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Abstract
This paper aims at exploring the accumulation of external debt in Kyrgyzstan. Since the fall of the
Soviet Union, the level of indebtedness has witnessed a severe deterioration further exacerbating the
nation's fragile and vulnerable economy, which is now among the most exposed to foreign lendings.
The study suggests Kyrgyzstan boosts productivity, increases savings and fixes capital formation to
get on a sustainable growth track that makes the country competitive in the global economic arena.
Keywords: Central Asia, Kyrgyzstan, external debt, indebtedness

Introduction

Following the end of World War II, the use of foreign loans and grants to pro-
mote economic growth and development gained momentum and then became
quickly ubiquitous with the implementation of the Marshall Plan. Developing
and emerging nations, or countries that spend more than they earn and save,
have been relying on these unconventional sources of income, either to bolster
their economy or to prevent further decline, for several decades now.

External debt might not inherently have adverse effects on economic
growth (Ali and Mustafa 2012; Ejigayehu 2013; Abdullahi, Bakar and Has-
san 2015; Mohamed Mahmoud 2015; Siddique, Selvanathan and Selvana-
than 2015; Al Kharusi and Ada 2018). Sovereigns that use foreign credits to
invest in productive sectors and finance infrastructural projects to remove
obstacles to export are able to generate additional revenues higher than the
interest paid on loans. Issues arise when loans are taken out to subsidise
inefficient institutions, to meet the budget and balance of trade deficits or to
pay off the interest and debt repayments. In such cases, an unwinding debt
cycle constrains the borrower country to request additional loans. When a
large proportion of government expenditures has to be allocated for debt
and interest services with a high opportunity cost, it compromises the liv-
ing standards of future generations (Festus and Saibu 2019). Pattillo, Poir-
son and Ricci (2002) have proved the hypothesis of an inverted-U shape
relationship between indebtedness and economic growth. Loans initially
stimulate growth to a debt threshold where the marginal utility of debt ac-
cumulation reaches its maximum. Beyond this point, the cumulating debt
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burden hurdles growth, then its contribution to the annual per capita GDP
growth turns negative and makes nations worse off than in case of no over-
indebtedness. The study found that indebtedness affects growth negatively
when debt stands at 35-40% of GDP or 160—170% of exports.

Methodology

This study builds upon a quantitative approach and explores the external
debt accumulation by looking at secondary data obtained from the World
Bank’s International Debt Statistics database. The analysis covers a period
of 25 years ranging from 1994 to 2018.

Results

External debt landscape
In Kyrgyzstan, total net debt flows turned negative three times in the period
between 1993 and 2018 (Figure 1). It demonstrates that principal repay-
ments on long-term debt outpaced disbursements, and it could elicit a con-
traction in the total external debt outstanding. On the whole, net debt flows
were at their highest volume between 2008 and 2016, except for 2010.

Figure 1
Total net debt flows
(in millions current S$US, NFL, 1992-2018)
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Source: World Bank, World Development Indicators Database

External debt stocks show an ever-growing trend during the investi-
gation period, with three slight setbacks in 2000, 2005 and 2010 (Figure 2).
External debt piled up faster in the first five years after Kyrgyzstan gained
independence. Nevertheless, debts increased at a gradually decreasing
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pace, given the low base year values. In the first six years of sovereignty,
between 1991 and 1996, the annual average growth rate reached 324.5%,
then it dropped to 14.3% (1996-2000), 8.7% (2000-2009); and 7.8%
(2009-2018). In 2018, external debt stocks shrunk by 0.6%, which may an-
ticipate a potential consolidation period in light of the favourable progress
in the evolution of external debt stock. The noticeable downward trend in
the growth of long-term external debt and IMF credits makes it seem more
likely that Kyrgyzstan will repay its debts to the creditors.

Figure 2
Total external debt stock and its components
(in millions current $US, DOD, 1991-2018)
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Figure 3
Composition of the external debt stock and the external debt-to-GDP
(in per cent, 1991-2018)
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Long-term external debt is the main driver of net external debt stock,
and its share oscillates between 74% to 100%. The contribution of short-
term external debts and IMF credits is rather marginal. Credits attributed by
the IMF were relatively important between 1993 and 2006, while short-term
debts had a more seizable contribution between 2006 and 2009 (Figure 3).

