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Overview of the Microfinance Market 

THE MICROFINANCE INDUSTRY in the Kyrgyz Republic 
was brought into being with the arrival of FINCA in 1995. 
International institutions provided grants on the basis of 
international agreements until August 2002, when the 
government adopted legislation entitled “On Microfinance 
Organizations in the Kyrgyz Republic.”  This law took effect in 
February 2003.  As a result, all legal entities conducting 
microfinance activities must be registered as microfinance 
institutions, and must obtain appropriate certification or a 
license from the National Bank of the Kyrgyz Republic.  

To date, the National Bank of the Kyrgyz Republic, as the 
regulatory and supervisory agency, has registered 104 
microfinance institutions, of which 26 are microcredit companies 
and 78 are microcredit agencies.  In addition, the sector is 
represented by 305 credit unions.1   The Kyrgyz Republic has a 
law “On Microfinance Organizations” and a law “On Credit 
Unions.”2   In addition, five commercial banks carry out 
microcredit programs with the financial support of the European 
Bank for Reconstruction and Development (EBRD) and 
constitute serious competition for microfinance institutions 
(MFIs). 

Donors have invested over US$85 million in the development of 
the microfinance sector, with a large portion of these funds 
provided in the form of grants and loans for MFIs and 
commercial banks.  Technical training and assistance has also 
been provided.  The major donors are the United States Agency 
for International Development (USAID), EBRD, the World Bank 
(WB), the German Agency for Technical Cooperation (GTZ), the 
Swiss Agency for Development and Cooperation (SDC), the Asian 
Development Bank (ADB), and the European Commission (EC). 

The microfinance sector provides microcredit services to more 
than 102,000 clients.  Individual loans range from US$450 to 
$1,300, and solidarity loans to members of mutual-assistance 
groups range from US$50 to $200, depending on the 
organization.  The aforementioned law "On Microfinance 
Organizations" specifies that the purpose of microfinance 
institutions is to provide accessible microfinance services to 
overcome poverty, raise the level of employment, and promote 
the development of entrepreneurship and social mobilization of 
the population in the Kyrgyz Republic.  Therefore, the concept of 
microcredit does not depend on the size of the loan, but rather is 
defined by the loan’s purpose.  

The microfinance market of Kyrgyzstan has distinctive features.  
The credit portfolio of FINCA alone is larger than the 
microfinance credit portfolios of 12 of the 19 commercial banks.  
In addition, as of 2005, the state joint-stock company Kyrgyz 
Agricultural Finance Corporation (KAFC) was the country’s 
largest financial and lending institution in terms of its 
microfinance credit portfolio and number of clients. 

1. This paper does not 
discuss the system of 
credit unions, since it is 
governed by a separate 
law, “On Credit Unions.” 

2. The Kyrgyz Republic has 
two specialized financial 
and lending institutions: 
the KAFC (Kyrgyz 
Agricultural Finance 
Corporation) and the 
FKPRKS (Finance Company 
for the Support and 
Development of Credit 
Unions).  The former is a 
state joint-stock company, 
funded by the World Bank 
with government 
guarantees; the latter is a 
wholesale state institution 
for the financing of credit 
unions with the support of 
the Asian Development 
Bank. 
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Table 1 – The Scope of Microfinance Services3 

 

Type of Institution Number of 
organizations 

Credit 
portfolio 

(thousands 
of US$) 

Number of 
clients 

Average 
loan 
size 

(US$) 

Kyrgyz Agricultural Finance Corporation 
(KAFC) 1 

Approx. 
41,000 37,268 

Approx. 
1,100 

Credit unions 305 10,951 21,650 506 

Microcredit programs of commercial banks 5 11,293 8,707 1,297 

MFIs (including FINCA) 104 19,146 42,000 456 

 

Microfinance Development Strategy in the Kyrgyz 
Republic 

Because of the rapidly growing and progressively developing 
microfinance sector in the Kyrgyz Republic, the National Bank 
initiated the elaboration of a Medium-Term Strategy for the 
Development of Microfinance in September 2005.4   This 
strategy is expected to help improve the conditions for 
developing the sector in the Republic by concentrating the efforts 
of the government, the financial sector, and MFIs. 

