	50000.0
	17800.0

	Domestic market size
	Tons
	554900.0
	914500.0
	907000.0
	197000.0
	331400.0
	1171800.0
	386000.0
	50000.0
	17800.0

	Reserves-to-production ratio (based on the actual consumption level)
	
	57.2
	184.1
	117.8
	104.2
	175.3
	106.9
	113.4
	44.1
	56.5


Note: Percentage of sugar supply is calculated based on sugarcane processing at domestic enterprises.
Based on actual consumption of food products by the population of the Kyrgyz Republic it is obvious that it provides itself with:

1. Cereal products (57.2%);

2. Sugar (44.1%);

3. Vegetable oil (56.5%);

4. In view of high indicators of export (including smuggling) of fruits and berries (104.2%) and raw milk (106.9%), food security for these products is also below the required level.

Based on results of the first five months of 2008, agricultural output growth rates are only 1.2%. Expected growth in 2008 does not exceed 1.6%, including 1.5% in crop production and 1.8% in livestock farming. Low crop production growth rates are due to heavy frosts of March 17-19, as well as natural disasters in May (mudflows and hail). The frosts destroyed the harvest of fruits and berries in the territory of Chui and Talas regions (4.0 thousand hectares) and damaged 119.0 thousand hectares of other crops, of which 1.9 thousand hectares were destroyed. Total damage suffered by agricultural commodity producers was KGS 2.3 billion. In addition, mudflows and hail destroyed more than 1.1 thousand hectares of spiked grains and other crops, and the damage to 43 waterworks facilities reached KGS 10.6 million. Drought spring this year resulted in depletion of snow cover in the most river flow formation areas; therefore, inflow to water reserves has reduced considerable and, as compared to the last year, none of the country’s reservoirs now exceeds the water-filling levels.
2. Main problems in the agricultural sector of economy
1. Difficult financial situation of rural commodity producers due to: (i) price disparity between commodity outputs and fuel, fertilizers and services; (ii) high interest rates on short-term credits; (iii) absence of agricultural insurance; and (iv) high liabilities of agricultural commodity producers.

2. Inadequate supply of material resources and equipment for agricultural commodity producers (seeds, agricultural machinery and equipment, fertilizers, chemicals, veterinary drugs, information and other services, etc.). 

3. Low level of agricultural output and lack of other income-generating sources other than agriculture in rural area.

4. Problems with marketing and export of agricultural products because of a low quality of the output and non-competitiveness of the processed products, as well as the lack of adequately efficient food market regulation systems.

5. Problems with demographic and human resources capacity, lack of specialists and managers, inadequate management level, insufficient organizational and consulting efforts to create and support performance of new market structures.

6. Inadequate level of farmers’ knowledge of the basics of agricultural products, as well as their low awareness of the agricultural market.
3. Strategic objectives for development of the agricultural sector and the ways to accomplish them

3.1. In the area of deepening the reform and farm development:

- implementation and development of private land market and rent relationships; implementation of mortgage lending elements in rural areas with land as a major mortgage property;

- structural adjustment of small farms through establishment of various cooperatives and other voluntary associations based on such principle as community of interests;
- structural adjustments in the processing industry through modernization of enterprises, creation of vertically integrated structures with the pooling of interests of producers and processors of agricultural resources;
- provision of state support for viable branches of agriculture, food and processing industries, creation of a legal framework, development of the information and clarification system, security of guarantees to protect the rights and legitimate interests of economic entities;

- delivery of educational, consultation and information services to agricultural commodity producers. Enhancement of the network of consulting services by creating their units at an ayil-okmotu level.

3.2. In the area of agricultural commodity production:

- systematic reproduction and improvement of fertility of agricultural lands, along with systematic agrochemical examination of the lands;

- timely provision of recommendations to rural commodity producers for their proper orientation in the choice of crops for the next harvest, by forecasting output and market value of such crops;
- development of domestic crop production by transfer of seeds to the private sector. Allocation of resources for subsidization of the costs of producing seeds of wheat and barley (super-elite and elite) should be introduced into the state budgeting practices starting from 2008. Appropriate marketing of the produced crop seeds should be ensured along with securing seed-growing farms for particular farms and farm households;

- improvement of the phytosanitary situation in the area of prevention of spread of particularly dangerous plant pests and diseases;

- development and implementation of pilot projects in creation of efficient forms of service centers (agrochemtechservice, zoovetservice, industrial park etc.) with involvement of state structures at an initial stage of their operation; 

- maintenance of intensive development of domestic livestock farming. Creation of prerequisites for improvement of competitiveness of domestic production of environmentally clean mutton, beef and other meat products;

- rehabilitation, development and universal expansion of the artificial insemination service;

- arrangement for registration and records of agricultural livestock of breeding value regardless of the ownership patterns, and promotion of selection and breeding works on a private basis through associations and cooperatives of private livestock breeders and farmers;
- streamlining of the pasture resource management techniques, reconstruction and rehabilitation of pasture infrastructure;

- improvement of the prevention and treatment efforts in the area of protecting livestock health through elaboration of a program for eradication of particularly dangerous infectious diseases (to which livestock is exposed) and reform of the domestic veterinary service, while ensuring biological safety of the environment;

- strengthening the role of agricultural science in preservation and use of genetic resources of animals and crops; creation of high-yielding animal breeds and plants. Development and implementation of advanced agricultural production methods.

