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An Impact of Internal Trade Sector of the Economy
on Poverty in the Kyrgyz Republic

Introduction

The increasing role of the service sector is a phenomenon common for the majority of

modern developing economies. The Kyrgyz Republic represents one of such examples. In
recent years the share of the service sector in the structure of GDP more than doubled. The
demand for services is increasing gradually and more than 90% of it is supplied by private
entrepreneurs. The greatest share of the service sector is taken by the internal trade. The
contribution of the trade sector accounts for 44% of the service sector and 18.3% of the
Gross Domestic Product in 2007, which is at 7% greater in real terms than in 1996. One of
the explanations for this phenomenon is that the unemployed population faced the necessity
of searching newer opportunities for survival. The market of internal trade was attractive for

AUCA Academic Review 2008



Kudabaev 7.1, Alymbekova N. 111

several distinct reasons: it was easy to enter, as the legal side of the process turned up to be less
bureaucratic, demanded for little initial capital, and did not require high-level entrepreneurial
skills. On the basis of the developing economical events there is a valid assumption that the
sector of internal trade contributed to the well-being of the population. In this article the
well-being is measured in terms of poverty level. The main issue, which will be investigated in
this article, may be stated in the following way: The sector of internal trade, which has grown
by far during 1996-2006, is influencing the poverty level in Kyrgyzstan, in particular, there is
areduction in the poverty level.

Trade sector

One of the objectives of this article is to observe the internal trade markets, which comprise
car trading, retail trade (excluding cars), wholesale trade and repairing services in the structure
of service sector of the Kyrgyz Republic (table 1).

Table 1. Trade Sector Inference Data for 1996-2006

Account/ bln soms 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006

Turnover in trade, car and

personal repair services 280 400 449 530 730 87,7 1073

Trade, car and personal repair 79 90 108 127 151 180 209

services (VA)

Trade, car and personal repair

services (VA) 6,7 84 10,5 12,3 14,5 173 19,8
(Inflation adjusted)

CPI 1187 | 1069 | 1020 | 1031 | 1041 | 1043 | 1050

For the recent period the consumer market is notable for its positive tendencies. The share
of trade in the structure of Gross Domestic Product increased from 14.3% in 2002 to 19.3% in
2006 (7). The reasons for such a notable development of the sector are as follows: entering this
sector is relatively easy, as the legal part requires real terms and resources, it does not require
high levels of the initial investments, and there is an evident link with financial institutions,
which proposes loan services for small businesses. For example, in 2006 the loan portfolio of
the commercial banks in the Kyrgyz Republic increased by 50% (11.35 billion dollars), from
which 50% are given for the support of trade and commercial activities 44.3% (7).

The turnover of trade is outstanding, The greatest share in the trade turnover (other than car
trading) take the retail market (51.4%) and wholesale market (35.7%). It isimportant to define
these terms; the wholesale market is a market, which includes all the citizens of Kyrgyzstan
with juridical registration that dispose new or utilized goods to retailers, industrial entities,
and other wholesale traders for retrading,

The retail market is defined as the value of sold goods to population for cash in private and
household needs and the existing markets (bazaars) (7). Considering the detailed content of
the goods in retail sector, they are foodstuffs and nonfoods. The majority of consumer goods
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are attained in markets as the lower prices are more attractive than those in the organized
specialized retail stores.

The population acquires more than 75% of clothing and food in the markets. The number
of such markets in 2006 was 390. Another interesting fact in the development of retail sector
is the immense increase of so called trading pavilions and networking grocery stores. And
the turnover of these organized trading exceeds that in markets. The nonfood part contains
furniture, construction materials, home equipment etc. The share of private entrepreneurs
in trade is 77%.

Employment in the trade sector and salaries

The trade sector of the Kyrgyz Republic plays significant role in the economy of the
country.

It is evident when referring to the employment structure in Kyrgyzstan, in which trade
takes up considerable share. For the several years till present times the trade sector has been
providing jobs for thousands of people. Now it is the second largest after the agricultural
sector. In the figure below these six sectors employed the greatest share of the labor force. In
2003 there were 205.8 thousand people working in the sector of trade, by 2004 this number
increased to 214.3 thousand and by 2005 to 229.5 thousand people.

Another aspect of the trade sector is average salaries. In 2004 the average earnings were
about 1901.2 soms, in 2005 they increased to 2081.5 soms and in 2006 — 2288 soms.

Figure 1. The correlation between the trade sector and poverty
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On the figure (1) we can observe that the correlation between employment in the trade
sector and the poverty levels in the Republic negatively correlate except for 1998 data. The
1998 decline is explained by the Russian crisis, when employment decreased and the poverty
level increased in the Kyrgyz Republic. Another economic implication that can be made
on this model is that annually the trade sector adds up to the size of well-being as people
are changing their jobs in order to have higher incomes. For example, we are observing a
situation when teachers that worked before for state educational establishments prefer to
find an employment in the trade sector as it is more profitable. Thus we can say that the part
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of the poor that found employment in trade sector could be over the poverty line and we have
a decreasing tendency in poverty levels in Kyrgyzstan.