Several years ago, microfinance – widely recognized as an 
effective tool in overcoming and reducing poverty – became part 
of the National Poverty Reduction Program.  Today, the role of 
microfinance in the Kyrgyz Republic is limited to microcredit.  
Currently, there are no savings and deposit services, nor 
microinsurance programs specifically for the poor, despite the 
recognition that these types of loans and services would benefit 
the poor most of all.  

What are the reasons for such lopsided development of 
microfinance?  It is the author’s opinion that several factors are 
particularly important.   

First, there is widespread public distrust of the banking system, 
due to repeated bankruptcies of local banks.  Second, the law “On 
Microfinance Organizations in the Kyrgyz Republic” (see below), 
which allows MFCs to provide savings and deposit services, was 
adopted relatively recently (in 2002, and it took effect in 
February 2003).  Third, only two or three financial and credit 
institutions in the Kyrgyz market have the institutional 
capabilities to implement such services.  Fourth, even MFCs that 

3. National Bank data as of 
July 1, 2005. 

4. The elaboration of the 
Medium-Term Strategy was 
initiated by the National 
Bank and carried out with 
the financial support of the 
FIRST Initiative and the 
technical assistance of a 
group of consultants from 
FACET (Holland). 

 

http://www.microfinancegateway.org/content/article/detail/24922
http://www.microfinancegateway.org/content/article/detail/24922


 

are potentially ready for such new operations face certain 
barriers and obstacles, which will be discussed below. 

Laws and Regulations governing Microfinance 
Institutions 

Under the Law “On Microfinance Organizations in the Kyrgyz 
Republic,” microcredit may be provided by three levels of 
microfinance institutions (MFIs): 

•    Level 1—Microcredit Agency (MCA): a noncommercial 
institution that has the right to provide loans and financial 
leasing (on the basis of a National Bank certificate). 

•    Level 2—Microcredit Company (MCC): a commercial 
institution that has the right to provide microloans, financial 
leasing, and factoring (on the basis of a National Bank 
certificate). 

•      Level 3—Microfinance Company (MFC):5  a commercial 
joint-stock company that has the right (on the basis of a National 
Bank license) to provide microloans, financial leasing, and 
factoring, and to accept time deposits. 

The National Bank of the Kyrgyz Republic, as the regulatory and 
supervisory agency, regulates MFIs under the Law “On 
Microfinance Organizations” and has established special 
prudential and nonprudential requirements for MFIs. 

Prudential regulations (for MFCs only) include requirements 
for minimum paid-in authorized capital and minimum owner's 
equity; capital adequacy requirements; risk concentrations; 
liquidity requirements; limits on connected and insider lending; 
maximum amount of investments in other financial institutions; 
and ratio of deposits to net assets (to limit risk of nonrepayment 
of deposits). 

Nonprudential regulations include registration and licensing 
requirements; qualifications of management; financial reporting; 
regulatory reporting; external auditing; and public disclosure of 
reports by microfinance institutions. 

To date, the National Bank has issued the following laws and 
regulations for operating MFIs: 

•  Provisional Statute on the Procedure for Establishing 
Microcredit Companies and Microcredit Agencies in the 
Kyrgyz Republic 

•  Provisional Statute on the Procedure for Establishing 
Microfinance Companies in the Kyrgyz Republic   

5. At present, there are no 
MFCs in the Kyrgyz 
Republic. 
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• Provisional Regulations Governing the Activities of 
Microfinance Organizations in the Kyrgyz Republic 

• The Provisional Statute “On Minimum Requirements for 
Conducting an External Audit of Microfinance Companies in 
the Kyrgyz Republic”  

• Provisional Statute on the General Principles of Classifying 
Assets and Establishing a Reserve for Potential Lоsses by 
Microfinance Institutions in the Kyrgyz Republic (for non-
deposit-taking MFIs). 

