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Preface

The primary goal of the ILO is to contribute, witember States, to achieve full
and productive employment and decent work foriadluding women and young people,
a goal embedded in the ILO Declaration 2008 $acial Justice for a Fair
Globalizatiort, and which has now been widely adopted by theriaté&onal community.

In order to support member States and the socitigya to reach the goal, the ILO
pursues a Decent Work Agenda which comprises fotarrelated areas: Respect for
fundamental worker’s rights and international labstandards, employment promotion,
social protection and social dialogue. Explanatiarfisthis integrated approach and
related challenges are contained in a number ofdkeyments: in those explaining and
elaborating the concept of decent work the Employment Policy Convention, 1964
(No. 122), and in the Global Employment Agenda.

The Global Employment Agenda was developed by th@ through tripartite
consensus of its Governing Body’s Employment ancigdolicy Committee. Since its
adoption in 2003 it has been further articulated axade more operational and today it
constitutes the basic framework through which tt@ pursues the objective of placing
employment at the centre of economic and sociatipst.

The Employment Sector is fully engaged in the imatation of the Global
Employment Agenda, and is doing so through a laegge of technical support and
capacity building activities, advisory services guudicy research. As part of its research
and publications programme, the Employment Sectomptes knowledge-generation
around key policy issues and topics conforminghe tore elements of the Global
Employment Agenda and the Decent Work Agenda. TdwoBs publications consist of
books, monographs, working papers, employment tejamd policy briefs

While the main findings of the research initiatives®e disseminated through the
Employment Working Papers, tliemployment Repoderies is designed to consolidate
the major evaluations of employment programmes,closions and resolutions of
workshops and seminars, and other information ldetiaat are particularly, though not
exclusively useful to the work of the ILO and itsetituent partners.

José Manuel Salazar-Xirinachs
Executive Director
Employment Sector

! See http://www.ilo.org/public/english/bureau/dgmichload/dg_announce_en.pdf

2 See the successive Reports of the Director-Generthe International Labour Conference:
Decent

work (1999);Reducing the decent work deficit: A global chalke(®p01); Working out of poverty
(2003).

% see http://www.ilo.org/gea. And in particulémplementing the Global Employment Agenda:
Employment strategies in support of decent worksitn” documentILO, 2006.

* See http://www.ilo.org/employment.
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Foreword

“Skills development is [...] essential to address the opportunities and challenges to meet new
demands of changing economies and new technologies in the context of globalization.”

Conclusions on skills for improved productivity, employment growth and development,
International Labour Conference, 2008

This report, produced upon request from ILO coustits, presents an application
of the Skills for Trade and Economic Diversificati(GTED) methodology to the Kyrgyz
garment sector. STED has been developed in recogmt the fact that having the right
skills among workers is crucial for firms or indiss$ to succeed in trade, and vice versa
understanding trade is important to provide workeith the right skills. Availability of
skilled workers contributes to higher and more diifeed exports, more FDI, higher
absorption of technology, and more sustainable tiromnd productive employment
creation. At the same time, skills are the key iheirgant for a worker's success in
finding a good job and making a living.

Providing the right skills at the right time is d@hiyng but easy, and it is not just a
guestion of putting in more resources. Around tlogldy we observe situations where
highly educated workers remain unemployed, whilethet same time firms find it
difficult to fill vacancies for skilled positionsSSuch mismatches, where the skills taught
by the education and training systems do not fihwihat is in demand on the labor
market, constitute a large economic loss, as veetl personal tragedy for those affected
by it. In order for skills supply to match skillemhand in the labor market, it is necessary
to take a forward looking perspective, and to ask just what skills are in demand
today, but what skills will be in demand in theug. This is what STED does.

The application of STED in Kyrgyzstan representspavation between the ILO’s
Trade and Employment Programme and Enterprise Depat in the context of ILO’s
work to promote an enabling environment for susthi@ enterprises. The STED
methodology was developed jointly by the ILO Skilsd Employability Department and
the Trade and Employment Programme. STED buildsiupe ILO’s unique tripartite
structure and its ability to bring together goveemts, workers, and employers to work
for more and better jobs.

STED has completed its development and testingepima2011/2 with applications
in Bangladesh, Ukraine, Macedonia, and Kyrgyzstdre methodology is now taking an
important place in the ILO’s toolbox to promote detwork. We expect it to inform
technical assistance in the area of skills andetradd to make a strong contribution to
their effectiveness in the future.

Marion Jansen Markus Pilgrim Olga Koulaeva

Head Manager Senior Employment Specialist, ILO
ILO Trade and Employment ILO Small Enterprise Programme DWTI/CO for Eastern Europe and
Programme Central
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Executive summary
Background and Methodology

The report addresses challenges and makes recorativersd to promote
employment creation through sustainable entergigselopment in the Kyrgyz garment
sector. It applies the ILO’s Skills for Trade andoBomic Diversification (STED)
methodology to look in particular at current andufe needs for skill development
among workers. The methodology used is a combimagb topical analyses and
recommendations contributed by various ILO expears structured interviews with
garment firms and other key informants in Kyrgyastiarough a local consulting firm.

Current Situation and Outlook

The report characterizes the current situation lamsiness model of the sector,
which has led to high export growth over the lasing. According to official export data,
Kyrgyz garment exports grew strongly between 208d 2010 with an average annual
growth rate of 29 per cent. However, due to lowofaproductivity in comparison to
competitors, the sector's competitiveness is mabdged on very low labor costs, the
flipside of which are low wages and often precagioworking conditions. Most
companies in the sector are small and operatenmaity or semi-informally.

The sector exports a large share of its output @sd depends on importing
intermediate inputs. Exports remain very conceattah the lower value segment of the
Russian and Kazakh markets, with most distributioannels organized along traditional
linkages with buyers or intermediaries. Only veewffirms have been able to develop
exports to other countries and have in place gfiedefor product and market
development. Inputs are imported mainly from China.

The garment sector faces several adjustment clgabem terms of its external
business environment that the report covers inldeta

* Most small companies depend on the patent systemimalified scheme for
business tax and social contributions for smalegrtses. The government has
recently increased the cost of patents, but theesysemains problematic both in
terms of revenue generation and with respect tonttentives it poses for business
formalization. There currently does not appear ¢catclear reform agenda for the
patent system, but any changes to it are likeliawe a substantial impact on the
sector, whether positive or negative.

» Kyrgyzstan's upcoming accession to a Customs Uniitin Russia, Kazakhstan and
Belarus will lead to the adaptation of a commoreexl tariff that has higher tariff
rates on inputs imported by garment factories. fEm®rt suggests that actual tariff
increases are likely to be small. On the positike,sthe Customs Union entails
possibilities for substantial reductions in nonftarade costs, which many garment
exporters currently highlight as a particular cance

* Russia’s recent accession to the WTO will lead rioeeosion of the preferential
margin that Kyrgyz garment producers currently gnjothe Russian and Kazakh
markets and thus significantly increase competitoinese markets.

Despite the industry’s strong export growth oves thst years, there are several
indications that the current business model basecheap labor, low taxes (for firms in

® www.ilo.org/sted

Xi



the patent system), preferential market accesscandentration on traditional markets
and distribution channels may soon reach its linhitsv wages and precarious working
conditions are leading to high labor turnover, unicthg migration abroad, which presents
a serious problem for companies and reduces thdityao build up skills among their
workers. The patent system generates inefficieranesunsatisfactory fiscal revenue and
is likely to be reformed in the medium term. Preféral margins in traditional markets
are eroding and thus competition is likely to imse significantly.

The report concludes that the sector is facing ifsigmt adjustment challenges
which will likely lead to a consolidation towardswer, but possibly larger and more
productive enterprises with more diversified expprofiles. Based on information
collected from companies which are already “piogeén new markets, the report
analyzes current and future skill and training semod existing deficits in skill supply in
order to identify critical gags

Skill Gaps and Training Needs

The report assesses current and arising skills igagislevels of employment in the
garment sector. The top-rated occupations for witicinpanies report difficulties in
finding suitable applicants are skilled craft armdfessional level occupations such as
dyers, designers, gaugers, and cutters. Compamigsaie that they expect increasing
demand for cutters, designers, universal sewinghimets, and process engineers over
the coming years. Currently, most firms train th@wn workers on the job for rather
specific tasks. They often do not see an advarntadéring graduates from the public
education institutions and argue that the skillsgtd there are not relevant for their
operations.

In terms of training and skills development on jbie, many firms highlight their
interest in training courses in particular for sagvimachinists, designers, marketing,
procurement and sales personnel, cutters, gaugesshine operators, packaging
workers, and administrators. The report also steshe importance of specialized
training for top and middle management to deal whke particular challenges of
developing new products, integrating into interoial value chains, and developing new
export markets.

Recommendations

The report concludes that a forward looking perspen skills will have to be a
central element of the ongoing revision of the seatxport strategy. For this,
stakeholders will have to choose between radiaalbglernizing existing education and
training systems, or an approach that largely 3ses existing institutions. The report
favors the former path.

At the institutional level, the report makes detdil recommendations for
improvements of the existing education and trairsygtem, including for strengthening
cooperation between the industry and educationtutisns, reform priorities for each
occupational level, and revitalization of the ShRebfi training center.

The report emphasizes that firms in the sector teavémportant role to play in
skills upgrading and improvement. A key challengdad reduce labor turnover and to

" This methodology is sometimes referred to as ‘@estouting”. Sector Scouting is a tool for deterimg

trend qualifications in different sectors by graugpbnly trendsetting or pioneer firms, i.e. firrhat stand out in
terms of size, productivity, development of newdurcts and access to foreign markets. See Abichlt @002
for details.
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promote a more sustainable culture of employmeat tlives both employers and
workers an incentive to invest time and resouroés training and skills development.
Improving working conditions and social dialoguetted enterprise level can have very
positive effects in this regard and at the same pmomote labor productivity.

Xiii



Xiv



Chapter 1. Introduction

The garment sector is considered one of the mashipng sectors of the Kyrgyz
economy. It has exhibited substantial export growtrer the past years and thus
contributes substantially to economic diversificatand, given its labour intensive nature,
to employment creation in Kyrgyzstan. At the sainget the sector is facing significant
challenges. Internal factors include serious dewark deficits in terms of employment
conditions and high levels of informality. Externahallenges include increasing
competitive pressures in key export markets. Assalt, the sector has an urgent need to
improve its labour productivity.

This report addresses challenges and makes recaatimrs for promoting more
productive employment in the Kyrgyz garment seatdihe context of the ILO’s work on
supporting anEnabling Environment for Sustainable Enterpriset focuses on the
availability of adequate skills among workers askey prerequisite for enterprise
development and employment creation.

Given the export orientation of the sector and tmgortance of skills for its
development, this report is based on a new metbggiotieveloped by the ILO called
Skills for Trade and Economic Diversificati¢8TEDY. The analytical process underlying
STED recognizes that trade and skills developmeatsirongly interrelated. Having the
right skills among workers is crucial for firms iodustries to be competitive in the global
economy, and a firm’s success in export markeenaféequires new skills that its workers
may not yet possess.