The external debt-to-GDP is the most widely used indicator for meas-
uring indebtedness. In seven years, between 1992 and 1999, the ratio soared
from 14.4% to a record high of 148.3% at a rocketing pace. It was followed
by a massive consolidation period, although, in 2009, the risk of debt over-
hang gathered steam again. Indebtedness increased by 6.5% per annum until
2016 and reached a ratio of 116.7%. Since then, indebtedness has been de-
clining to 100.3% of the domestic output. This progress can be considered as
a breakthrough; however, it has not yet returned to the level it was in 2008.

Figure 4
External debt stock-to-exports ratio (in per cent, 1993-2018)
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Figure 5
Short-term external debt-to-external debt stock
and reserves-to-external debt stock (in per cent, 1993-2018)
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The external debt-to-export ratio represents an even more alarm-
ing debt position. Given the anaemic export volumes and its unbalanced
structure, the ratio discussed below can be two or six times higher than
the external debt stock-to-GDP ratio. Even compared to the average ratio
of low and middle-income countries, 100.7% in 2018, Kyrgyzstan has a
ratio amounted to 312.2% in the same year. Since the export of goods and
services is ideally the primary source of income to pay off debt outstand-
ings, it is imperative to enhance exportation for avoiding an eventual
debt trap and debt overhang that may lead bankruptcy. The external debt
stock-to-exports ratio has a shape similar to that of the external debt-to-
GDP ratio (Figure 4); however, the slope of growth was less steep in the
latter case between 2008 and 2016.

Kyrgyzstan has a tolerably mild external liquidity position as re-
vealed, on the one hand, by the short-term external debt-to-external debt
stock ratio and on the other hand, by the reserves-to-external debt stock
ratio stemming from the low amount of short-term external debt outstand-
ings (Figure 5). Total reserves, including holdings of gold and foreign ex-
change, special drawing rights, and reserves of IMF members held by the
IMF, stood relatively high in percentage of external debt stock. Between
2010 and 2018, it markedly fell from 38.9% to 20.9%, but it is unlikely to
menace liquidity.

Total debt service embraces all principal repayments and interests
paid by the borrower to its lenders. In Kyrgyzstan, debt service has been
on the rise and grew mostly in parallel to the buildup of external debt
stocks (Figure 6). The debt service-to-external debt stock ratio shows a
rather dynamic evolution. It fluctuated around 8% of external debt out-
standings between 1995 and 2010 and dropped to 6%. The debt service-
to-GDP ratio in recent years has outweighed the latter as well as between
1999 and 2004. Regarding interest rates, the ten-year average interest on
new external debt commitments was equal to 1.4%, moderately lower
than in preceding periods. Looking at the interest payment-to-exports ra-
tio gives evidence on the pressure on external debt servicing. The indica-
tor has excessively high values compared to the world and regional aver-
ages; however, it has been on a falling trajectory in the past decade. The
ratio stands at an average level of 2—4%, indicating a moderately heated
pressure on external debt servicing.
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Figure 6
Total debt service on external debt, debt service-to-external debt stock,
debt service-to-GDP, and interest payment-to-exports ratios
(in millions current $US, TDS, in per cent, 1991-2018)
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Scientific researches aiming to investigate external debt-related top-
ics should consider the lack of data. Horn et al. (2019) have recently pub-
lished a report insisting that Chinese credits are underestimated. It claims
that 50% of China’s official overseas loans are hidden and not registered by
any international institutions. Beijing’s opaque lending practice has a sig-
nificant implication on analysing the external debt stocks in Kyrgyzstan. In
2017, almost 50% of the debt was owed to China, ranking Kyrgyzstan the
5th most important destination for Chinese loans. The Ex-Im Bank of Chi-
na is only Chinese creditor, and it makes Kyrgyzstan even more exposed to
credit risks. Allowing for the warnings of Horn et al. (2019), any findings
should be considered with caution and supposedly with a significant impact
on the economy.

