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Executive Summary

Kyrgyzstan, officially the Kyrgyz Republic is one of the world's six independent Turkic states along with Turkey, Azerbaijan, Turkmenistan, Uzbekistan and Kazakhstan. Located in Central Asia, Kyrgyzstan is bordered by Kazakhstan to the north, Uzbekistan to the west, Tajikistan to the southwest and People's Republic of China to the east. Its capital and largest city is Bishkek.
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Kyrgyzstan is divided into seven provinces. The capital, Bishkek, is administratively an independent city (shaar), as well as being the capital of Chuy Province. Osh also has shaar status.

The provinces, with their capitals, are as follows:

1) Bishkek (shaar), 2) Batken Province (Batken), 3) Chuy Province (Bishkek),  4) Jalal-Abad Province (Jalal-Abad), 5) Naryn Province (Naryn), 6) Osh Province (Osh), 7) Talas Province (Talas), 8) Issyk Kul Province (Karakol), 9) Osh (shaar)

Each province is further divided into raions (districts), administered by government-appointed officials. Rural communities consisting of up to twenty small settlements have their own elected mayors and councils.
Demographics

Kyrgyzstan's population increased from 2.1 million to 5.4 million between the censuses of 1959 and 2009. Official estimates set the population at 5.2 million in 2007 Of those, 34.4% are under the age of 15 and 6.2% are over the age of 65. The country is rural: only about one-third of Kyrgyzstan's population live in urban areas. The average population density is 69 people per square mile (29 people per km²).

The nation's largest ethnic group  are the Kyrgyz, a Turkic people, which comprise 71% of the population (2009 census). Other ethnic groups include Russians (9.0%) concentrated in the north and Uzbeks (14.5%) living in the south. Small but noticeable minorities include Tatars (1.9%), Uyghurs (1.1%), Tajiks (1.1%), Kazakhs (0.7%) and Ukrainians (0.5%), and other smaller ethnic minorities (1.7%). 
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Language
Kirghiz (Kyrgyz) - 64.7%, Uzbek - 13.6% Russian - 12.5%, Dungun 1%, other 8.2% (census 2009)

In March 1996, the Kyrgyzstani legislature amended the constitution to make Russian an official language, along with Kyrgyz, in territories and work places where Russian-speaking citizens predominate.

Religion
Islam is the most widely held faith. Official sources estimated that 80 percent of the population is Muslim. Almost all the Muslims are Sunni; there are few Shi'a in the country (approximately one thousand). According to SARA, as of May 2007 there were 1,650 mosques, of which 1,623 were registered. There also were seven institutes for higher Islamic teaching. According to recent official estimates, 11 percent of the population is Russian Orthodox, although some experts believe the figure could be as low as 8 percent. The country has 44 Russian Orthodox churches, 1 Russian Orthodox monastery for women, and 1 parochial school. Other religious groups account for a very small percentage of the population. 

Economy 
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The economy of Kyrgyzstan is highly dependent on the economies of Russia and Kazakhstan. A protracted slowdown in these countries has had a negative effect on growth in Kyrgyzstan through lower remittances, a weaker banking sector and reduced exports. The social unrest which led to Kyrgyzstan’s opposition toppling the government and installing a new caretaker government was sparked off by growing discontent over higher utility prices in addition to ousted president Kurmanbek Bakiyev’s repressive policies. The violent uprising had a severe effect on the economy and growth contracted by almost 3% in 2010.

Economy contracted by 1.4% y/y in 2010 as a result of the political turmoil in April and the ensued ethnic violence in the south of the country. Growth is expected to resume by real GDP recovering at 6.3% in 2011, driven by the stronger global demand and higher commodity prices for gold and rising remittances. Remittances which are of major importance continuously grow since 2009.  Inflation is expected to stay elevated averaging 20% in 2011 triggered by the surge in import prices for food and fuel. Fiscal deficit is expected to rise reflecting the political crisis of the last year which had negative effect on the overall performance of the economy.
The International Monetary Fund is predicting the Kyrgyzstan economy will roar back this year after a disappointing 2010.3 It’s forecasting a seven percent growth in 2011 which, as the following table shows, is easily one of the highest rates in Central Asia.
Infrastructure

There are 18,500 km or roads of which 91.4% are paved. Most of the road infrastructure consists of two-lane roads, many of which have fallen into disrepair and are poorly marked and lit. 

