The Customs Union and Its Impact on Economic
Development of Kyrgyzstan



Map of the Customs Union
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CU Establishment Process

p Russia — Belarus —
establishment of the CU

Kyrgyzstan and Tajikistan
joined the CU

EurAsEkC establishment

Establishment of the CU legal
framework (RF, RB and RK) under the
EurAseC

The CU started operating: RF, RB
and RK

Single Economic Space (SES)
became effective

Establishment of the
Eurasian Economic Union
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dranbl hpopMHUpPOBAHUSA
e/IMHOM TAMOKeHHOU TePPUTOPUH

Hayano peanuzayuu nnaHoe no nepeHocy Bcex BUAOE KOHTPONA, KpoMe NorpaHWyHoro,
Ha BHEWHWH NpaHUUY TaMO¥ eHHOro COora3a

"I.'IAI'IDTDBHH K NPHHATHIO TamoxeHHoro HOAEKCa TaMOK eHHOMNo ¢Coza 0 A0roBOopOoE NO B3INMaHHK aKH3I0B, HﬂE

BBepgeHue eauHoOro TamoxeHHo-TapuipHoro M HetapuipHoro perynuposaHua

Tﬂﬂ'l'llll'ﬂﬁillilﬂ MexaHH3IMa 334UCNeHna U pacnpeeneHid BEOZHEIX TAMOKEHHEIX NOWAWH W aKLW20B

OrmeHa Ha rpanmnue ¢ PK tTamoxesHoro odropunenns Togapos, nponcxogawmx uz PB, Pd u PK! ]

BeeaeHne B geitcTeHe TaMoXeHHOro KoJleKca TaMOX eHHOTo CoK3a.

BeegeHne MexaHWIMa 3a4NCNEHNA W pacnpejenedHin BBOZHEIX TAMOKEHHBIX
NownuH

MNepenoc KOHTPONA Ha BHewWwH0W rpaHuyy P n PO

Mepexoc koHTpona Ha BHewHwolo rpaHuyy PK npu coxpanennn
norpaHnYHoro KoHTpons Ha rpanmye PO-PK
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1B cryuae ecnm HeoDX0gMMEIe MEXaHNaME! 0BMEHE MHEODMaLMeR MaXdy HanoroesMK crnyxBamn ByayT BeefeHs! B G0Nee No3gHWE CROKA,
HCNONHEHME OaHHOMD MYHETE MORET BeTh OTNOHEHD MO PElUEHWH FOMHCCHK TAMOKEHHOMD COKIga Ha Gonee NoaqHKA Cpok, HO He noagHes 1 WionA 2011 roga
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Shares of major trade partners of the Kyrgyz Republic
in 2010
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Export and Import of the KR in 2010
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Trade of Kyrgyzstan with CU Countries

KGZ Export KGZ Import
Garments and textile — 98% Oil products — 76%
Cotton fiber — 72% Timber — 70%

Vegetables and fruit — 28% Cast iron and steel — 42%

Russia

BELARUS
KGZ Export KGZ Import

Radiators — 46% Sugar — 65%
Beans —1,5% Rubber products — 5%
Cotton - 3,3% Wood products — 4%
KGZ Export KGZ Import
Electricity — 100% Wheat- 98%
Dairy products — 98% Wheat flour— 75%
Meat products — 89% Coal- 100%

Animals — 93% Cast iron and steel — 20%



Accession of
the Kyrgyz Republic
to the Customs Union
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The current average customs duty Average rate under WTO

rate in the KGZ is commitments is 7.7 %
51%

Average SCT
of CU states Is
10.6 %

v

* Average PCI growth by 1.5-2%

» Tax undercollection for the budget

* Re-export reduction

* Negotiations with the WTO to amend the commitments

» Additional budget expenditures (membership fee about 58 min. soms)

* A small share for KG when allocating revenues under the CU (estimated as 0.6-0.7%)




During negotiations with
CU countries on accession
of KGZ, the country has to
negotiate commodity items
on which the CU countries

will agree to reduce, and

KGZ will not have to
increase is customs duty
rates

KGZ, when joining the CU,
will negotiate the list of
commodities, for which its
current customs duties will
be applied, which are
advantageous for its
domestic market. There is
such an entitlement.