The methodology used is a combination of topicallyses and recommendations
contributed by various ILO experts and structurgdriviews with garment firms and other
key informants in Kyrgyzstan through a local cotisgl firm. Interviews focused on
successful large enterprises (referred to as “gidraompanies) in the garment sector. The
idea is that skill demand of these firms is likétyreflect the trends that the rest of the
industry will follow over the coming years. In t§ta0 interviews with textile and garment
enterprise leaders and 10 in-depth interviews W informants were conducted for the
study. The group of key informants included repnésteves of government agencies who
deal with issues under review in this study, indelemt experts in labour resources,
independent experts in technical and vocationalitrg and education, and representatives
of donor-supported projects working on labour issue validation workshop was held in
Bishkek on March 14th 2012 to discuss a draft eersof the report with industry
stakeholders.

The remainder of the report is structured as fadlo®hapter 2 characterizes the
current state of the industry in terms of majond® in output, industrial organization,
exports and imports, investment, employment, eteoapfer 3 discusses three major
upcoming external challenges, namely a potentfaltme of the small business tax system,
Kyrgyzstan's accession to a Customs Union with Rwdsazakhstan, and Belarus, and
Russia’'s WTO accession. Based on the findings fiteese chapters, Chapter 4 gives an
outlook on likely developments of the industry oibe coming years and its current
strategic vision. Chapter 5 analyses current amdrédudemand for skills based on the
outlook developed in the previous chapter. Chapteeviews current sources of skill
supply and their adequacy in meeting the indusisiil demand. Chapter 7 concludes by
making specific recommendations on how the idedifshortcomings can be addressed
through measures at the policy, institutional anteémgrise levels.

L www.ilo.org/eese
2 www.ilo.org/sted



Chapter 2. Current Situation and Industry Profile
2.1. Industry Profile

2.1.1. History and Development of the Garment Industry

During the Soviet period Kyrgyzstan's light indystomprised three main sectors —
textile, garment making, and leather and fur. Exile industry consisted mainly of large-
and mid-scale enterprises, which were concentiiat&ishkek city and the Osh and Chui
provinces, and which produced wool, cotton, an# falbrics that were used as raw
materials for garment production. Prior to 199@, ¢farment sector was generally made up
of 10 large factories and public ateliers. Ligidustry employed up to 300,000 people and
created nearly 40 per cent of state budget revefiu¢he start of the 1990s, the total
number of employees in the light industry was stér 250,000. Manufacturing and fibre
processing used to account for a major share afehtor.

The crisis of the early 1990s seriously undermitedwhole sector. Output dropped,
enterprises had to close or downsize, the integreggtile-garment making production
chain fell apart, and adjacent sectors startecet@ldp independently of one other and at
present are considered to be at different stagdewaflopment. The decreasing availability
of local raw materials (in particular cotton andojdorced garment production to reorient
to use imported fabrics from China, Turkey, anceottountries.

The end of 2008 and early 2009 marked again a grakied for the Kyrgyz garment
sector. The three main reasons were the globaloegiorcrisis, which affected purchasing
power of Russian and Kazakh customers and whicturin led to a drop in garment
exports to these countries; the rolling blackodtslectricity that forced extended idling at
garment enterprises and caused damage to equipamehthanges in the taxation system
(cancellation and later doubling of the tax pafmtable by garment producers). However,
recovery was relatively quick in 2009 / 10.

2.1.2. Size and Growth of the Garment Sector

According to official statistics, there has beematable increase in textile and
garment production over the past six years. Outptie textiles and garment sectors in
2010 exceeded the 2009 level by almost 38 per aeatrding to official statistics.

Estimates provided by key informants confirm thersg growth; study participants
in fact think that the sector is growing even fadtean indicated by official data. The
growth in the sector is supported only by the gatigms, while fibre and fabric
production are in deep crisis.

Table 2.1.  Changes in Output Volume in Textile and Garment Industries*

2006 2007 2008 2009 2010
Production volume in the textile and garment industries 4642 4194 5935 4519 6238
(KGS million)
Physical output in the textile and garment industries
(million items) 44.2 377 53.9 33.8 56.0

% National Statistics Committee of the Kyrgyz RepaitMost data from the National Statistics Comnaittmes
until 2009 or 2010.
* National Statistics Committee of the Kyrgyz Repbl
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The industry mostly produces apparel (for men andnen of all ages) as well as
underwear. Some entities also produce uniformsitspear, and knit-wear items. Survey
respondents indicated that most enterprises areeatnated on a relatively low number of
products, with some only producing one single item.

Table 2.2.  Production of Main Garment Items (thousands of units)®

2005 2006 2007 2008 2009
Men's apparel 6 200 4642 6242 2988 5383
Women's apparel 19972 19723 25957 19 639 28 744
Underwear 18 002 13339 21676 11157 21827

According to data from the National Statistics Catteer, in 2010 the republic’s light
industry employed around 158,000 individuals. Kafoimants, however, estimate the
number at a much higher level due to the impor@amibunt of informal economic
activitie$. According to the textile and light industry labawnion, there are around 2,500-
3,500 garment making units and enterprises in thmtcy. Survey respondents think that
the garment industry consists of around 300 midesi®0-80 employees) and around 1500
small-scale (5-15 employees) enterprises. It isneséd that around 40 per cent of the
sector’s enterprises operate in the informal ecorioMost garment units are concentrated
in Bishkek city, as well as the provinces Chui, Caid Jalal-Abad.

The textile and garment industry is classified a&® @f the country’s five core
economic sectors, together with metallurgy, thegneector, the food processing industry
and the production of construction materials. Hosveits share in the output volume of
these core economic sectors (5.4 per cent) idatitbelow the level at which it was in the
1990s (35 per cent). The production of ready-maatengnts currently makes up over 80
per cent of the industry’s output. Textile and gantproduction accounted for 3 per cent
of the country’s GDP in 2010.

2.1.3. Informality

The following legal forms of enterprises in thegant sector were identified by the
survey:

* Registration as legal person (most often as aduirlitability company with settlement
account and a stamp);

* Registration of physical person as “private engepur’ (can include having a
settlement account in the bank and a stamp);

« Economic operation based on voluntary tax patesishba
« Economic operation without registration and withputchase of voluntary tax patent.

In-depth interviews revealed that regardless of them of registration, some
enterprises work in the informal economy, i.e. h#veen legally registered but report

®> National Statistics Committee of the Kyrgyz Repbl
® Presentation by Ryskul Babaeva, The state ofl¢éexhd garment sector of the Kyrgyz Republic, Press
conference of the Chairwoman of the Textile anchtigdustry Labor Union, 8 June 2010.
" UNDP (2008): Assessing the impact of trade poticy the development of the Kyrgyz Republic, Bishkek,
Kyrgyzstan.
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officially only part of the production volume, theuimber of workers, or profits. Other
enterprises work without registration and haveagal papers or reporting.

As estimated by survey participants, practicallyragiistered enterprises work half
"in shade" and use various means to hide data talgaroduction output. Regarding the
number of enterprises that work fully in the infaineconom, the estimates vary; experts
estimate them to make up between 30 and 50 peiédme number of registered garment
companies. Other key informants estimate it astéqailot”, but can’t give more precise
figures. One third of the key informants think thia¢ State has done everything to bring
the garment makers from the shade and at presbnteonremain unregistered.

Key informants said that informality of activitiés the sector of fabric, accessories,
and equipment supply also has a significant inib@eon garment production. Managers of
garment units said that they often have to buyialarccessories, or equipment without
proper documentation because materials with préipeal papers cost on average 10-12
per cent more than without fiscal documents. Marsgéso noted that they are forced to
hide their profits in order to compensate for infaf payments to various inspection
bodies. Another reason why the number of staffisgtoded is that garment operations are
frequently seasonal. During maximum load the numbkerstaff doubles and triples
compared to quiet times. According to managersaoimgnt companies, such changes in
the number of workers often raise many questionsngmnspection bodies, and thus it
becomes more convenient to show minimal numberakers year-round. Among other
reasons, managers mentioned that female workerscame from rural areas often do not
have documents and thus legal payments (taxes tiet) accannot be made for such
workers. High turnover of staff also complicates #figning of labour contracts.

Live voices

...Usually | have two girls who do the straight stittg. The job is low-paid and unskilled. | nevegrsi
contracts with them because they usually don't paeper documents, and besides, sometimes they
come to work, sometimes they don’t. Where willndithem if they leave? And if | report 30 workens] i
one month and 10 in another, the tax inspectolggwié me a hard time. That is why | report 10
workers year round, and nobody asks unnecessasyig® In terms of volume of production, the
situation is the following: everybody knows thateatain share of fabrics and accessories are iego
without proper documentation, and consequently $old also without documentation. We also often
produce garments and sell them without proper gapeitso know that wholesalers export a part ef th
final products without papers, that is, they areangstoms clearance only for part of the lot.

—

(In-depth interview with a manager of a garment unit)

It should be noted that government bodies did tateps to legalize garment
enterprises that operated in the informal econoiflye Government Decree of 23
December 2005 no.615 and the Law no.86 of 12 May62rovisioned measures to

stimulate development and legalization of garmerddpction through patent based
taxation and payment of social insurance at treeadb25 per cent of the cost of the patent.

These measures seem to be fruitful. As reportettidostate Committee on Taxes and
Collections, the number of registered private entrepreneutisdérgarment sector increased
to 584 entities in 2005 and to 855 entities in 213 entities were reported in 2007 and

® The term “informal economy” refers to “all econaneictivities by workers and economic units that-aie law
or in practice — not covered or insufficiently cose by formal arrangements. Their activities areincluded in
the law, which means that they are operating oetsiet formal reach of the law; or they are not ceden
practice, which means that — although they areatjmgy within the formal reach of the law, the laniot applied
or not enforced; or the law discourages complidresause it is inappropriate, burdensome, or impesesssive
costs”. See ILO (2002) for details.

° Report of the State Committee on Taxes and Regeouigioing no.14-9-2-3651/4601 of 13 June 2008.
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710 entities over the first five months of 20087 Ehtities operating on a patent basis were
reported in 2006, 475 entities in 2007 and 35%iestin the first five months of 2088

Nevertheless, key informants think that it is neaeg to further review registration
and taxation in the garment sector in order to cedthe number of quasi legal and
informal entities.

2.1.4. Premises

According to survey participants, small enterprisegarment producing units (up to
100 workers), are usually located in basementsudfi+storey buildings, private homes or
on the territory of abandoned large industrial dinifjs, such as the industrial plants
“Frunze”, “Lenin”, “40 Let Oktyabrya”, and “Kozhzad". The former garment factory “8
Marta” houses nearly 40 small garment units. Kégriants estimate that most units rent
the premises. Sanitary norms, work place requirésnemd safety rules in such garment
enterprises are usually ignored, while control twe fpart of supervisory bodies is
insufficient according to the interviews. Entitigat work informally do not bother to
follow relevant norms and rules. However, severalrenprofitable enterprises bought
offices and expanded their business recently andtnected production premises.