There are 29 airports of which 18 are paved. The main international airport is Manas International Airport, which is located 25 km north-northwest of the capital. Kyrgyzstan Airlines is the national airline. It is 81% owned by the government. 
There 470 km of railway. The rail system is run by the state owned Kyrgyz Railway. It is in very poor condition. Passenger service was sharply reduced in 1999. There are rail links to Kazakhstan and Uzbekistan but not to Tajikistan and China. In 2008 work began to electrify the line that connects Bishkek with Kazakhstan.

Brief Description of the Textile & Clothing Industry in Kyrgyzstan

The Kyrgyz textile industry was originally developed in the 1930’ as a result of the availability of raw material mainly cotton and wool, in South Kyrgyzstan. Up to 1989 it was an important sector employing around 100,000 people. After the collapse of the Soviet Union the number of people employed dropped to less than 10,000 within five years.

In the mid of 1990’s the Government privatised all the large state-owned enterprises but this change did not stop the sharp decline. The reasons of this disastrous recession were: low competitiveness against Asian competitors, obsolete technology, old equipment, lack of business know-how, lack of finance, emigration of technical personnel and poor management.

The industry suffers from the shortage of raw material. Most of it must be imported.

In the textile industry the shadow economy does not play a significant role. This industry is too capital intensive for very small production units.

Currently this Kyrgyz industry cannot compete with the Asian competitors. The only advantages are cheap energy and relatively low labour costs. However, this is not enough. Textile products, yarns and fabrics, from China and Bangladesh are cheaper and of better quality.

At the end of 2009 the Kyrgyz textile industry is nearly dead. The number of employees does not exceed 300-400 people. Currently the contribution to the GDP is supposed to be less than 0.1%.

There is none or very little cooperation with foreign partners. However, there are some promising initiatives like a Kyrgyz-Turkish and Kyrgyz-Polish joint ventures. In both initiatives the foreign partner brought know-how, equipment, capital and market access.

The clothing sub-sector embraces the companies producing ready-made products like garments, knitted and from fabrics, but also home textiles, like blankets, quilts and other products for household consumption. This production process of this industry is cutting, sewing and trim.

The Kyrgyz clothing industry does not suffer from a Soviet heritage. All the enterprises are private; nearly all enterprises started operations after 1995.

The numbers of enterprises (cut and sewing) members of the association “Legprom” are over 400; the number of the association of “Soyuztextile” (flat knitted garment) is 26. Local experts estimated that around 1,000 production units are in place in Kyrgyzstan; thereof 500 are operating on a stable basis.

There is a significant volume of not officially registered production units working in a so called shadow economy. These very small units work within the boundaries of semi-legal and illegal structures. The market share of the shadow economy is estimated to amount to 50%. Local experts estimate that around 150,000 people work in this sub-sector.

The Kyrgyz clothing industry is mainly export oriented. In 2008, the export volume was 100 million USD. The trend of the last five years was clearly positive. The export is mainly directed to Russia and Kazakhstan. The most important sales channel for export is the Dordoi Bazaar, the largest trade unit in Central Asia, where sellers and buyers trade the goods on spot basis in cash.

The domestic market is mainly supplied by Chinese dealers who have an estimated market share of 90%. Kyrgyz products are not competitive especially for the huge part of the young Kyrgyz population. Chinese products are more fashionable and cheaper.

One reason of the export success is the specialisation in specific products, like heavy woolen blended jackets and coats that meet the explicit consumer demand. Chinese are less interested in these relatively small market segments. Another reason is the high custom duties imposed by Russia to

Chinese garment imports that give Kyrgyz enterprises a significant price advantage.

The age and quality of the installed equipment (mainly sewing and flat knitting machines) vary considerably, from 60 years old Soviet machines to ultramodern flat (e.g. the German Stoll CAS 933) and circular knitting machines.

Due to introduction of duty exemption for imported equipment the modernisation is rapidly going on. Enterprises invest in relatively cheap and simple Chinese machines that are more adequate for the Kyrgyz environment than the complex high speed West European machines. 

Markets: Local and Export

The main share of the sales volume of Kyrgyz sewing enterprises goes to the CIS countries, especially Russia and Kazakhstan. Statistics report that the production volume was 140 million USD in 2008 and has quadrupled during the last four years. Approx. 80% of the production is exported, mainly to

Russia followed by Kazakhstan. Nowadays, Kyrgyzstan provides about 6 percent of the Russian market of ready-made clothes. It is estimated, that app. 40% of the trade transactions is handled through Dordoi market in Bishkek. Sales are performed in various regions of Russia through the network of the LEGPROM Association and its logistics partner BIEK Cargo.