An Example of Application of the Law on 
Microfinance Organizations:  Microcredit Agency Bai 
Tushum Financial Fund (BTFF) 

The BTFF was established as a public foundation (a 
noncommercial institution) by the American organization 
ACDI/VOCA and the Swiss organization CARITAS in October 
2000, i.e. at a time when there was no law regulating 
microfinance activities.  Before the law was adopted, the 
activities of such institutions were governed only by the 
requirements of the Civil Code.  

The BTFF was essentially the first microfinance institution that 
moved from being donor-funded (by USAID and SDC) to being 
locally-funded and -operated.  With the adoption of the law “On 
Microfinance Organizations” in 2002 and its implementation in 
February 2003, the BTFF re-registered with the Ministry of 
Justice and completed accounting registration with the National 
Bank of the Kyrgyz Republic, obtaining a certificate to conduct 
microcredit activities.  The BTFF also has the right to provide 
financial leasing, with the appropriate National Bank license. 

Legal and Regulatory Problems and Barriers Related 
to Providing Services to the Poor 

As was mentioned above, to date the development of 
microfinance in Kyrgyzstan was limited only to the development 
of microcredit services and has achieved limited results.  Services 
in attracting savings and deposits, microinsurance, and money 
transfers remain underdeveloped. 

Under the current Poverty Reduction Strategy, the Government 
of Kyrgyzstan has emphasized the importance of MFI activities 
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in reducing poverty.  But in practice, the following regulatory 
weaknesses have limited MFIs' success:  

Low Minimum Capital Requirements 

Under the law “On Microfinance Organizations,” the minimum 
requirement for offering micro-credit loans consists of proof of 
authorized capital in the amount of US$2,500.  This permits 
anyone from individuals to legal entities to provide microcredit.  
In practice, this has resulted in an abundance of MFIs (so far, 
only MCAs and MCCs) with varying degrees of effectiveness and 
institutional capabilities.  In the future, these companies may 
provide challenges for the National Bank. Despite the large 
number of suppliers of microcredit services, the delivery of such 
services to poorer households, small farmers, and 
businesspeople living in remote regions is still inadequate. 

Onerous Auditing Requirements for Small 
Organizations 

Until recently, the aforementioned law also required that all 
MFIs – regardless of the amount of capital or the size of the 
credit portfolio – undergo an independent external audit.  This 
requirement was excessive for MFIs that did not take deposits 
and therefore did not pose a substantial risk to the financial 
system.  Fortunately, the law was recently revised to relieve non-
deposit-taking MFIs of this regulatory burden.  Under the 
revised regulations, MFCs must submit to an external audit and 
publish financial reports on a quarterly basis, while for MCAs 
and MCCs, external audits are voluntary. 

Lack of Access to the Payment System 

BTFF’s objective and that of other MFIs is to secure the 
opportunity to offer our target client groups not only credit 
products but also savings services, money transfers, etc.  
Successful MFCs must also be given the opportunity in the near 
future to become part of the payment system.  

Transformation Issues 

A microcredit agency (MCA), as a noncommercial organization – 
specifically, a public foundation – cannot be reorganized into a 
commercial organization, since this is restricted by the Law “On 
Noncommercial Organizations.”  But it is possible to establish a 
new, commercial microfinance institution, specifically a 
microcredit company (MCC), a microfinance company (MFC), or 
a commercial bank. 
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The main reasons for transforming an MCA into an MCC or MFC 
are to attract capital investments and take deposits.  
International best practice has demonstrated that it is possible 
for MFIs to succeed following a transformation.  By providing 
clients with opportunities to save, MFIs can help them to move 
from survival-oriented loans to saving enough to escape poverty. 

However, there are certain barriers to transformation, including 
the following: 

Restrictions on Sources of Capital 

The law envisages the possibility of progressive growth for MFIs, 
specifically the possibility of reorganization from MCCs into 
MFCs, but with this come a multitude of problems and barriers.  
The issue of funding is a pressing one, since most MFIs have 
limited capital, do not attract capital from investors and donors, 
and are prevented from mobilizing deposits.  Since this sector 
was initially funded by international grants, there is a common 
assumption that these grants are the source for building a credit 
portfolio.  But in practice, few MFIs receive international grants.  
Therefore, growth is limited.  