2.1.5. Equipment

The situation with equipment and production mactyineas changed significantly
over the years since Kyrgyzstan gained independéltoe sector is gradually replacing
out-dated Soviet-era equipment with modern, chaagd,simple in maintenance Chinese-
made machines, such as garment machinery forngigind overlocking, presses, cutters,
modern equipment for design and cutting, as welkk@sputer programs for developing
design. According to key informants, nearly onerdhof newly imported equipment
replaces old one, while two thirds are used to edgaoduction, i.e. create new jobs. This
led to significant improvements in the technicapaty of many garment enterprises.
Starting from 2006 after the tariff on imports ethnological equipment to Kyrgyzstan
was lifted, Kyrgyz enterprises also started to dpiim Japanese equipment. In 2011 UNDP
(United Nations Development Programme) provided rmilion Kyrgyz Soms (KGS)
credit for the procurement of new equipment by gartenterprises that were members of
the “YuzhLegprom” association (Light Industry Asiiion of the Kyrgyz Republié).

19 Report of the State Committee on Taxes and Rewenuigoing no.14-9-2-3651/4601 of 13 June 2008.
1 Kyrgyz Garment Makers Review Results of 201rhe is Money newspaper, 28 December 2011.
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2.2. Marketing and Sales

2.2.1. Exports and Imports

It is estimated that up to 80 per cent of the gatnsector's output is export&d
while at the same time a significant share ofriterimediate inputs are imported, making
the sector highly exposed to both import and expade. This also makes the sector
susceptible to changes in trade policy and intevnat markets, some of which will be
discussed in the following chapter.

Women’s and girl’s clothing account for the largesdtare of garment exports
abroad®. Some enterprises are fully export-oriented arltl sey in bulk, many other
producers work both on local and foreign market$ swme firms produce goods only for
the domestic market.

Given the high level of informal trade, officiahtie statistics, as shown in Figure 2.1,
only capture a fraction of garment exports. In factcording to these figures, Kyrgyzstan
would be a net importer of garments, which is fialy to hold true once informal trade is
taken into account. This data pattern may alsorbem by garments that are imported to
Kyrgyzstan from China and then re-exported infotyn&d other neighbouring countries.
Overall, the official trade data show a very higincentration of exports in the Russian
market, and also a rather strong concentratiompbrts from China.

According to official export data, exports grewosigly between 2001 and 2008,
dropped significantly during the crisis year of 20@nd recovered in 2010, when official
garment exports reached a total of 130 million UBDh an average annual growth rate of
29% for the decade. More recent data indicate élkport growth accelerated as Kyrgyz
clothing exports increased by 17 per cent in tist fhree quarters of 2071

Figure 2.1. Imports and Exports of garments
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Source: UN COMTRADE.

12 Ryskul Babaeva, Press conference of Textile amghtLindustry Labor Union, June 8, 2010. Information
AgencyUA "24.kg"

13 USAID (2009): Economic effects from Kyrgyzstan'ariicipation in the multilateral trade system (WTO)
Textile Sector, Bishkek, Kyrgyzstan.

1TC (2011): ITC's role acknowledged, ITC websiapting official data from the Kyrgyz Statistics @mittee.
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Managers of garment firms interviewed in the sureegfirm a strong dependence on
the Russian, but also on the Kazakh market, althdegs extreme than in the official data.
According to them, nearly 90 per cent of all expogb to Russia (46.3 per cent) and
Kazakhstan (41.5 per cent). Other export destinatiaclude Uzbekistan (7.3 per cent),
Israel (2.4 per cent), and the USA (2.4 per cent).

Exports of garments are closely associated withomspof textile materials used in
garment production (Figure 2.2). Imports of tedikypically used to produce garments
follow a similar trend as export of garments, amibanted to nearly 70 million USD in
2010, with 78 per cent of official imports comimgi China.

Figure 2.2. Imports and Exports of Textiles used for garment production
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Source: UN COMTRADE.

2.2.2. The Garment Value Chain

Upstream

The garment sector depends on the availabilityhebp fabric. Local wool and cotton
production declined over the past two decades. Asenthan 80 per cent of cotton is
grown on small plots by private farmers using ocatted equipment, productivity in the
sector is very low. In addition, production costerease and markets are unstable, which
make cotton production inefficient. Farmers ofteafer to sell to wholesale buyers who
take the cotton abroad. Therefore, raw materiasvainly imported. According to official
data, the main supplier of fabrics are China (ok@rmer cent of the market), as well as
Turkey, South Korea, and the United Arab Emirdtels addition to fabric, China and
Turkey also supply garment accessories, thread, gad components for fabric making.

Most garment makers buy fabric and accessoriesighr¢three large markets (two in
Bishkek and one in Kara-Suu in the Osh province)l generally keep long-term
relationships with their suppliers. If necessamrngent makers can order special supplies
through market sellers who act as intermediarigdy @w enterprises have established

15 USAID (2009), Economic effects from Kyrgyzstanaricipation in the multilateral trade system (WTO)
Textile Sector, Bishkek.
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direct contacts with fabric producers. Paymentsféturics, accessories, and component
materials are usually made upon receipt of the gaod mostly in cash.

However, according to some key informants, furtdewvelopment of the garment
sector and exploration of new markets in developmehtries will be linked to the use of
natural fabrics — wool, cotton, and silk. Thus, ading to these key informants it is
important to develop adjacent sectors. Some keyrnmdints think that such development
will stimulate not only garment production but atee country’s economy at large.

Key informants noted that in spite of active supgorm international donors GIZ
(German International Cooperation Agency), KfW (@an Bank for Reconstruction),
USAID, Soros Foundation, JICA (Japan Internatio@aloperation Agency), and the
government, there was little success in achieviogness in the textile sector to date.

Almost all survey participants think that the depghent of adjacent sectors will
require time, and in the medium term the sectortivdrefore continue to rely on imported
fabrics.

Downstream

In many cases, the Russian and Kazakh market mesenKyrgyz producers is
linked to Kyrgyz immigrants in these countries. éctr study commissioned by the ILO
in 2009° states: “At present the apparel industry in Kysiga targets low-income
population strata in Russia and Kazakhstan. (...)tibthe output is marketed by ‘shuttle
merchants’ at the Dordoy market, while direct siggplinder contracts are insignificant.”

The main reason for choosing a certain countryefgort is for 90 per cent of the
managers the presence of repeat clients. 35 pérotehe companies choose a certain
country for export because consumer preferenceshntlagir products. Other factors such
as low transportation costs or tax incentives apfmehave lesser influence.

Key informants estimate that the producer — whddesscheme prevails at present
with practically no direct contact with the buyeiccording to managers of garment
enterprises, the main foreign partners who dedi thi¢é sale of garments abroad are small
and medium-sized retail traders (35 per cent). Sinwey also revealed that frequently
sales partners abroad are the relatives and atgne@s of the managers of garment
companies. A quarter of survey participants (25 pent) reported having foreign
wholesale buyers with their own marketing chann@lsly 5 per cent of respondents work
with large department stores and chains for expgrtb5 per cent of surveyed garment
enterprises have long-term (exceeding two montbisjracts or oral agreements with their
buyers.

The majority of managers of garment enterprisep3ent) reported problems with
selling garments outside of Kyrgyzstan. Respondsaits that exporting goods outside the
country is complicated not only by imperfection tbhe customs system (37 per cent),
breach of delivery time (10 per cent), but alsorwation (10 per cent). Other problems
mentioned included high competition and market rsditen, lack of trade places, high
transportation costs, limited financing possil@ktj clients falling behind on payments and
the taxation system (5 per cent each).

Almost half of the survey participants report sgjligarments through specialized
containers in the local markets (mostly the Doraiedl Kara-Suu market or through the
"Legprom" Association). Approximately one in fivergducers works under purchase
contracts and does not deal with marketing matie¥ger cent of producers sell garments

6 PBD Association (2009): Report on Results of Syrv@verview of the Situation in the Apparel Indystr
Report commissioned by the ILO.
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through their own specialized stores or boutiqueddpartment units, as well as through
private retail sellers. 5 per cent sell throughcsgdezed shops in trade centres.

2.2.3. Product Development

According to key informants, marketing in the gantnedustry is underdeveloped.
Survey participants noted that the absence of gsairal sales and marketing skills is one
of the sector's weaknesses. Surveyed managerdhsdithey do not have any specific
marketing strategies except for participation ihibitions in Russia (by large companies).

In practice the following scheme is often used: timment maker examines
European and Turkish ready-made goods in the Isleaps and markets and estimates
demand for such garments. If in his/her opiniorréhis demand for this garment, the
garment maker buys one item and carefully disaskmmbalong the seams. After that,
experienced gaugers prepare the templates bastutk atisassembled garment. The new
garments are then produced and put up for saledéhelopment of a new garment, from
design to sale on the market, takes on averagea¥yd. d'here are also cases when
entrepreneurs who work on the Russian and Kazakketsacommission production of a
certain item. In such cases, a garment of certéigd or size which is popular in Russia is
sent from Russia, and then the product is copielddefivered to the destination.

Key informants also noted that there are approxiya?0 leading garment makers
who develop original models and have well-establishmarketing practices. Such
companies study the demand and develop variousetmagkstrategies. As an example
experts named several fashion shops that produs®memade modern women clothes
and dresses with ethnic designs.

2.3. Employment
2.3.1. Personnel

The study found that garment production is a higblyinized sector, with 92 per
cent of the employees being women. More than Walfer cent) of the workers in the
garment sector come from rural aréasVomen form the majority at all levels of the
garment sector; they work as managers, processestgi designers, production foremen
and sewing machinists. Men employed in the seatermaostly engaged in machinery
repairs and maintenance, as well as in attachingeya accessories, ironing, packaging,
driving, and delivering final products.

According to managers, the main personnel of garnuits (fitters, designers,
gaugers, production foremen) are highly skilled agxperienced workers. Sewing
machinists and ironing staff are usually low skillabourers from rural areas who learn on
the job and have no special education. New empfoyee usually found through
acquaintances and relatives, through ads, or cabper with vocational schools.
Unregistered enterprises usually prefer to find memkers through acquaintances in order
to have ways of social influence on them.

Key informants estimate the number of garment sestokers at 100,000-300,000
individuals. Official data put employment direcily the sector at 200,000 and indicate
strong growth between 2003 and 2009. In additionghly 150,000 Kyrgyz citizens are
estimated to work in garment related trading atitigioutside of the country.

" USAID (2011), Gender Aspects in the Kyrgyz RepelbliGarment Sector, Regional Trade Liberalizatiod a
Customs Reform Project.
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Figure 2.3.  Official Employment Figures for the Garment Sector
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An analysis of social security records suggestsrtiest of the employees who work
in the sector do not make social security contiiimst The Social Fund has only 2,275
individuals registered as working in the garmemtae This is a dangerous situation since
these workers will receive very low pensions ofl wit be eligible for any pension at all in
the future. Considering the feminization of thengant sector, this can lead to growth in
female poverty as early as in the next decade.