40% of exports to Russia were sold in Cherkizovo Market. Since this market was closed in 2009, the sewing enterprises of Kyrgyzstan lost one of the largest sales channels and – with the help of LEGPROM - are looking for new sales options now.
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Raw Material: Availability, Specifications and Requirements

Nowadays, in Kyrgyzstan two types of raw materials are produced for the sewing industry: cotton and wool. The quality of the cotton becomes worse every year. This is due to practical termination of selection work, use of 4-5 seeds reproductions and the non-use of fertilizers. The main reason for the reduction of cotton cultivation is the price reduction of cotton on the world market. According to cotton growers, it has become more profitable to transfer to other agricultural sectors. Similar arguments are valid also for the wool production which also has become non-profitable.

This situation directly affects the Kyrgyz sewing industry being forced to source more or less all necessary raw materials from abroad.

Locations

From the 904 T&C enterprises, the majority of sewing companies are located in the city of Bishkek, Chuy, Osh and Jalal-Abad oblasts. As for knitwear enterprises, 24 enterprises are located in the Chuy oblast and 2 enterprises in the Osh oblast.

The sewing enterprises from the Soviet period were concentrated in the North of the country. These factories – if still existing – nowadays employ not more than 300-400 people. In the Southern region there are several enterprises producing cotton based clothing such as T-shirts, jeans etc.

Environment Impact

As all textile processing capacities in Kyrgyzstan are almost inactive, the industry does not harm the environment. Considering a low level of electric energy consumption by sewing machines as well as the method of the electric energy production (hydro power stations), the sewing enterprises are working very ecological friendly. It should note that 90 percent of the production of the T&C sector is provided by sewing enterprises.

Technology and Engineering

Technical equipment of sewing enterprises mainly refers to electrical sewing machines, mainly made in China. During the last few years, due to introduction of amendments into the Tax Code, which exempted the imported equipment from the value-added tax, as well as to development of the sewing sector, the supplies of sewing equipment increased by several times. This also relates applies to sewing being a relatively cheap and simple production process.

However there are several large (knitwear) enterprises, which use equipment of Japanese and Italian origin. Training of the personnel for work with this equipment is financed by the companies themselves as well as with the support of international donors.

Access to the modern equipment is promoted by arrangement of the exhibition in Kyrgyzstan by the Association “Legprom”; however in 2009 the exhibition was not arranged due to financial crisis.

Human Resources

About 172.000 people are employed in the T&C industry. By the initiative of “Legprom” and with the support of international donors, in the city of Bishkek the Training Centre “Shvey-Profi” was established on the basis of a professional training school. The system allows the education of various professions in T&C production: carding and combing operator, operator of fine spinning production, weaver; circular knitwear operator. Clothing production: flat knitter, cutter, sewer, embroiderer of textile-fancy goods, milliner of headdresses.

However, according to businessmen’s opinion, usually the graduates from professional training schools do not possess the required level of knowledge and skills. So the companies need to supply additional training-on-the-job at factory level. Moreover in the Kyrgyz Technical University (Bishkek city), there are departments of higher education, preparing sewer-technologists and clothes designers.

Public and Private Enterprises

Almost all sewing enterprises are owned by private individuals. Large processing companies were totally privatized in the mid of the 90s.

Strengths, Weaknesses, Opportunities and Threats

Strengths

· Low production price (low energy costs; cheap labour);

· Concessional taxation in Kyrgyzstan for entrepreneurs

· Good access to the Russian market through the network of Legprom

· Reasonably well performing logistic services to Russia by BIEK Cargo

· Flexible and fast production units also handling smaller orders

· Good sewing entrepreneurs with a dynamic business approach

Weaknesses

· Absence of (local) fabrics – generally limited assortment of fabrics & Accessories

· Lack of highly qualified specialists (middle level and sewers).