Ownership Limitations 

Currently, legal entities or affiliates are limited to a 20 percent 
stake in the capital of a microfinance company.  This limitation 
most likely was established by analogy to the law “On Banks and 
Banking Activities in the Kyrgyz Republic.” 

One can understand the decision by the regulatory and 
supervisory agency and the legislature to seek to diversify risk 
among different owners and establish a corporate management 
structure.  But if microfinance institutions are supposed to help 
reduce and overcome poverty, how can MFIs that are legal 
entities participating in the capital of microfinance companies 
preserve the social mission without the right to a controlling 
interest?  

The current version of Paragraph 2 of Appendix 1 in the 
Provisional Statute on the Establishment of Microfinance 
Institutions lists the international governmental organizations of 
donor countries for which no such limitations in MFC capital are 
set.  This Statute requires serious analysis and revision, since it 
allows for a dual interpretation.  The aforementioned limitation 
does not exist for such donor organizations as USAID, WB, ADB, 
the Islamic Bank of Development, the EC's TACIS program, the 
Japan International Cooperation Agency (JICA), and the Turkish 
International Cooperation Agency (TICA).  USAID, however, 
never acts as a Founder of any institutions; it only provides 
resources for them.  
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In this connection, one of the largest microfinance institutions in 
Kyrgyzstan (FINCA) is in the process of reorganizing into an 
MFC with the right to attract deposits.  In this transformation, 
FINCA is arguing that such ownership limits should not apply to 
them; however, FINCA is not a government organization of a 
donor country. 

Elimination of this ambiguity (as well as elimination of the 
limitation itself) is fully within the power of the National Bank, 
since the aforementioned Statute specifies that the authority to 
expand the list of institutions that are not subject to limitations 
lies with the Bank. 

If ways to solve this problem are incorporated into the 
aforementioned Medium-Term Strategy for the Development of 
Microfinance, MFIs interested in removing this barrier should 
actively participate in its implementation. 

Inability to Fund Capital Requirements with Loan Portfolio 

The Provisional Regulations Governing the Activities of 
Microfinance Companies in the Kyrgyz Republic establish 
requirements for compliance with prudential regulations.  These 
regulations also define the MFC's equity structure, permitting 
the following to be counted towards owned capital: 

• Fully paid-in authorized capital 

• Capital contributed above the par value  

• Reserves for future needs 

• Retained earnings (or losses) from previous years 

• Current-year losses 

• Any investments in other microfinance institutions and 
banks. 

However, an MFI's loan portfolio cannot be counted as a 
contribution to authorized capital, which creates problems for 
MFIs that are transforming into MFCs.  It would be reasonable 
to transfer an active loan portfolio on the basis of an agency 
agreement until the portfolio is gradually repaid and contributed 
to authorized capital.  This requirement hurts an MFC's ability to 
attract additional resources by limiting its leveraging potential. 

 



 

Under the Law “On Commercial Banks,” however, a commercial 
bank's equity structure also encompasses subordinated debt, 
which includes loans serviced under an agency agreement as Tier 
Two capital.  Therefore, MFCs and commercial banks are treated 
differently.  Permitting MFCs to count subordinated debt as a 
contribution to authorized capital would afford transforming 
MFIs an opportunity to adequately service active loans while still 
meeting the relevant prudential requirements.  

The regulations also prohibit MFCs from counting fixed and 
other assets as a contribution to authorized capital (with the 
exception of cash).  In the five or more years that they have been 
operating, certain MFIs have accumulated valuable fixed assets, 
such as buildings, vehicles, and equipment.  These MFIs should 
be allowed to offer a certain portion of capital (perhaps 20-30 
percent) in the form of fixed assets if a transfer from an already-
operational MFI is involved. 

Recommendations for Improving the Environment 
for MFIs  

The aforementioned obstacles hold back successful MFIs from 
fully joining the financial sector and from greater participation in 
the poverty reduction program.  