According to key informants, many enterprises watthout any supervision, with
sanitary and safety norms constantly violated. Memployers also do not observe labour
regulations; workers often have to work 14-17 hauwtay. Respondents also mentioned
unreported or hidden cases of labour accidents.

2.3.2. Remuneration of Labour and coverage for sick leave

Table 2.3 shows that while wages in the garmertosdtmave risen in recent years,
increases have not been in line with increaselseohational average wage and have barely
covered the simultaneous increase in consumerspfidee data also suggests that wages in
the garment sector are much lower than averagetmgourages and wages in the
manufacturing industry.
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Table 2.3. Increase in Wages of Textile and Garment Industries (KGS); base year for real wages is 2005

2005 2006 2007 2008 2009
Average nominal (real) monthly wage, nation- 4740 5781 6596 8216 9900
wide (4740) (5474) (5672) (5674) (6395)
Average nominal (real) monthly wage of workers 9033 6129 6889 8572 11061
in the manufacturing industry (5033) (5804) (5923) (5920) (7145)
Average nominal (real) monthly wage of workers 1767 1916 2142 2660 2878
in textiles and garment sectors (1767) (1814) (1842) (1837) (1859)
Inflation, consumer prices (annual percentage 44 56 10.2 245 6.9

change)

ILO (2009): Improving prospects of youth employment in the textile and garment sector, ILO Subregional Bureau.

In the opinion of some key informants, actual wageshe garment sector during
peak season almost double and according to vaestisiates range from 4,000 to 6,000
KGS per week with a 17-18 hour work day. Women ikec@-5 per cent higher wages
than men.

Nearly 60 per cent of the survey respondents regomcreased wages of their
workers compared to the previous year by 5-50 pat,avith the relative majority of the
respondents reporting a 20 per cent average irereasvages. Only 14 per cent of
respondents said that the average wage for woiketiseir enterprises did not change
since last year and almost 10 per cent reportedriovages.

92 per cent of managers said that they do not dbréemedical bill in case of a labour
accident. One third of the companies do not eventipa sick leave, while 57 per cent of
the enterprises covered by the study say thatdbesp.

Furthermore, survey participants indicated that gtze of the compensation for a
labour accident or sickness is very subjective.higkilled specialists and individuals
favoured by the managers tend to receive speeiinrent.

Table 2.4.  Answers to the question “Do your workers receive any compensation in case of injury of
sickness?”, percentages
In case of injury In case of sickness
Always Sometimes No Always Sometimes No
Paid sick leave 58.8 59 353 429 571
Monetary compensation 10.0 90.0 88.9 1.1
Payment for medical 8.3 917 88.9 M1

treatment

ILO (2009): Improving prospects of youth employment in the textile and garment sector, ILO Subregional Bureau.
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2.4.

The Role of Industry Associations

There are two associations in the garment industrpresent: "Legprom"”, which
unites garment enterprises and "Soyuztextile", Whikites knitwear-making and garment
enterprises. "Legprom” counts 400 large, mediumsmndll garment sector enterprises as
its members and “Soyuztextile” 26 enterprises.

“Legprom” and “Soyuztextile” are well-known publarganizations and according to
survey participants play a major role in the depgient of the sector.

Key informants noted that these associations peoagsistance to their members on
various legal and production-related matters. la @pinion of managers of garment
enterprises, the associations assist with the eagdo of new markets, the provision of
information about international markets and theedeé of the rights and interests of
garment makers in government and other state aggn8inother important function of
these associations according to key informants eigeldping legislative proposals to
improve sector regulation. Many key informants pesly assessed the actions taken by
the associations when the tax patent was candelleghirment producers.

Key informants made proposals to establish anyentider one of the associations
that will deal with procurement issues. Accordingkey informants, this structure would
be able to attract regional and international sepplof wool, wool yarn, fabric and sewing
accessories. In case of joint procurement of aateraw material or a product this will
allow to save more due to economies of scale aied wider choice. Key informants think
that such procurement structure could also warehsosne raw materials and sell it at
affordable prices to garment enterprises.

Associations could also participate in subcontractiAccording to key informants,
this would help smaller enterprises to participatenplementation of large orders, which
in turn would develop the sector and ensure teduicdl upgrading of enterprises.

In the opinion of some survey participants, assimria should help with collecting
information about fashion trends, cooperate witidieg international fashion houses, and
in future should support the establishment of agggrSchool of Fashion and Design.

It is through associations, according to key infants, that producers can join large
whole-sale supply chains that will help increade s&products.

For these reasons all study participants voicednided to develop and support
existing associations.
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Chapter 3. External Factors

3.1. Taxation and Patent System

Kyrgyzstan currently maintains three different Imesis tax systems of relevance to
the sector: the general tax system, a simplifiezirt|ss tax system, and the patent system.

Under the patent system, the entrepreneur buys pat&nt from the tax office for a
certain amount, which depends on the number of vptakes, but not on the production
output. The single tax (patent) is then paid onamtinly basis at a certain specified rate.
The use of a patent thus helps producers plan itee f payments, which creates
predictability and stability and reduces scope dorruption due to the elimination of
inspections.

The patent-based taxation in the garment sectort Weough several stages of
evolution. During the early days of the sector, lfraad medium-size enterprises that
made up the majority of enterprises, had no capdotpay taxes at the officially
established rates as they were producing at aleeryevel. Tax legislation thus arguably
forced the majority of enterprises to go into imhadity. This led to economic stagnation of
the sector. To simplify taxation, the governmenitaduced the voluntary patent system of
taxation in 2005. This contributed to bringing mamall and medium businesses into the
legal field.

Live voices

...The tax patent is vital for garment makers. Letdtforget that the sector legalized exclusivelg tu
the introduction of patent-based taxation.

...Patent helps to address three main issues: thézation of the informal economy, the creatioraof
microclimate for development of enterprises, amddlimination of corruption.

(Interview with key informant Asanova, "Legprom" leader, http//tazar.kg Viktor Glumskov)

The patent-based system continued until its caatgatl in December 2008. This
negatively affected the sector and some businedsssd down. Business expansion loans
were frequently taken under the collateral of pgevproperty, and in the case of stable
economic conditions it was not very difficult topey the loan within a year. However,
taking a loan during the unstable period of 200843 considered very risky, and some
firms found it safer to close until things stalwiiiz

Sector representatives fought to return to the npdtased taxation, which the
government did, but the cost of patents practicadiybled. According to almost all study
respondents, taxation under the current systenotidifferentiated and the current tax
system does not lead to increased state budgetueseGovernment bodies often say that
a new taxation system is needed for the furtherldgwnent of the sector, but there
currently does not appear to be a clear reformaagen

Live voices

...We will continue with the patent basis until we $bat the industry is ready for gradual move to
another system. Patents should eventually dieioce svith this system the revenue of the state doe
not rise with the rise in production.

(Interview with key informant)

7))

“Pioneer” enterprises tend to think that the curreax rate is quite acceptable.
However, respondents who represented small garmeterprises felt that the current
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taxation system forces businesses into the infoeoahomy, and does not stimulate or
support garment producers.

The relative majority (43 per cent) of the intewel managers, mainly coming from
well-established and successful “pioneer” enteggrithat operate under the general tax
system, feel that the current tax legislation isadlgy acceptable for all garment enterprises,
regardless of the size of the company. Howevenjategr of the managers feel that the
existing tax legislation is more suitable for largeterprises, but is inappropriate for
smaller companies who are forced into the inforreabnomy. About one in five
respondents voiced the concern that no enterposél cadequately follow current tax
legislation. Interestingly, nearly 14 per cent bé tmanagers, mostly of large “pioneer”
enterprises, think that nothing needs to be changed

Live voices

... Taxation should take into account the size ofr@emprise and whether it is doing well or not. In
reality there are some large, medium, and smathgat enterprises. The small units that are just
starting up should make lower payments.

... The taxation system should stimulate developmedtgrowth of garment producers. For instance, a

small enterprise should be allowed to work one yatr reduced tax payments. During this period the

company needs to make some profit in order to d@émahe second year as well, and only then moye

to regular tax rates. This will attract new busgessinto the sector, will make it easier for therd will
serve as incentive.

(Interview with key informant)

In a study on the investment climate in the Kyrepublic®, the World Bank found
that the total average labour costs associatedtastiaccounting and mandatory reporting
are indeed regressive, which means that small aedium enterprises bear the greatest
burden in fulfilling reporting and accounting reggments. The report highlights that, in
particular, the simplified tax regime is not vetyractive to companies and does not fulfil
its intended role to encourage graduation from ghgent system. Instead, many SMEs
(Small and Medium-Sized Enterprises) take advantgéhe relatively high turnover
threshold for the patent system and / or organa @f their activities in the informal
economy or under commercially counterproductivarsgements (e.g. splitting up firms)
that allow them to remain in the patent system. fdmort concludes that therefore, the
current tax system establishes a bottleneck tosfirgnowth beyond the threshold of
leaving the patent system, and recommends a siogtidn of the simplified tax regime
along with a reduction of the turnover threshold tfte patent system. It also points out
that companies see important long term advantages fyraduation into the regular
business tax system, including the opportunitydg fsom and sell to a large number of
companies.

Any reform steps of the business tax and patertésysan have serious implications
for the garment sector, both in a positive or aatieg direction. On the one hand, the
events of 2008/9 have shown that the sector’s éxyowth is very vulnerable to changes
in the patent system that can generate costs aedlrity among garment producers. On
the other hand, a reform that would address therealmoentioned issues of graduation
would have the potential to remove a critical f@otéck to firm growth in the sector, and
encourage more firms to operate in the formal esgnadrhis would also be important in
order to enable them to pursue export developntestiegies beyond traditional channels
and integrate into global value chains.

8 World Bank (2010) Investment Climate in the Kyrggepublic as seen by Small and Medium Enterprises,

Investment

Climate Advisory Services, World Bank o@®, International Finance Cooperation,

www.ifc.org/beekg.
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3.2. Customs Union

Live voices

...Growth in production volume depends not on intelne external conditions. We need concessional
export treatment to Russia. Currently Kyrgyzstahare in the total volume of Russian imports i€#4
cent. For our country it is a huge number.

(=)

(Key informant interview)

On 19 October 2011, Kyrgyzstan was admitted to flb@xCustoms Union of Russia,
Kazakhstan and Belarus. The government justifiesl diecision by the increased market
for various domestic sectors, increased jobs, #@indction of investment. This issue was
hotly debated in Kyrgyzstan and up to now theneaginanimity concerning Kyrgyzstan's
accession. An independent country-level task fovas supposed to come up with a final
expert conclusion on this matter. However, the from of that group was delayed and
many key informants justify the final decision acassion more by political reasons than
economic ones. Overall, implementing the Commoreie Tariff (CET) of the Customs
Union will lead to substantially higher averagaftdevels and may bring Kyrgyzstan in
conflict with its WTO obligations. This report doest deal with the question whether
accession overall is a good decision, but hightiglitme of the potential consequences for
the garment sector, both positive and negative.