· High fluctuation of personnel

· Limited knowledge about regional sales markets (demands and needs)

· Lack of direct contacts to the sourcing markets (China, Korea)

· Absence of market research – very little market exposure in the region

· Lack of working capital at company level due to very high interest rates

Opportunities

· Increase market-share in Russia/Kazakhstan by strengthening the Legprom sales network

· Promotion of Kyrgyz clothing in Russia and other regional markets by more exposure with the support of running support programmes by ITC, GTZ and other donors

· Establishment as ‘Kyrgyzstan – The gateway for Regional Garment Manufacturers to Russia’

Threats

· Chinese manufacturers take over the role of Kyrgyzstan and supply more and more directly to Russia

· Infrastructure (power cuts, road system etc.) will deteriorate and affect the service standard of the manufacturers

· New, unforeseeable fiscal and tax regulations which might affect the profitability of the Kyrgyz sewing companies

Know How Transfer

Technological novelties mainly originate from China. Only few entrepreneurs attend various exhibitions and use the experience and up-to-date developments. In general, with regard to small size of enterprises, modern management and marketing methods are not used at company level.

Cooperation with Foreign Industries

There is almost no cooperation with foreign industries. Only a few examples may be cited: establishment of joint Kyrgyz-Turkish enterprises on production of products made of cotton yarn (jeans, t-shirts). In this case all raw materials are imported.

Competition from Imports

The domestic garment market is mainly supplied by Chinese products, and Kyrgyz goods – mainly pricewise - can hardly compete with them, although a duty of 40 percent from the overall cost is imposed on Chinese products.

Governmental bodies, institutions, associations and training institutes

The Ministry of Industry, Energy and Fuel Resources is the central executive body, which performs development and implementation of the single state policy in the production sector, including light industry.

There are two associations “Legprom” (sewing enterprises), “Soyuztextile” (knitwear and sewing enterprises). “Legprom” associates over 400 large, medium and small enterprises. Training and preparation of sewers are performed by the Training Centre “Shvey-Profi”, about 50 educational institutions of primary professional education and various short-term courses.

Micro-economic Situation

Access to Company Resources: Material, Technical, Financial and Managerial

Premises: Some enterprises gradually become large-scale: they have their owned manufacturing facilities, offices or expand their business, including construction of new processing departments. Some enterprises rent premises for the manufacturing process.

Material resources: The majority of sewing enterprises in the Kyrgyz Republic import raw materials and accessories for production of the finished products from China. A part of raw materials are in imported from Uzbekistan and

Turkey. However, due to considerably small production volumes, as well as a small number of enterprises, the prices for imported raw materials are high.

Only some enterprises could establish direct contacts with the Chinese manufacturers. Regular sources are also three large markets, providing fabrics and accessories (two in Bishkek, one in Karasuu, Osh Oblast).

Technical resources: Within the last few years, the level of technical equipment in the majority of sewing enterprises considerably improved: new sewing machines, various types of sewing machines (five-filar, spinning, overlocker etc), pressing machines, cloth-cutting knives, modern equipment for designing and pattern cutting, computer program for development and design of the model. In 2007 about 10 000 machines were bought.

Ownership/Tax aspects: Out of 904 sewing companies the largest part works on the patent basis (572 enterprises), 274 enterprises work on the basis of the single tax payment and 58 enterprises operate in the form of the limited liability company. The companies working on the patent basis are usually owned by one or more partners, registered and operating as a private entrepreneur.

Managerial Resources: Company’s staffs usually include 20-50 employees. The number of employees depends on the season. Almost all companies hire sewers themselves; training is performed ‘on-the-job’. Labour contracts are concluded very rarely. Sometimes a certain part of the salary is retained as a guarantee in case of product damage.

Financial Resources: The financial situation of enterprises can only be estimated. Considering the possibility of entrepreneurs to take commercial credits in local banks, where the interest rate constitutes at least 20 percent, we estimate that the profitability of the sewing business is at least 20%.

However, the economic crisis of 2008/2009 considerably decreased the demand for production. Thus, nowadays the financial situation of sewing enterprises is less comfortable. According to evaluations of “Legprom”, during the period of 2008-2009, about 20 percent of sewing workshops were closed.

SWOT Analysis of the Textile Industry in Kyrgyzstan

A short SWOT analysis illustrates the companies’ current position in terms of their international position, showing where the problems are and also where strengths and potential are to be found. The following tables summarise the key SWOT.   

SWOT Analysis of the Kyrgyz Textile Industry
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Currently the textile sub –sector is dominated by former state-owned enterprises. Only few private companies and joint ventures with foreign partners exist. The following table summarise possible strategic moves and the resources required.
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The following table summarises the objective-oriented criteria for the fibre processing textile industry.
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For the Kyrgyz textile industry the main strategic direction should be focused on SMEs having a well-defined business plan in specific market segments.