The trade sector is considered to be one of the profitable sectors in the Kyrgyz Republic. By
the data on the financial balance results the tendency of the profitability of this sector in the
period from 2004 to 2000 stays to be positive. The profits of the trade sector in 2004 totaled
in414.1 million soms, in 2005 and 2006 - 558.8 million and 1874.3 million soms relatively in
the nominal terms. The interesting fact is that the profitability of the trade sector increased by
235% from 2005 to 2006. As a result in 2006 the trade sector was the second most profitable
sector in the Kyrgyz Republic, after communication sector with the profitability of 2330.8
million soms.

Anotherinteresting fact about the internal trade is that the number of unprofitable enterprises
decreasing from 2004-2005; however, in 2005 the country experienced political instability and
the “tulip revolution” had its consequences on the losses of the enterprises. In 2005 the totaled
losses of such trade enterprises increased by 30% or 719.3 million soms comparing with 554.9
millions in 2004. In 2006 the losses of the entities decreased to 441.9 million soms.

The trade sector of the Kyrgyz Republic has all exposures to grow and expand in the future.
This assertion may be proved by such an indicator as the financial investments to the sector.
The trade sector is the third by the size of investing in it in the Kyrgyz Republic. The two first
are the mining industry and the communication sector. In 2006 the trade sector acquired
investments for 1768.9 million soms; it is 143% more than in 2004 and 33% than in 2005.

Microdata analysis

In this section the methodology of the trade sector’s contribution to the level of development
and the poverty levels will be described. The results obtained in this section were obtained by
using the databases of household surveys in NSC of 3000 households from 2000 to 2002 and
5016 households from 2003 to 2006. One of the main objectives was to determine the share
of the trade sector in the economy, to be more exact the share of people engaged in commerce
sector. For this purpose statistical data on the employment and overall average wages by the
economic activities were taken from the period 2000 to 2006. For the endowment assessment
the method of poverty by consumption was chosen. The base for the reassessing the poverty
levels is the coefficient of the trade portion. Here is the formula for estimating it:

Ath . Etx
AW - E

TEC =

Where TEC - trade sector endowment coefficient; AW®- average wages of trade sector;
E® — number of people employed in the trade sector; AW- average wages in the economy;
E - number of people employed in the economy;,

Table 2. Trade Endowment Coefficient with the MPC adjustment, %

2000

2001

2002

2003

2004

2005

2006

0%

8%

9%

07%

11%

11%

9%
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Thus, the table 2 shows the results for the estimation. As an example of interpreting this
coefficient consider year 2000 when it equaled 6%, which means that 6% of the labor force
adding those who are dependents which increase this share to higher amount is getting well
owing to the trade sector. From 2000 to 2004 the coefficient of trade endowment increased
from 6% to 11%, the increase for 2001 equaled to 2% and in 2002, 2003, 2004 annually add up
1% of the sector growth. In 2005 the value of the coefficient stayed the same as in 2004 and in
20006 it decreased by 2%. This is the relative tendencies of the estimation and can be explained
that all other sectors of the economy grew substantially and the salaries were also increasing
however the trade sector growth was not so great to increase its share among other sectors. The
main point of the coefficient, that it is tied by the average salaries of the population, and reflects
the “income” measure. Thus, we should obtain the measures of consumption levels. For that by
the regression model with one dependent variable of final consumption the overall income was
used in the measure of disposable income. For the Kyrgyz Republic disposable income of the
population s very close to GNP and almost identical measures as tax revenues are not significant,
disposable income is used for the marginal propensity to consume coefficient estimation. As a
result the coefficient of MPC equaled 0.88 for the period from 1996 to 2006. The coefficients of
TEC counted were adjusted on MPC and applied to the consumer expenditures of the households
and according to the poverty level line criteria reestimated. Below we are considering the results
of obtained estimations.

The results of the estimation were obtained as following, Accounting the general and
extreme poverty lines of each household, in 2000 the contribution of the trade sector in poverty
reduction was 2.3% and in extreme case 2.4%, and the urban and rural cases are different. For
the same year the effects of the trade sector for urban areas was higher than for rural. The
rural poverty decreased by 0.9% while the urban by 1.8% and the extreme poverty in rural
localities contracted to 2.4% and in urban to 2.9%. And the higher decrease effect is noted in
the extreme poverty level reduction rather than in general poverty level. In 2001 the trade
sector played more meaningful role in the well-being of the population. But with the opposition
to the previous year’s estimations, the general poverty level was mostly influenced, while the
extreme poverty level acquired less influence. General poverty level was reduced by 6.3% with
the existence of the trade sector and the extreme poverty level by 4.7%. In urban localities the
reductions for both measuring levels were 6.7% and 3.0% relatively and in rural 5.6% and 5.5%.
Here we can clearly see that for this year commerce sector mainly affected urban population,
but with the effect on rural population as well.