Live voices

...At present 90 per cent of textile products mantufigdl in our country are exported to Russia and
Kazakhstan. We are not supposed to enter produ&adsia because we don't have a compliance
certificate. If we stay out of the Customs Uniomepthe garment sector will face major difficulties

...If we can get some preferences in terms of raverras, we could become the 'sewing machine' of
EurAsgC (Eurasian Economic Community). It is uphte government to make sure that that happens.
If we join the Customs Union, garment makers waddd to pay from 30 to 40 per cent in fees plus
the VAT for the raw materials.

...We are very concerned, it is crucial that the cdstomponent materials stays as it is at present.
Compensation can be achieved only if there wilhbdorders. A lot of costs are incurred during
transfer through the border with Kazakhstan andsRushis will no longer happen if we join the
Customs Union. Because barriers are made up natifffpolicy, but bureaucracy and corruption,
which will be eliminated once we join the Union.

(Asanova S., "Legprom" Manager, Vechernyi Bishkek Newspaper, 15 December 2011)19

Survey respondents in particular highlighted tH¥ang concerns:

1. The price of component materials, fabric andrgent accessories that Kyrgyzstan
fully imports from China, Turkey, and Korea willarease from around 5 to up to 10
per cer’. As a result, the prices of Kyrgyz-made garmeritsrigse and the industry
will lose competitiveness in export markets.

2. Unified economic borders with Russia and Kaztdhsvill lead to outflow of highly
skilled labour from Kyrgyzstan's garment sectoiotber countries with higher pay.
The garment sector risks facing a problem of la€kskilled labour. Moreover,
“pioneer” enterprises already experience shortdgilbed workers.

3. Higher tariffs would likely bring up prices fa number of important consumer
articles, which could lead to social unrest as waslhigher wage demands.

19 \www.vb.kg
% Central Asiam Free Market Institute (CAFMI), Bigté 20 December 2011.
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Live voices

...After we join the Customs Union the raw materigib become more expensive. Currently, under
WTO rules it is cheap to import goods from Chinawver, if we join the Customs Union, according
to Russian Federation's tariffs we will pay moel aonsequently our exports will rise in price.fas

as | know if we join the Customs Union the rulesMfO will be automatically replaced by Customs
Union agreements. That is why from the perspedfibe garment sector it is a disadvantage for us.

(Key informant interview)

On the positive side, most respondents think that Customs Union presents a
chance to expand the markets for Kyrgyz garmendymts and in particular reduce costly
non-tariff barriers with the Russian and Kazakh kets. This could strengthen the
industry’s competitiveness in export markets. Tradgo highlighted that it might be
possible for Kyrgyzstan to negotiate at least teragoexemptions or an adjustment period
for tariffs on key inputs for the garment sectard dhat not joining the Customs Union
would have led to a substantial deterioration inrke& access to member countries.
Ultimately, a majority of survey respondents betié\that benefits of joining the Customs
Union could outweigh the costs to the sector.

A simultaneous analysis of trade and tariff dateeads that the anticipated increase in
tariffs on intermediate inputs may actually notJusey substantial. According to Figure
3.1, survey respondents are correct in pointingtbat the Customs Union’s Common
External Tariff on textiles used as inputs for gantnmaking is almost twice as high as
Kyrgyzstan's current average tariff on these preslutiowever, the differences are
substantially smaller for the textile inputs thagréyzstan imports the most. The second
set of bars in Figure 3.1shows that the differandariff rates declines importantly once it
is calculated only over Kyrgyzstan's top ten texiihport products, which jointly account
for over 70 per cent of total imports. After the pi@mentation of Russia’'s WTO
commitments by 2015, the difference becomes evallemThe last set of bars shows
that once tariffs are weighted by the relative siz&yrgyzstan’s top ten textile imports,
the difference disappeatrs.

Figure 3.1. Import Tariffs on textiles before and after Kyrgyzstan’s accession to the Customs Union
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Simple average tariff for textiles Simple average tariff over Kyrgyzstan'stop ~ Average tariff over Kyrgyzstan's top ten
ten textile import products (>70% of total  textile import products (>70% of total
textile imports) textile imports) weighted by importshares
of Kyrgyzstan

Source: Data from ITC Market Access Map and Russia’s WTO accession documents and authors’ calculation
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3.3. Russia's Accession to the WTO

While most surveyed managers tend to think thatglgstan's accession to the
Customs Union may ultimately have positive effdaisthe sector, they do believe that
Russia's membership in the WTO will negatively effthe competitive position of the
Kyrgyz garment sector. The concern is that Russmer its WTO commitments, will
reduce tariff barriers against other exporters afngents — namely China — and thus
Kyrgyz producers would lose some of the preferémtiargin they are currently enjoying
in the Russian market. In addition, given that Russ already in a Customs Union with
Kazakhstan, any tariff reductions would have tetplace through the Common External
Tariff and therefore also affect the Kazakh market.

Live voices

...Russia's potential membership in the WTO will sgsiy affect the situation. Because when it
happens, Russia will be forced to reduce custortiegdfor Chinese imports. And Chinese goods wil
be cheaper for Russia and they will clearly punudisadvantage. Nobody will need our garments.

What is our current advantage? High customs dfdieShinese goods to Russia make Chinese goqds

more expensive. When China gets easier access Rubsian market, our sector will be at loss.

(A. Maslov)

The potential loss of market access preferencestairussia’s WTO accession is
illustrated in Figure 3.2 for the three single masiportant Kyrgyz garment export
products. For each of these products, Kyrgyzstaima: and Turkey in varying orders are
the three most important suppliers of the Russiarket. Kyrgyz producers already enjoy
duty free market access under the preferencesegrdoyt Russia to CIS countries, while
competitors like China and Turkey face relativelghhtariffs, consisting of a combination
of an ad valorem rate and a minimum amount per &gure 3.2 shows the calculated ad
valorem equivalent (AVE) tariff rates, which arefided as total tariff revenue from a
given product divided by total imports of that puctl

The tariff concessions specified in the agreemenRiussia’s WTO accession, to be
implemented in most cases by 2016, call for sulisiareductions in the tariffs for all
three products shown in Figure 3.2. For two prosluttte AVE tariff rate unambiguously
declines by almost half. In the case of the thirddpct, the new tariff structure is too
complex to calculate the new AVE rate with certgifitut the expected margin also falls
well below the current rate.
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Figure 3.2. Preference Erosion due to Russia’s WTO Accession
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Source: Data from ITC Market Access Map and Russia’s WTO accession documents and authors’ calculation

The example illustrates that Russia’s WTO accessidikely to lead to substantial
preference erosion for Kyrgyz garment producemh@Russian and Kazakh markets. For
instance, the reduction of AVE tariffs on HS co@®#44300 (dresses of synthetic fibres)
from 17.3 per cent to 9.5 per cent would imply &ereduction of nearly 7 per c&hon
imports from competitor countries such as China andkey, putting substantial
competitive pressure on Kyrgyz manufacturers.

2L In practice, in the absence of perfect competitibis gain in market access is likely to manifiestlf in a
combination of consumer price reductions and area®e in the profits of producers from countriesdfiéing
from enhanced market access.
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Chapter 4. Sector Outlook and Strategy

4.1.

Sector Outlook

Despite the industry’s strong export growth ovee thst years, there are several
indications that the current business model basecheap labour, low taxes (for firms in
the patent system), preferential market accesscamckentration on traditional markets and
distribution channels may soon reach its limitswLwages and precarious working
conditions are leading to high labour turnover)uding migration abroad, which presents
a serious problem for companies and reduces thdityato build up skills among their
workers. The patent system generates inefficieramesunsatisfactory fiscal revenue and
is likely to be reformed in the medium term. Prefdial margins in traditional markets are
eroding and thus competition is likely to increagmificantly.

Interviewed managers are well aware of these isandsthe need for the sector to
increase its competitiveness. Table 4.1 shows gurgsponses on the top 5 priorities
managers identified to boost the sector's competitess. Interestingly, further reducing
labour costs (or wages) is not among them; thepeas to be a consensus that this is not
a viable option.

Managers’ top priority is the reduction of non4fbarriers. Joining the Customs
Union may provide opportunities for Kyrgyzstan tesh for improvements in this area, but
these are not likely to come automatically with esston and progress will require
continuous policy attention. A more detailed anialygf the textile value chain, aimed at
identifying critical cost factors and bottleneckersy the way, could greatly enhance the
effectiveness of policy measures in this area.

The second top priority is to expand the assortneérproducts. This reflects an
interest and perceived need by companies to dfydiseir operations. New products and
enhanced capabilities for product development makessible to target new consumer
groups and new markets, and establish new marketiagns. This will be particularly
important given the expected increase of compatitiotraditional markets. In order for
companies to remain profitable, it will be crudiat them to develop the ability to quickly
respond to changes in market conditions and athest production if necessary to target
market segments where they can compete successihjlar arguments can be made
with respect to the need to upgrade machinery amdduce new technologies. All these
changes will be crucial in order to further develbop diversify production and increase
Kyrgyz producers’ ability to identify and competeriew market segments.

Achieving the above described objectives will inably require higher demand for
specific skills in the areas of product developm@ng. designers) and the introduction,
use, and maintenance of new technologies. Theflescied in the anticipated skill demand
discussed in the next chapter as well as in maragesponses that rank improving
worker’s skills as the third highest priority fonproving competitiveness.
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Table 4.1.  Actions that need to be taken to increase competitiveness of Kyrgyz garments exports

Top 5 actions that need to be taken to increase competitiveness of
Kyrgyz garments abroad (multiple answers possible)

per cent
Reduce nontariff barriers 433
Expand assortment of products 38.3
Improve workers' skills 34.8
Install new production machinery/ equipment 34.0
Introduce new technological lines 28.6

Source: STED Kyrgyzstan survey (2011)

International experience suggests that over tindevéth increasing competition in its
main markets, the garment industry is likely to emyh a process of consolidation towards
fewer, but larger and more productive enterpriseshe course of this process, average
productivity is likely to increase, as weaker firheave the market or are absorbed by
stronger firms. This can have significant implioas for the industry’s labour demand, as
larger, more productive firms tend to use more sdiated technology and carry out
more advanced business processes both upstreaducpiesign, inbound logistics etc.)
and downstream (sales management, logistics, niagketc.). The methodology used in
this report to anticipate the implications of sahadjustment process on labour and skill
demand is to focus the survey on “pioneer” firmien$ that stand out in terms of size,
productivity, development of new products and asdedoreign markets. The idea is that
over the years, the strong firms in the sector gibw and become more like these
“pioneers”, while some of the weaker ones may axadhyt disappear.