- development of pisci- and apiculture. Further strengthening of these branches should be based on improvements in organization of structural adjustments on a private basis, established associations, development of their legal and regulatory framework, as well as financial injections.

3.3. In the area of development of water resources and agricultural water supply:

- implementation of a package of measures to reform and develop water relationships. Institutional reform of water relationships should include decentralization of management with transfer of management functions to basin, territorial and municipal levels, as well as to the private sector;

- introduction of corporate water management principles based on association of independent water users. Most of the basic assets of the water management infrastructure (with the exception of strategic facilities) should be privatized and transferred to private water users for management;

- rehabilitation of irrigation systems and upgrade of production assets of the water industry. For these purposes, opportunities provided by the World Bank’s On-Farm Irrigation Project and the ADB’s Regional Agricultural Development Project (implemented in Chui and southern regions of the country) should be used to the full extent;

- bring the mechanism of interstate water distribution on the basis of water use allocation in accordance with the market realities, introduce a principle of adequate compensation of costs and damages caused to Kyrgyzstan by delivery of water services to adjacent countries;

- repair and rehabilitation of the drinking water supply system in rural area and its transfer to rural communities of water users (RCWU) for further operation and maintenance.

3.4. In the area of processing of agricultural products:

- provision of access to credits; organization of adequate training of production managers;

- in order to encourage agricultural processors, strive for reduction of all types of taxes to zero level for 3-4 years to let them improve their financial and economic condition;
- in order to legalize outputs of cereal products, corresponding amendments should be made to the existing fiscal policy regarding introduction of a patent system for bread producers, which will allow increasing both outputs and revenues to the revenue part of the budget;
- reduce existing commercial electricity tariffs to domestic tariff rates, which will have positive impact on legalization of outputs and increase of payments for power supply services; this will also help reduce the cost of bread products and increase purchasing capacity of the population;

- in order to support domestic commodity producers, special quotas need to be introduced for imported beer and alcoholic beverages; customs duties on imported confectionery, fruit juices and beer need to be increased up to 30%.

3.5. In the area of development of marketing and export of agricultural products:

- establishment (with state support) of vertically integrated agricultural producers in form of corporations and holdings in accordance with the following processing chain: production of raw materials – processing – marketing. Main objective of an agricultural food corporation is to ensure food security of Kyrgyzstan through increase of commodity supply to 75%, along with implementation of large-scale investment projects in the agricultural sector (agro-industrial complex). This will be accomplished by promotion of an efficient agribusiness system, increase in outputs and sales of raw agricultural materials and processed products, as well as streamlining of the measures of state support of agricultural production;
- the Agricultural Food Corporation (Agroprodcorporatzia) will accumulate and control the National Buffer Stock of food products (primarily, grain). Farms will be supported by award of futures contracts for supply of agricultural products to the National Buffer Stock. The Agricultural Food Corporation will ensure integration of small farms into cooperatives with the view of further integration with processing enterprises into agricultural holdings;
- creation of an agricultural development fund. The Fund should be a structural unit of the Agricultural Food Corporation with an exclusive right to pool resources and direct them towards development of the national agro-industrial complex. Operations of the Fund will give a spur to intensive development of the national agro-industrial complex by streamlining of the measures of state support of agricultural production, and will allow progressing to a new quality of growth in the agricultural area;

- establishment of the National Buffer Stock of grain and other food products. The National Buffer Stock will help stabilize and ensure additional regulation of the food market in case of any disproportions between demand for, and supply of, food in the domestic market. The buffer stock will be formed by the Agricultural Food Corporation by procurement of food products from rural producers (first and foremost, grain) at the cost of the national budget and other financial sources;

- development of an electronic database on markets, product mix and prices with a view to provide information for agricultural producers and processing enterprises.

3.6. In the area of state and non-governmental regulation:

- ensure clear delineation of the areas of responsibility of regional and central management bodies in the agro-industrial sector, as well as their close coordination in accomplishment of their common objectives;
- in order to perform functions of public administration and control, it is necessary to ensure reliable performance of the entire executive chain of command (power vertical) including veterinary, ameliorative, quarantine, chemical services and inspections, as well as their territorial branches;
- in order to create the universal market space in the country, it is necessary to create new mechanisms consistent with the modern market conditions of economic performance (associations, cooperatives, corporations, holdings etc.);

- delegate functions of coordination of land relationships to the Ministry of Agriculture, Water Resources and Processing Industry, according to the common international practice;

- reorganization and identification of the main objective of the Ministry of Agriculture, Water Resources and Processing Industry and its local subordinate structures. For this purpose, new provisions on the Ministry need to be prepared, with specification of the following major functions: (i) development of agricultural policy, legislation, and legal and regulatory framework; (ii) monitoring of epizootic situation, crop disease and pest management activities; (iii) regulation of the issues of supplying irrigation water for areas under crop, as well as drinking water for the population; monitoring of ameliorative condition and soil fertility of the areas under crop; (iv) delivery of educational, consulting and information services to agricultural commodity producers.