Priority should be given to the supply of local markets, e.g. the clothing and knitwear industry as well as to exports to CIS countries. Important criterion for the enterprises is the development of own product ranges.

Strategic partnerships with foreign textile enterprises have high priority. The existing know-how and human resources in Kyrgyzstan are insufficient to build up a Kyrgyz textile sub-sector. The building of an adequate Kyrgyz know-how would take a long time and require high investments from the public sector.

The acquisition of know-how from other countries leads to faster results and is economically more feasible. In addition, a strategic partner may boost the export in markets outside CIS countries.

Garment/Clothing

Evaluation of the Current Situation

· Very good sales development of clothing to Russia and partially Kazakhstan since 2005 (export volume multiplied by four up to 2008)

· Slow down in 2009 by 10-15% (10/09) due to financial crisis (external factor)

· Sector in general profitable with a broad industrial basis of SME clothing manufacturers (average size: 20-50 employees)

· Industrial base has improved in recent years through massive investments in machinery

· BIEK Cargo provides suitable logistic support for Russia on full-service basis at reasonable and relatively fixed prices

· LEGPROM is the quasi monopole organisation providing sales and logistic services of garment exports to Russia (16 offices in Russia)

· Easy to handle favourable patent system for smaller companies (flat tax, patent fee, social expenses) with low income taxes (2,5% from turn-over)

· Reasonably developed Training Centres for workers in the sewing sector through organisation SOYUZTEXTIL

Reasons for the success of Kyrgyz clothing manufacturers in Russia

· Favorable import and export conditions

· no import duties for equipment & machinery

· very low fees for export licenses

· Easy customs clearance for exports to Russia since 2009

· No import duties into Russia (Euro-Asian Zone)

· Low production prices, partly due to very low energy costs in Kyrgyzstan

· Same (product) standards in Russia and Kyrgyzstan (GOST Quality Standard)

· Image: Kyrgyz products known for their very good quality-price ratio (Label ‘Made in Kyrgyzstan’)

· Small and flexible production units

· Very good know-how of the Russian market mainly through Legprom

            (clients, consumer taste, 16 sales representatives in the markets)

· International Fashion Fair in Bishkek (Marketing Support instrument)

The major elements of SWOT are:

SWOT Analysis of the Kyrgyz Clothing Industry
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Product – Market Options

The major strategic product-market options:
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Option 1 is the current business of the clothing enterprises. The enterprises develop the product and sell to wholesalers and retailers.

Option 2 means expansion in the private label business, i.e. work together with large retailers in Russia and Western Europe and produce exclusive specific items for these customers.

Option 3 is to organise a better sub-contracting system for the whole industry.

The most feasible strategic options are:

[image: image14.emf]
The Strategies for the Clothing Industry

Short Term

· Structure sourcing operations to achieve better access to suppliers from

    China & Turkey

· Product and design development to create more market oriented  collections

· Clearly increase exposure and promotion in regional markets to increase exports sales

· Improve use and expand services of Soyuztextil Training Centre

Medium to long Term

· Improvement of competitiveness at company level (production efficiency & international marketing) to increase export sales & profitability

· Promotion of different forms of collaboration with foreign partners

            (joint-ventures, direct investments, Public Private Partnerships) to     achieve substantial further development in the textile & garment sector

· Planning and implementation of permanent additional sales support and promotion instruments to boost sales

· Further support and development of LEGPROM as ‘Sales & Export

            Marketing Unit’ with more market presence in Russia and Kazakhstan    to increase market share of Kyrgyz fashion

· Education System: Improve skills of workers by providing more and improved training possibilities for operators (sewing, pattern making, cutting etc.) and at supervisor level (textile engineers & quality control)

· Better availability of credits for SME clothing manufacturers at workable interest rates below 10% by government bodies in cooperation with commercial banks to increase working capital of companies

· Improvement of the know-how about regional sourcing markets (China, Turkey, Korea)

· Implementation of a Steering Committee for the Planning and

            Implementation of Export Processing Zones under the guidance of the

            Ministry of Business Development and LEGPROM Association

· Creation of a transparent, investment friendly political and economic climate and attractive investment conditions in Kyrgyzstan
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