4.2. Sector Strategy

The existing sector export development strategytlier years 2009-11, which was
written with the support of GIZ, mentions five mity targets for the secttr

1. Increase exports to Russia and other CIS casn{#35 per cent over the two year
time frame of the study).

2. Enhance marketing and sales capabilities.

3. Strengthen the sector associations (Legprom Soyiztextil) and the Shvei-Profi
training centre.

4. Increase productivity across firms.
5. Establish sourcing cooperatives for raw material

Survey responses and evidence presented in th@trépave shown that these
strategic priorities remain valid and importanteTrevision of the strategy, which is under
way as this report is written, should however retog changing external conditions, in
particular due to Russia’s WTO accession. Withdatimishing efforts to establish new
products and marketing channels in traditional merka wider focus on export market
diversification might be considered.

The 2009-11 strategy also dedicates some spackil® and education, but relies
mainly on a static analysis of current skill needéth the need for firms to strengthen
their competitiveness and develop new capabiligesr the coming years, skills will

22 GTZ (2009): Broader strategy for the textile ardthing industry in Kyrgyzstan 2009 to 2011, Biskke
Kyrgyzstan.
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become an even more important factor for the sectrccess, and new areas of skill
demand are likely to arise. Given that the develapnof new skills can take several years,
a forward looking view to anticipate changing skileds would be useful in the revision
of the strategy. The following chapter provides tiype of analysis.
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Chapter 5. Skill Demand

5.1.

Existing Skill Demand

All managers of surveyed companies were asked t® ga a 5-point scale how
difficult it is to find skilled workers, where 5atds for very difficult to find and 1 for very
easy to find. Averaged scores are presented imatile below. The answers show that in
spite of high unemployment rates in the countris itot easy to fill vacancies with skilled
workers. It is particularly difficult to find skidld craft workers and technicians as well as
candidates for professional level occupations, sagkkilled dyers (4.5 points), designers
and gaugers (3.8 points each) and machine repai@iémoints). Skilled machinists, such
as cutters (3.3 points), sewing machine operatogsathers production related workers
(3.1 and 2.9 points, respectively) also seem tdiffieult to find.

According to key informants, difficulties with filmt) dyers are mostly related to the
fact that training in this narrow field is basigathbsent due to the decline of textile
production. Survey respondents argued that thaulatmarkets for specialized occupations
such as dyers, designers, gaugers, repairmen assl clitters are quite small, which makes
matching of workers to available jobs more difficul

According to key informants, demand for highly Edl gaugers led to a new type of
entrepreneurship: There are companies that specialily in production of gauges. The
lack of skilled designers is compensated by takindplueprint of other ready-made
garments produced abroad.
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Table 5.1.  Assessment of difficulties related to finding workers with certain skills; 5-points scale (where
5-very difficult to find, 1- not difficult to find)
Main specializations Total, points
Machinists
Sewing machine operators 3.1
Knitting machine operators and technicians 24
Other machine operators 29
Skilled craft and technician level occupations
Delivery and security personnel 1.5
Cutters 3.3
Workers processing final garments, packaging 24
Machine adjusters 3.2
Repairmen and technicians 3.7
Gaugers 3.8
Drivers/ transportation unit 1.9
Professional level occupations
Dyers 45
Administrators 3.1
Designers 3.8
Highly sk.illeq personnel with technical knowledge (dyers, 30
textile scientists, engineers) '
Procurement personnel 20
Marketing department 22
Sales department 22
Administrative/office workers, accountants 2.7
Operations manager
Final product managers and other production managers 1.4
General managers and entrepreneurs
Chief operating officers, and other non-production managers 21

Source: STED Kyrgyzstan survey (2011)

5.2. Expected Skill Demand

Most managers (63 per cent) had difficulties resjpmn to a survey question on
expected vacancies in the sector over the nextyfidars. This illustrates that the sector
itself is having difficulties to assess its pathviagward and the resulting skill needs.

Managers that did respond to this questions meatidh different occupations for
which they expect increasing demand on the laboarket in the next several years.
Professional level occupations, and in particulasighers, are expected to be most
demanded in the future. This suggests that garam@etprises are striving to develop their
own models and produce unique designs. Accordingkdyp informants, “pioneer”
enterprises already feel the shortage of highlyleskidesigners today. The growing
demand for process engineers and dress cuttergelied by growing competition and,
according to key informants, the desire of prodsidersatisfy new customer needs. This
illustrates the strong linkages between skills desnia the sector and export performance
and diversification.

Skilled craft workers and technician level occupasi, as for example universal
sewing machinists, are also highly demanded speafiins in the future. The adjective
“universal” implies the ability to operate variotsgpes of professional equipment and
perform operations skilfully. This indicates a wleeimong “pioneer” firms to deviate from
the current pattern of hiring unskilled workerssasving machinists and training them for
specific tasks only.
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The table below presents a ranking of the expectatifor most demanded

occupations in the garment sector in the neardutur

Table 5.2.  Occupations that will be the most demanded on the garment sector’s labour market in the
next several years

Occupations that will be the most demanded on the garment sector’s labour market in the next

several years GRS
Designers 23.7
Universal sewing machinists 18.4
Process engineers 15.8
Dress cutters 15.8
Sewing machine operators 7.9
Cutters 53
Engineers 53
All skills/occupations 2.6
Embroiderers 2.6
Highly specialized skills 2.6

Source: STED Kyrgyzstan survey (2011)

5.3. Training Needs

While the two previous sections of this chapterufboon current and expected

quantity of labour demand across different occapati the survey also attempted to assess
employers’ views on the suitability of skills ofefin current employees in different
occupational profiles. The first step was to aslpleyers “What kind of help does your
enterprise need in terms of training/skills enham=et of your workers?” 80 per cent of
respondents were able to name at least one anghiah their firms needed help in this
regard, mainly in the following areas:

Professional training of all workers;
Training of designers;

Training in new technologies;
Training of sales personnel,
Training of dress cutters;
Internships/ study tours.

The responses strongly reflect an apparent intem@sing managers of interviewed

firms to strengthen skills relevant for diversiticen and upgrading of business activities in
terms of developing new products and markets.
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Live voices

...The lack of good training for middle-level pemsel and managers prevents recovery of our sectq
and moving to the higher level of development,international markets. There is an objective reed
raise professionalism of managerial staff in bussn@lanning, marketing and other relevant fields.

=

...Educational institutions need to strive to provegevices at the level of international standalnds t
meet the requirements and needs of the labour marke

(Key informant interview)

In a second question of this section, managers aghked to assess the professional
skills of their workers and indicate what skillean most need of additional training by
occupation. This led to the following ranking:
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Table 5.3.  Occupations in need of training

Occupations Rank in the Raking of Training

Needs
Machinists
Sewing machine operators !
Operators of "other" machines 9
Knitting machine operators and technicians 16
Skilled craft and technician level occupations
Operators-cutters 4
Gaugers 8
Machine technicians/adjusters "
Drivers/transportation unit 12
Repairmen and technicians 13
Delivery and security personnel 19
Professional level occupations
Marketing personnel !
Procurement personnel 2
Sales department 3
Designers 4
Worker§ processing fipal textile products, 5
packaging, and other internal assets
Administrators 6
Administrative/office workers, accountants 10
Dyers 17
Highly skilleq technical staff (dyers, textile and 18
process engineers)
Operations manager
Final product managers and other production- 15
related personnel
General managers and entrepreneurs
Chief operating officers, and other non-production 14

managers

Source: STED Kyrgyzstan survey (2011)

The ranking shows that marketing and professioma#tssskills in particular are
underdeveloped in the garment industry. Until nthwe, only marketing strategy of survey
participants is participation in exhibitions in Ris Key occupations currently mentioned
such as designers and gaugers / cutters also igimloih the scale of training needs.
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Chapter 6. Skill Supply

One of the most important factors that limit supfady skilled labour, according to
key informants, are the relatively low working cdramhs and wages. Skilled workers with
good education and experience usually command hightaries and certain social
benefits. Thus, highly skilled workers are crowaed from the garment production and
only domestic labour migrants who agree to worklésser pay and longer hours stay.
According to key informants, there is an outflowhaghly skilled sewing machinists to
Russia and Kazakhstan where they receive housimgogment, and higher wages than in
Kyrgyzstan. As a result, the country loses youkdlesi workers who have been trained in
the vocational schools of the Kyrgyz Republic.

Live voices

...I know entrepreneurs who openly say that instédadking a sewing machinist with higher
productivity it is easier for them to hire two uillgd and untrained girls who came from rural areas

They can be given on-the-job training, paid smalfyes, and work long hours. These girls do not
demand any social support.

(Key informant interview)

One third of the interviewed managers assert thatfpoor quality of labour and the
lack of skilled workers on the market have beconmndrance for the development of the
sector.

To look for better skilled workers, the interviewedterprises use different channels.
One third of all interviewed garment enterprisessusewspapers to look for new workers.
The second most used channel is acquaintancesefl¢ent), followed by the use of
employment services and internet advertisemenpétsent each). Television as a means
of finding new workers is used rarely (12 per cedig to high advertisement cost and
employers also look only rarely among graduatesvadfational schools and colleges
directly (7 per cent).

Several structures and institutions train workerstfie garment sector, but these are
not well coordinated among each other. They incthéeollowing:

* The system of vocational technical lyceums

« Institutions of higher education, such as the Kgr@gchnical University in Bishkek
city

e Training courses
« On-the-job training at garment enterprises
6.1. Vocational Technical Lyceums

The system of technical and vocational educatiahteaining (TVET) has schools all
over the country, both in urban and rural aread, tans has large potential for training
highly skilled labour for the garment sector.

According to the Agency for Vocational and TechhiEducation for Garment and
Textile Sectors, vocational lyceums offer educatod training mainly for machinists, in
particular sewing machinists with various specéatians such as in tailoring, embroidery,

ethnic garments, spinning and operators of knitsiegying equipment, and for skilled craft
workers and technicians, such as tailors and gauger
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These specializations are offered in Bishkek cityshlyceums, in the Osh province
by 15 vocational lyceums, in the Batken provincelByin the Jalal-Abad province by 19,
in the Issyk-Kul province by 5, in the Naryn prosnby 7, in the Talas province by 6, and
in the Chui province by 12 vocational lyceums.

However, training of specialists for the garmerdtseby the TVET system tends to
decline. In 2010, 34 per cent less students graduign in 2009 (3404 persons), despite
increasing employment in the sector.

The duration of studies in TVET system varies frdfd months to 4 years,
substituting for other forms of secondary educat&smshown by Table 6:1, 55 per cent of
the students prefer to study in TVET under 10 mgmtgrams, and 35 per cent under the
3-year schenfé Garment sector stakeholders expressed their tidissgion with this
relatively long duration of education and argueat the necessary skills could be acquired
much more quickly if the system was streamlined.