Negotiations to determine
the basis year to estimate
the revenue share of KGZ

Transformation of re-
export operations into
production operations




Risks In case the Kyrgyz
Republic does not join the
Customs Union
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KGZ is outside the CU Reduction of re-export,
external border, tightened undercollection of taxes,
control over KGZ goods increased unemployement

I B

] Limited export of the CU to
Lack of benefits for labor KGZ (fuel and lubricants,

migrants timber and metal, etc.)




Summary of benefits and
prospects for CU accession




Summarized benefits

CU countries — strategic economic and trade
partners

Territory of the CU countries is a comfortable space for
business, trade, cultural, humanitarian and spiritual
cooperation

Implementation of joint energy projects, and trade,
transport, pipeline infrastructure projects

Expanding the market size to attract foreign direct
investments

Development of agricultural production and
ensuring stability of prices for agricultural products



Food industry:
wheat, flour, sugar,
vegetable oil, etc.

Cellulose and paper
industry: paper, carton
and corrugated carton

packing

Import substitution

Textile industry: cotton,
wool and silk fabrics

Machine-building:
ferrous metal and
products made of it,
machine-building
products

Stable supplies of raw
materials and components

Metallurgy:
Chemical substances,
rubber products, heavy-
duty materials

Construction materials:
raw materials for cement
and glass production




Issues of technical regulation and application of sanitary, phyto-
sanitary and veterinary measures

KGZ in the Customs
Union

Unified documents:

»Technical regulations, including single
sanitary, phyto-sanitary and veterinary

requirements;

» Certificate of conformity, declaration of
conformity and other sanitary, phyto-
sanitary and veterinary documents to
prove the safety of products;

»Inclusion of KGZ conformity assessment
bodies into the Register of the Customs
Union.

KGZ outside the
Customs Union

When KGZ goods are exported to the
CU:

» Different technical regulations, lack of
recognition of documents confirming the
safety of goods issued by KGZ conformity
assessment bodies;
» All products will be subject to testing
and certification for their compliance
with the regulatory and legal acts
adopted within the Customs Union;
>t would be impossible for KGZ
conformity assessment bodies to be
included into the Register of the Customs
Union.




Issues of technical regulation and application of sanitary,
phyto-sanitary and veterinary measures

KGZ In the Customs
Union

For the State:
»No longer needed to develop 47

(in future 62) technical regulations —

budget resources saving;

»Planned equipment and
modernization of laboratory
testing equipment in the republic.

For business:
»Lower costs when exporting
products to the CU countries.

KGZ outside the
Customs Union

For the State:
»The need to allocated budget
resources for development of

technical regulations (for1 technical
regulation about 200 thousand soms);

»The needs for accelerated quipping
and upgrading of laboratory testing
equipment in the republic.

For business:

» A significant increase in
expenditures to obtain the documents
confirming the safety of products to
be exported to the CU countries.




TamoXxeHHbIM coto3om B 2011 rogy
3anyiaHUpPoBaHO NPUHATUE 47 TEXHNYECKNX
DEIMNAMEHTOB (s 6y

» «TexHn4ecknm pernameHT o 6€e30nacHoCcTu
NULLEBOW NPOAYKUNN;,

» «eXHU4YeCKUN pernameHT Ha COKOBYHO
NpPoAaYKUMIO»;

» « T eXHU4YeCKUN pernameHT Ha MOJIOKO U
MOMOYHYIO NPOAYKLMIO»;

» «O Bbes3onacHOCTN Msica N MACONPOAYKTOBY;

» «O be3onacHOCTU NPOAYKLUMN NErKOW
NPOMBbILLIIEHHOCTU» U AP.




Summary

Taking into account all advantages and disadvantages from
accession to the CU and the SES, the following actions shall
be undertaken:

> to approve the draft address to the EurAsEC Interstate Council;

» the Interagency Commission established under the
Government of the Kyrgyz Republic on negotiations on accession
of the Kyrgyz Republic to the Customs Union and the SES shall
study and analyze the contractual and legal frameworks of the
Customs Union;

» to develop negotiation positions to protect the national
Interests.