Reasons for borrowing

In general, there are four domestic causes for indebtedness: (1) current ac-
count deficit, (2) trade account deficit, (3) budget deficit and inefficient
institutions, and (4) lack of infrastructure. Below, we consider the first two
drivers triggering foreign borrowings.
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Figure 7
Current and trade account balance and the share in gross domestic product
(in millions current $US and per cent of GDP at current prices, 1993-2018)
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Figure 8
The export and import of goods and services, and the balance of trade
(in millions current $US, 1993-2018)
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The current account includes net income and transfer payments along
measuring the value of exports and imports. If the current account turns into
a deficit, it might foresee an insufficient level of national savings relative to
investments (Atish and Uma 2017). Kyrgyzstan has been struggling with
both the chronic trade deficit and current account deficit for the past decades.
The country became a net importer; thus, it has to shore up the difference
between the national savings and investments from foreign capital, although
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remittances are crucial to improving the current account (Figure 7). These
income transfers help reducing credit risk and interest rates, improving sol-
vency, and raising the households’ living standards (Jenish 2019).

Although international trade experienced temporary setbacks follow-
ing the financial crises of the global and regional markets in 1998, 2008
and 2014, both the import and export of goods and services grew steadily
between 1993 and 2018 (Figure 8). Throughout this period, imports have
always exceeded exports, and given the less vigorous increase of the latter,
the higher growth rate of imports, 8.4% and 10,1% per year, respectively,
resulted in perpetuating an ever-deteriorating trade deficit.

The net trade account, or the difference between the total value of
exports and imports, has decreased at an annual average rate of 12.6%.
Its share in the country’s gross domestic product peaked at 44.2% in 2012
and has since slightly moderated. Trade deficit improved only in times of
recession in foreign markets, for instance, in Russia, implying that exports
were less exposed to the financial meltdown and devaluation of the rouble
than imports.

The balance of trade is driven by factor endowments, productivity,
trade policy, exchange rates, foreign currency reserves, inflation, and de-
mand. Kyrgyzstan runs a massive trade deficit, that is it buys more goods
and services from other countries than it sells to them (Mankiw 2017). In
this case, domestic production is insufficient to meet the local demand,
forcing the country to borrow from foreign lenders to pay for its imports.
However, a negative balance of trade is favourable in the short-term as
it might assume the economy is growing and increased competition re-
strains inflation, while investments are lucrative enough to cut import
dependency. Also, increasing imports might not hamper growth if foreign
inputs are used to produce high value-added products for export. Though,
in the long-term, the country becomes a net consumer with a growing
risk of excessive debt accumulation. As a result, debt reimbursement dis-
courages new investments, intensify capital outflows and unemployment,
depreciate the local currency, and makes the country less resilient to eco-
nomic downturns.

Discussion

This work investigated the external debt accumulation in Kyrgyzstan be-
tween 1994 and 2018. It was motivated by the severe indebtedness that has
been worsening since the independence of the country. The study explained
that long-term debt is the engine of debt accumulation.
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Kyrgyzstan has plunged into an unsustainable external debt situa-
tion that has culminated in a vicious cycle. The economy is at the peak
apex of the debt Laffer curve, and debts have exceeded the country’s
repayment capacities. The main reasons for borrowing money are the
negative current and trade accounts resulted from the outstanding import
intensity ratio in comparison to the country’s poor export performance.
It might be inferred that the demolition of trade barriers might lead to a
potential intensification towards neighbouring countries. The per capita
external debt shows shocking figures. In eleven years, between 2008 and
2018, it has doubled and reached $US 1 286 in 2018. Therefore, it is
evident that Kyrgyzstan failed to effectively and efficiently use debt to
generate additional revenue from investments in productive sectors and
infrastructure. The country did not succeed to meet at least the inter-
est rate imposed on loans and was forced to take out loans successively.
Now, the dependence on foreign loans is severely jeopardising growth
prospect in the country even though loans were needed to develop the
economic base of the country.

The study suggests that Kyrgyzstan diversified its economic struc-
ture and decreased its reliance on gold production. For a thriving economy,
it is vital to make agriculture modernised and introduce legally binding
European-like quality standards. Overall, the Kyrgyz government should
primarily boost productivity, increase savings and fixed capital formation
to get on a sustainable growth track that makes the country competitive in
the global economic arena.
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