Table 6.1.  Number of TVET graduates by duration of the studies and specialization, persons (year 2010)
Duration
10 months 3 years 2 years 4 years
Total: 1227 780 227 15
Sewing machinist 579 401 95 15
Tailor 531 182 87
Tailor-embroiderer 19
Sewing machinist-embroiderer 27
Sewing machinist, maker of ethnic garments/crafts 50 87 26
Sewing machinist-tailor 31 28
Sewing machinist-spinner 30
Operator of knitting and sewing equipment 25
Gauger-sewing machinist 36

Source: STED Kyrgyzstan survey (2011)

Generally it can be said that the TVET system isealed at training socially
vulnerable groups of the population, including @pé and half-orphans, and thus
addressing the problem of poverty and employmehe 3ystem often offers meals and
accepts students that have difficulties studyinth@regular high school. But it is not only
the social benefits offered by the TVET system &lgb the social environment— parents,
relatives, and friends — that often affects theiges of young person to study in a
vocational school or lyceum. The main incentivesdiooosing a certain field of study in
the vocation system are market demand, the leveglagffor such occupation, and the
prestige of the occupation. However, in the peroepdf society there is certain negative
stereotype concerning vocational education.

Survey respondents expressed strong dissatisfaetitin the performance of the
TVET system. The quality of education offered bycational schools often falls behind
the needs of modern manufacturing companies. Thatisn is partially due to the lack of

%3 Demand for labor in Kyrgyz garment making and kmittenterpriseshttp://www.mz.kg/news/view/id/341,

18.07.2011.
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professional analysis and monitoring of labour reameeds in occupations produced by
the system (at the government and/or the levelochtional schools), lack of the linkage

"production - vocational training - production” sirfficient competitiveness of vocational

school graduates due to poor teaching and inseifficghaterial endowments of vocational
schools. Training in vocational schools is donetechnologically outdated equipment,

practically without reference to popular fashiorennls. Career counselling in the

vocational system, according to the people who vimtke system, is done poorly.

Respondents’ answers indicate that only one tHiehterprises employ graduates of
relevant vocational technical schools and collegesrly 14 per cent of the surveyed
enterprises do not have graduates of vocationégasd among their workers. Strikingly,
the majority (52 per cent) of managers had diffieslrecalling whether their workers had
special vocational education and training or nadjdating that managers do not see a high
value added in a worker having this type of edocati

Key informants have also mentioned weak cooperakietween businesses and
training institutions. There is no system of "ogfefrom businesses to educational
institutions in which enterprises can request dagenumber of graduates with a specific
set of skills and which would allow businesses awenskilled workers and graduates to
obtain jobs.

Live voices

...The problem is that our lyceums, especially thtba¢ are located in rural areas, use outdated
equipment in providing the training. Besides, Iytegraduates have very little practice. As a result,
when graduates go out to find jobs, it turns oat they don't know how to operate the machinery
provided by the entrepreneur.

...Machinery technicians also have difficulties fingiemployment because they are simply
unacquainted with new equipment installed in theagroductions.

(Key informant interview)

A survey of vocational schools showed that the maneent of educational
institutions does not monitor employability of thgraduates. In turn, many graduates
don't find employment in their field of study anohtribute to the unemployment level.

Several international donors and aid agencies areergly providing support on
different levels to reform the TVET system, incloglia 10 min US$ project by the Asian
Development Bank.

6.2. Higher Education

The Kyrgyz Technical University in Bishkek offerégher education diploma for
professional-level occupations, such as sewing matfprocess engineers or apparel
designers. Training of specialists for the garnmsadtor should yet be differentiated from
training of specialists for middle and higher maaragnt level, which should be offered by
the higher education institutions. Interviews witle garment enterprise managers suggest
that businesses rate the quality of education iveusities of Kyrgyzstan as poor.
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Live voices

...Quality of education in Bishkek-based universiiesery low. Education has become corrupted.

There are even known rates of payments for 'fixamgexam or a test in various universities. Among
universities that do offer good education and ateso corrupt we can name only two, but then tliesg
not produce workers for our sector.

(Key informant interview)

6.3. Training Courses

A number of lyceums and private providers offercplezed training courses for
specific subjects of varying quality. The individlgining courses commissioned by the
employment services trained and retrained in 202D dnemployed persons in 3-months
courses, 20 individuals in 2-month courses andnthviduals in 3.5 month courses to
specialize in sewing. In tailor courses, 42 indisdts were trained in 3-month courses and
4 individuals in 2-month courses. 15 individuals revetrained in 3-month sewing
machinist-embroiderer courses. And 74 individuassed a 1 month for-pay course under
the employment service to specialize in pant-sewing

A major initiative in the area of training provigsiavas the foundation of the Shvei-
Profi training centre in 2008, an initiative of timelustry associations. Shvei-Profi operates
as a commercial training provider for firms in thelustry and provides modular training
courses of 1-3 months, as well as longer part-tm@ses. These are intended for current
employees of the textile sector, as well as remgiof currently unemployed workers.

With the support of GIZ, Shvei-Profi was equippeilhwstate of the art technical
equipment, including modern sewing machines as hgdams in the sector and different
computer based design software packages. The aeanralso provide direct cutting and
design services to firms in the sector. In addjtibwas intended as an innovation hub that
would contribute to the dissemination of knowledged upgrading of skills and
technology in the industry through the organizatbseminar and workshops.

The experience with the operation of Shvei-Pro§ hat fulfilled the expectations of
the industry so far. The centre is intended to ajgeron a cost-covering basis, and
relatively high costs of training deter some pdtrstudents or employers to get their staff
trained. After the crisis of the industry and poét unrest, demand for the services offered
by the centre dropped in 2010 and did not recovetustry representatives complained
about managerial and communicational problems wl#h centre’s leadership, which
eventually led to the installation of a new direcbthe end of 2011. Since then, the centre
has been undergoing an extensive audit and is rialyraot operational as a training
provider.

6.4. On-the-job training

Survey respondents indicated that due to the lagkibed labour in the market and
poor quality of available education and trainingtitutions, companies have to train and
enhance skills of new workers. That is why garnmeakers spend their own funds to train
newly hired workers. This is done in particular iponeer” enterprises. Many attribute
success of their enterprises to highly skilled gssfonal workers.

56 per cent of the training sponsored by surveyathgnt enterprises was on-the-job
training. One third of the enterprises who decittedrain their own skilled workers sent
them to refresher courses. One in ten leading cormpaprefers to send their staff to
retraining courses. Other venues for training cesliacluded Master Classes and courses
organized by BNP as well as the “Legprom” Assoorati
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The most frequently trained occupations by the gatnenterprises are machinists
and technicians, such as cutters (35 per centgewthg machine operators (20 per cent).
Overall, respondents have named around 13 occugasind skills, among which figure
also professional level occupations and operatiagusagers, in which they train workers.

6.5. Migration

High unemployment rates, deteriorating social welf@overty, and higher wages in
the neighbouring countries have become the masoreafor outward labour migration of
skilled workers. According to UNDP (20£4)100'000 to 700’000 Kyrgyz citizens work
abroad and the number is growing. One of the pgraictountries of destination for the
Kyrgyz labour migrants is Russia. According to anfdank stud§®, 400°000-700°000
migrant workers from Kyrgyz Republic work in the $8ian Federation and the number is
70’000 for Kazakhstan which is another major dediim country for migrant workers.
This seems to be a natural trend given that RumsiaKazakhstan are the most viable
economies of the former Soviet Union and that thera visa-free regime between these
countries.

Outward labour migration has both positive and tiegaaspects to it. On the one
hand, migration does not only ease the oversupplglmur and offer opportunities for
young people to build their professional capaleditivhile there are abroad, it also plays a
huge role in supporting private consumption whicmtdbutes to poverty reduction and
economic growth. According to the World Bank, Kyzgtan's remittance inflows totalled
$1.2 billion in 2008 and represented 28 per cettyofyzstan's GDP.

One of the main negative aspects of outward lalmigration is that it reduces
human capital and considerably undermines the tbwsoakforce potential in the home
country. Migration can thus create a risk of degtiah of human resources available for
the national economy. The most active part of thpugation is involved in the outward
migration. About 70 per cent of Kyrgyz emigrants amorking age persofis

Moreover, it was found that demand for skilled waygkon the Kyrgyz labour market
and in CIS countries are in many ways similar, megathat the national labour market is
competing with foreign markets for the same categoof labour. Due to the wage
differences Kyrgyzstan is losing qualified work&sghe CIS countrié&

The garment sector as a mainly export orientedoseist unlikely to benefit
substantially from the positive domestic demancaafiof remittances, and at the same
time, key informants mentioned that outward mignativas already aggravating the
shortage of skilled labour for garment produceositicbuting to high labour turnover, and
at the same time aiding their competitors in neggiiimg countries. Unfortunately, precise
data on migration by occupation or by professiogdlication is not available, which
makes it difficult to evaluate the precise magrétofl the effect on the garment sector.

In addition, there are also other negative aspetéded to labour migration such as
the separation of families. According UNDP, menresgnt 73 per cent of Kyrgyz labour
migrants, a phenomenon that contributes to an aserén low-skilled female and child
labour.

2 UNDP (2010), Kyrgyzstan: Successful Youth-Sucagdsgbuntry.
%5 Joint country support strategy or the Kyrgyz Rejou#007-2010 World Bank, p 7.
http://siteresources.worldbank.org/INTKYRGYZ/Restes/JCSS _ENG_07.pdf
26 World Bank (2010), Migrant Remittance Flows: Fimgi from a Global Survey of Central Banks.
2" Kyrgyz Republic Country Development Strategy (2@04.1),
http://sgdatabase.unwomen.org/uploads/Kyrgyzstan%20National%20Development%20Strategy%202007-
2010.pdf
8 Labour Migration and Productive Utilization of HamResources, Kyrgyz Republic, Bishkek 2009, ILO.
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Chapter 7. Recommendations

7.1. Policy Level

The report has highlighted the importance of skKitls the sector's development.
However, while it may currently be the most pregsime, this is clearly not the only
critical area of the enabling environment that seedbe addressed. Other urgent elements
mentioned in the report include reducing tradingtgpmaintaining access to affordable
inputs, finding a sustainable solution for busines&tion that encourages firms to grow
and formalize, and strengthening the industry aasons. In order for the sector to
continue its recent growth, these and other issees to be addressed in a coherent and
strategic manner. The ongoing development of a sestor export strategy provides an
important opportunity for this and skills and edima should take a central role in the
process.

Any strategy to enhance the availability of relevshills for the garment sector has to
choose between an approach based on radically nigitgy education and training
systems, or an approach that largely by-passesirexisistitutions. The garment sector
may be the best candidate out of all sectors twedreform forward, so it appears
preferable to take a wider view and not establighagallel industry-led education and
training initiative for the garment sector onlydéed, the government of Kyrgyzstan is
interested in upgrading its education and trairsggtems and also the garment industry
would like to see the existing system improved.uffgrading Kyrgyz education and
training is to be more than an abstract goal, thenge should be led by the needs of
sectors where change will yield economic and empbayt benefits. This will be helpful in
terms of justifying government spending, attracttupport from donors, and overcoming
institutional resistance to change.