With a view to accomplish the above objective, the MAWRPI prepared for submission to the Jogorku Kenesh (Parliament) and the Government of the Kyrgyz Republic following draft laws of the Kyrgyz Republic:

· draft Law of the Kyrgyz Republic «On food security». Discussed and approved by the Jogorku Kenesh of the Kyrgyz Republic;

· draft Law of the Kyrgyz Republic «On development of agriculture»; 

· draft Laws of the Kyrgyz Republic «On amendments to the Land Code of the Kyrgyz Republic», «On implementation of the Land Code of the Kyrgyz Republic», «On agricultural land management»;
· draft Law of the Kyrgyz Republic «On special features of insurance in crop production area»;

· draft Law of the Kyrgyz Republic «On plant quarantine»;

· draft Law of the Kyrgyz Republic «On livestock breeding»;

· draft Law of the Kyrgyz Republic «On identification of livestock»;
· draft Law of the Kyrgyz Republic «On pastures»;

· draft Law of the Kyrgyz Republic «On procedure and conditions of setting and collection of fees for use of water as a natural resource»;

· draft regulation of the Government of the Kyrgyz Republic «On setting tariffs for irrigation water supply services».

The Ministry has developed following instruments in order to build a new state agricultural policy of the Kyrgyz Republic:

· «Development of wheat seed farming in the Kyrgyz Republic in 2008-2010» State Program; approved by regulation #504 of the Government of the Kyrgyz Republic of 23.10.2007;

· Strategic scheme of the agricultural sector (agro-industrial complex) development in the Kyrgyz Republic. (It is now updated based on comments and suggestions of ministries and agencies).
· A program to ensure sustainable preservation and improvement of soil fertility for 2008-2010 is now developed under the “Fertilizers” target program;

· Under the “Mechanization” target program, the Ministry monitored supply and utilization of agricultural machinery and equipment by regions. The program includes a package of measures to upgrade and reequip the agricultural fleet of market participants in the country;
· Under the “Mechanization” target program, draft “Program of improving the ameliorative status of irrigated land in the Kyrgyz Republic for the period of 2008-2010” has been prepared and forwarded to ministries and agencies for clearance; it is proposed to improve ameliorative status of 27.9 thousand hectares of irrigated land;
· Regulation of the Kyrgyz Republic #593 of December 14, 2007, approved the «Program of constructing waterworks facilities and developing new irrigated lands in the Kyrgyz Republic in 2008-2010» aimed at accomplishment of construction and major repair of the nineteen essential waterworks facilities in the country;

· Draft regulation of the Government of the Kyrgyz Republic «On development of exchange trade in the country with establishment of an Exchange Board under the MAWRPI, and creation of the national commodity distribution system»;

· Regulation of the Government of the Kyrgyz Republic #62 of February 25, 2008 approved the «Strategic plan of development of the veterinary service in the Kyrgyz Republic for 2008-2012» that includes delivery of veterinary services brought close to the EU requirements and standards of the International Epizootic Bureau, promotion of private veterinary practices.

· Project «Strategy of using land from the Agricultural Land Reallocation Fund» determining the policy of using ALRF lands.

The «Strategic program of agricultural development and regulation of the markets of agricultural outputs, inputs and food products in the Kyrgyz Republic for 2008-2011» is one of the most important strategic documents prepared by the Ministry of Agriculture, Water Resources and Processing Industry (being finalized).
1. Provision of resources
The «Strategic program of agricultural development and regulation of the markets of agricultural outputs, inputs and food products in the Kyrgyz Republic for 2008-2011» is proposed to be financed from the national budget (KGS 8.1 billion for 2008-2011).

Following investment projects (implemented under the PIP) and documents will be instrumental to the agricultural sector development and promotion of reforms in the sector:

- Agribusiness and Marketing Project

- Project for establishment of the integrated real property information system, cadastre mapping and database development

- Regional Agricultural Development Project (Chui region)

- On-Farm Irrigation Project

- Regional Agricultural Development Project (Southern regions)

- Water Management Improvement Project.

6. Deliverables
Main expected results of accomplishing objectives under this Strategy include:

- annual increase in gross output of processed products of at least KGS 800 million;

- real annual increase in the agricultural processing industry (7%) and agriculture (4.5%);

- annual increment of agricultural exports by 8-10%;

- growth of real average income of farms (farm households) by 10-15%;

- increase in the number of small and medium enterprises operating in the agricultural processing area;

- growth of private investments into the sector;

- establishment of operational marketing and consulting centers in each district;
- creation of new jobs in the processing industry with a view to ensure that employment in this industry doubles by 2010;

- annual increase in revenues from the processing industry.
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