For 2002 data we have also positive effects of the contribution. The results showed that
populationengaged in the trade sector attributed to the national well-being by reducing the poverty
by8.2%and the extreme poverty level by 6.5%. However, the estimations for 2003 the endowments
of the commerce sector to the general poverty levels are having less effect but to the extreme case
higher effects. And the urban and rural effects equaled 5.6% and 5.3% for the general case and for
theextreme case - 5.3% and 10.4%.So the 2003 contribution of the commerce sector for the rural
extreme poverty level was significant. The year of 2004 is characterized by the following results:
influence of the trade sector on the general poverty is 7.1%, from that urban effect equals to 5.4%
and rural t0 8.2%. The extreme poverty case was influenced by7.5% and the rural effect is higher. In
2005 we are observing an appreciable effect in the general poverty reduction. It can be explained
by the greater employment in the trade sector for this year and by the higher wages, earned by
the population. And at last the data for 2006 looks as following: the general poverty had an effect
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of 10.6%, the effect for the urban and rural areas are 11% and 10.2%. The extreme poverty level
estimations are reduced by 4.4%, in urban by 1.8% and in rural by 4.5%.

Figure 2. The contribution of the trade sector to the general and extreme
poverty level, %
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The graphs shown above illustrate that the contribution of the trade sector to the poverty
levelsin the Kyrgyz Republic increased till 2003 year where the contribution started to be lower
than for previous periods. One of the explanations is that the sector of internal trade reached
the saturation levels meaning that for more than 10 years trade sector was developing with a
gradual growth of the value added parameters which are resulted in GDP growth and reached
the point of its significant level in the Kyrgyz economy. From 2004 to 20006 the contributions
are growing but they are not exceeding much the levels provided before. In 2006 we have
lower contribution effects than in 2005.

For the case of extreme poverty the picture is shown in a different way. In particular, the
extreme poverty structure is presented by the following groups of people: handicapped, retired
and rural population. Thus the effect of the internal trade grew till 2003 when it reached the
maximum point. This phenomenon is explained as people who could be employed by the
trade sector are already there but others just are incapable of working in any sector and require
social welfare allowances from the government.

Adding up to this research, macroeconomic data analysis was also provided where time
series of 40 observations were used for value added parameters of 3 main sectors (agriculture,
processing industry and trade) which made almost 70% of GDP of the Kyrgyz Republic. The
obtained results showed that the elasticity of consumer expenditures with the respect to the
value added of the trade sector was the highest among those for agriculture and processing
industry sector, proving that the trade sector remained to be a strategic for the better
development and social well-being improvement of the country.

In the conclusion it is essential to summarize the key inferences of the performed analysis
and draw policy implications resulting from it.
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Conclusion

For the short period of independence the trade sector becomes one of the important
sectors from the social and economical points of view. Annually the trade sector grows at a
considerable pace.

The results of micro-data and macro-data analysis supported for the stated problem. Asa result
we can confirm that the sector of internal trade which has grown significantly during 1996-2006
is influencing the poverty level in Kyrgyzstan; in particular, there is a reduction in the poverty.

While many pro-poor policies are administratively complex and expensive to implement,
the most important bits of trade reform — tariff reductions and the abolition of nontariff
barriers — are easy to do and will frequently save resources. Thus trade reform may be one of
the most cost effective anti-poverty policies available to governments. Certainly the evidence
suggests that, with care, trade liberalization can be an important component of a “pro-poor”
development strategy. The article has many incentives to continue the research on the topic
of the influence of international trade on the poverty of the Kyrgyz Republic.

The trade sector has preserved a stable growth for the last 7 years. This tendency led to the
widening of the number of people who are employed here, more and more people get the welfare
of the sector. Trade sector provides with the opportunities of being prosperous. That is why the
policy of micro-crediting can be another push for the development of the internal trade. However
the trade sector is exposed to high risks, like increase in world prices. Hence, the trade sector may
be the mechanism for the poverty reduction in the short run, however, in the long term it will
still add up to the improvement of the well-being of the nation. But for the long term goals it is
essential to revive other sectors of economy, in our example, agriculture and processing industry,
which in their turn will provide the steady growth and less dependence on external shocks. For
example, in the long term we can observe the situation when agflationary fluctuations of the
agricultural products can result in better development of the agricultural sector.

To summarize the policy implications we can classify them into:

* Promoting the principles of free trade in the Kyrgyz Republic;

* Following the principles of diversified economy;

 Promoting agricultural and processing industry sectors, as well as other ones.

Finally, the internal trade is a very important factor which should be indeed considered in
the policy making process concerning the countries’ development level and when solving the
problem of the nations’ well-being with the account of the stated reasons.
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