Of course, one can understand the concern and caution of the 
supervisory and regulatory agency with regard to microfinance 
institutions that wish to join the formal banking sector.  It is 
common knowledge that any regulatory and supervisory agency 
– be it the Central Bank or the Securities Exchange Commission 
– must regulate only what it can regulate effectively.  Otherwise, 
the regulation is worthless. 

As was previously mentioned, at present there is not a single 
MFC in the Kyrgyz Republic.  The National Bank did not have 
practical experience to draw upon, which resulted in the 
introduction of the currently restrictive regulatory requirements 
for MFIs.  But by using prudential regulatory standards that have 
been tested worldwide – and taking into account that only a few 
large MFIs with substantial capital and efficient control systems 
will exist during the initial period – it would be sensible to take a 
step to meet the MFIs halfway so that their good intentions can 
be realized.  

Effective supervision and regulation by the National Bank and 
the government require the following in the immediate future: 

1. Revise current statutes for MFIs (the law and 
regulations). 6 

6. The deadline by which the 
Ministry of Justice plans to 
initiate revisions to the laws
– the end of 2008 – is 
unacceptable. 

 



 

2. In order to simplify the regulation process, transfer all 
MFIs that do not accept deposits to the authority of 
another agency – the Ministry of Finance – and focus 
efforts on MFCs and on providing them with practical 
assistance to improve their effectiveness.7  

3. The tasks specified in the draft Medium-Term Strategy 
for the Development of Microfinance for 2005-2009 
must be actively implemented with the direct 
participation of the MFIs themselves.  

4. In the short term (within five years), allow MFCs access 
to the payment system, provided that they meet certain 
conditions.   

5. Allow microfinance institutions to provide 
microinsurance services.  Currently, such activities also 
involve another regulatory agency: the Ministry of 
Finance.  A series of bankruptcies of insurance 
companies have undermined public trust.  But 
considering that Kyrgyzstan is an agricultural country 
(with more than 80 percent of GDP coming from that 
sector), microinsurance may be in high demand in the 
future, which may provide MFIs with an incentive to 
offer services to the rural and agricultural sectors. 

7. In the short term (two to 
five years), there will be 
only three or four such 
MFCs. 



 

Appendix:  SWOT Analysis of the Microfinance Market in Kyrgyzstan 

        

STRENGTHS OPPORTUNITIES 

•      Current legal framework allows MFIs, 
credit unions, and KAFC to provide 
microcredit services without any major 
restrictions.  

•      The law does not set a ceiling for interest 
rates on loans. 

•      The National Bank has a department for 
the supervision of MFIs and non-bank 
financial and lending institutions. 

•      The Law on MFIs allows microfinance 
companies (MFCs) to attract time deposits 
as an alternative funding source. 

•      Only 3 MFIs have decided to establish 
MFCs.  The National Bank will soon be 
able to implement revisions to the law, 
based on the experiences of these MFCs. 

•      A positive step has been taken towards 
establishing which expenses are tax 
deductible to insure against future losses.   

•      Credit Unions and the National Bank are 
doing further work to improve the law “On 
Collateral.” 

WEAKNESSES THREATS 

•      The law "On Microfinance Organizations" 
establishes a number of restrictions on the 
further development of MFIs. 

•      The Credit Bureau is not permitted to open 
rural branches because of certain National 
Bank regulations. 

•      The current version of the Tax Code 
contains a number of inconsistent 
requirements, resulting in higher loan 
costs. 

•      As MFIs continue to grow, the National 
Bank’s supervisory department will find it 
difficult to keep up with registering and 
issuing certificates for MFIs. 

•      The new law “On Collateral” does not solve 
problems regarding the effective seizure of 
collateral. 

•      The low barriers to entry into the market 
by new MFIs (for microcredit agencies and 
companies) pose a threat to the sector’s 
reputation. 

•      Current law does not promote a smooth 
process of reorganization into MFCs. 

•      The Credit Bureau is a new entity, and the 
current law fails to mandate participation 
by all MFIs, the KAFC, and Credit Unions. 
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