Live voices

The garment sector is currently in a difficult peridue to lack of labour and lack of professional
specialists. High turnover is apparent in the ggctd. The Government of Kyrgyzstan intends tglgp
all efforts to create a favourable legal basis suqgport the institutional development of the edocat
sector and build the capacity of institutions aftiér and vocational educatiéh”

Sanjar Mukanbetov, Deputy Minister of Economic Regulation of the Kyrgyz Republic.

29 Bishkek, December 3 2011, http://www.kginform.com/
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7.2. Institutional Level

Survey participants’ recommendations and a gerarallysis of the situation point to

the following areas of action to improve skills gdrment sector workers and to upgrade
the system in general:

7.2.1. Improvement of cooperation between the industry and the education system.

Better links between industry and education instins are crucially important. Some

progress has been made in this area through sewversultative meetings between
industry and representatives of the educationtingins, and the ownership of the industry
in the Shvei-Profi training centre. However, staldirs indicated that attempts to create a
more formal and permanent mechanism for skillsodiaé have so far failed and cited lack
of funding as well as a lack of interest from pap#@ting companies as the main reasons.
At the same time, survey respondents were quit@ionmals in pointing out that better
coordination between firms’ needs and education ®athing institutions is crucially
important.

International experience from supporting the proarotof industry skills dialogue

suggests a number of lessons for establishing ssitdenechanisms.

There are different levels at which such an initeatan be established, ranging from
arrangements for occasional consultation on cowsetent to groupings that
undertake significant research, develop curricaral get involved in the allocation of
resources. It is important for stakeholders to adreforehand on what they see as an
appropriate level of activity.

It is quite common for businesses to quickly losgerest in such initiatives.
Businesses may initially engage without allocatspecific resources for a few
meetings, but they have so many other calls om #t&ntion that it will be difficult
for them to keep this up for long unless they aitbng to dedicate time and energy of
a specific high level qualified manager.

In order to fully engage in an initiative, busin@gi need to see a clear pay-off in the
short term. This can, for instance, take the slidipmmediate responses to short term
training needs through the development of apprtmdaurses. The Shvei-Profi centre
appears to be a natural counterpart for this.

Availability and dedication of adequate staff affatient levels is key. Models seen
elsewhere often use a combination of making thiatiie part of the job of a focal
person in the industry association, making contiilguto it part of the job of a small
number of corporate affairs or HR managers in #&os, and appointing industry
experts to study groups/research projects withmitdd time commitment that lasts
for a limited period.

Any initiative in this field requires substantiaksources for staff, research,
implementation of recommendations etc. If compardes not convinced that the
required resources are available, they may noasesitiative as relevant and hesitate
to dedicate time and funds themselves. Given thaniomus agreement of
stakeholders on the importance of skills for thetae the declared interest of the
government to address these issues, and the peesEnultiple international
agencies in the sector, a coordinated effort ta ptad mobilize the required resources
over a medium term period appears to be the mostiping way forward.

Specific suggestions from survey participants omw him improve coordination

between industry and the education system incluelédlowing points:
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* Regularly monitor market demand in the garmentosemnd train professionals with
necessary specializations.

* Develop measures that contribute to raising codjeeraf educational institutions
and businesses in terms of employment of gradudfes. instance, conduct
competitions with participation of entrepreneursd award the winners "gold
certificates" that ensure the employment of gragkiatho demonstrate high results.

* Develop a set of measures aimed at stimulatingpréneurs who provide internships
to lyceum students.

« Promote lyceums that can demonstrate high levedsnplioyability of their graduates.
7.2.2. Reform priorities by occupational types

An analysis of the education system by type of pation shows that there is need
for a fundamental re-examination of machinist etiocaand training in Kyrgyzstan: The
system has to be designed in a way that skill§n@logies and working practices fit the
new requirements for high labour productivity gantnmanufacturing. A reform initiative
for TVET would collaborate with the sectoral ingtion for skills dialogue discussed in
the previous section, but would take the lead ®uds like quality assurance and
curriculum reform, and would probably have a systeiote brief, taking training for
garment related occupations as the pioneering Mefoc change across the whole of the
TVET system.

While the numbers involved are lower, there is @steed to re-examine education
and training for all the other major existing ocatipns, plus some (such as designer) that
are not yet well represented in the sector, butheilimportant to its future.

Finally, enhancing management skills in trainingtitutions is clearly important,
given the existing deficiencies in the quality bétsystem, and given the wider range of
activities that will be required into the future.

Sorted by the different types of occupation, thiofeing actions on training and
education are required:
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Machinists

. Reform of institution-based TVET courses;

. Provision of good entry level training for new recruits entering the sector directly (which could possibly extend to the
introduction of a low level apprenticeship mechanism);

. Continuing TVET to broaden and update skills.

Skilled craft and technician level occupations

. Reform of institution-based TVET courses, and new courses for occupations that are not yet covered by institutions;
. Possible introduction or formalization of apprenticeship systems;
. Continuing TVET to improve and broaden skills, and perhaps give those working in these occupations who enter by a non-

TVET route a credible qualification.

Professional level occupations

. Introduction of university level courses (bachelor and masters at least) in these areas to qualify new entrants. The
establishment of a university level centre of excellence in apparel and textile technologies, design and business, probably at a single
university, but possibly spread across a couple of places if existing distribution of expertise demanded could be beneficial.

. Arrangements for continuing learning to raise the skills of people already in these roles are also needed.

Operations managers

. As people are likely to move into operation management roles from other jobs, rather than directly from initial education,
the emphasis needs to be on measures fostering continuing learning (see above).

General managers and entrepreneurs

. There is a need for a range of techniques to be used to raise skills and professionalize senior managers. Other types of
intervention include executive education courses in apparel industry management, mentoring, networking events, foreign study visits,
etc.

Source: STED Kyrgyzstan survey (2011)

7.2.3. Other priority areas

* Revitalizing Shvei-Profi: Given the sector’s sulosi@ training needs, revitalizing the
Shvei-Profi training centre is an urgent priorifanagement consulting and training
to the centre’s leadership could support the dgeént of a business model that is
financially sustainable, and at the same time @ttra to companies in the sector in
terms of costs and services offered. In addititve, function of the centre as an
innovation hub for the sector should be extendedatibn of learning networks for
professionals in relevant technical, professioaall managerial positions could be
envisaged. Having a service oriented provider ghhjuality professional training
available will remain of utmost importance to epteses in the sector even if progress

is made with enhancing the education provided blriieal lyceums.

* An effective mechanism for quality assessment bint@ curriculum development is

crucially important. The absence of feedback onliguand curriculum between

industry and the education and training system agpt be the biggest problem in
the system — even greater than under-resourcingor&rete suggestion by survey

participants was to increase the number of houlgdted to practical classes.
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» Lifelong learning is crucially important for skilla the apparel sector. If an education
system is not already involved deeply in supportifegong learning with part time
provision, short courses etc., moving into this banchallenging. Key obstacles are
the cultural shift required to become sufficientighly responsive, and the fact that
institutions that are accustomed to delivering ghlyi structured suite of provision
that changes only slowly may have significant pcattorganizational difficulties in
making itself sufficiently flexible.

« Equipment of specialized lyceums with modern mateflew curriculum materials
will be essential for changed and new coursesjgogatly at TVET level, which
tends to be more reliant on standard material$ivelto higher education where there
are better prospects that academics can develapothie and draw on international
sources.

* Training of teachers. Improving teacher trainingnscially important, both to update
the skills — in particular skills on the operatiohnew equipment — of those currently
engaged, and to train the many new teachers/tsawbio will be required if the
system is to be properly resourced, and as thdirexiaging teaching workforce
retires.

* A more effective national employment service coalsbo play a very useful role in
providing career counselling, providing informatiam labour market needs, and
supporting re-training of currently unemployed wenkfor occupations demanded by
the garment sector.

« A program to up-skill workers already in the segctparticularly in terms of
converting low skilled sewing machinists to uniarsmachinists, could be
considered. The practicalities of this would hawvéeé worked out, and tested through
pilots. With the support of a donor, industry asations, the Svey-Profi centre and
one of the more advanced lyceums could work togdtheevelop a pilot that could
later be expanded. The expansion could make uskeolyceum infrastructure and
provide extra impetus to improve initial TVET prein from the lyceums, or could
possibly be firm based with a system to develofdaose trainers with external
quality assurance on the training and assessment.

7.3. Enterprise Level

Firms themselves have an important role to playéprocess of skills upgrading and
improvement. A key challenge, mentioned prominehifyall key informants, is to reduce
labour turnover. A more sustainable culture of emplent, based on a long-term
relationship between worker and employer, gived ket incentive to invest time and
resources into training and skills development.

Central elements of a strategy to reduce labououer are improvements in working
conditions and career prospects for workers atetiterprise. Social dialogue and better
cooperation between workers and management can Veye positive effects in this
regard. This would also help to reduce the outflmwskilled workers to neighbouring
countries.

The ILO has developed enterprise level tools tonmte improvements in the above
mentioned areas. Experience has shown that thasesra win-win situation for employers
and workers, because such improvements can enhemééng conditions while at the
same time significantly increasing productivity.
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In the case of the Kyrgyz garment sector, the dsbeILO’s SCORE (Sustaining
Competitive and Responsible Enterpri§esethodology could yield substantial benefits.
SCORE is an SME training program that is desigredttengthen collaboration and
communication between managers and workers in dod@nprove working conditions,
boost quality and productivity, and thus make eaises more competitive. SCORE works
through training of local consultants. Participgtienterprises select two workers and two
managers to take part in classroom training anth thie support of the consultant, set up
and implement an action plan to implement improveién their firm. SCORE takes a
modular approach and can cover the following acéa&siterprise operation:

¢ Module 1: Workplace Cooperation
¢ Module 2: Quality Management
¢ Module 3: Productivity and Cleaner Production
¢ Module 4: Human Resource Management
¢ Module 5: Safety and Health at Work

There is already substantial engagement by thenktienal Trade Center (ITC) and
the European Bank for Reconstruction and DevelopifieBRD) in providing consulting
services to firms in the sector in areas relatethéalule 2 and 3. Integration of SCORE
modules 1, 4 and 5 in these areas could add stib$teaiue to the sector by contributing

to lower labour turnover, and thus strengtheningplat productivity and prospects for
skills development in the sector.

39 www.ilo.org/score
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Abbreviations

AVE
CDS
CET

CIS
EESE
EurAseC
EBRD
GDP

Glz

ILO
ITC
JICA
Kfw
KGS
KR
MER
NBKR
SCORE
SME
STED
TVET
UNDP
USAID
VAT
WTO

Ad Valorem Equivalent

Country Development Strategy

Common External Tariff

Commonwealth of Independent States

Enabling Environment for Sustainable Enteegris
Eurasian Economic Community

European Bank for Reconstruction and Develayime
Gross Domestic Product

Deutsche Gesellschatft fir Internationale Zusamenbeit (German International
Cooperation Agency), formerly GTZ

International Labour Organization

International Trade Center

Japan International Cooperation Agency
Kreditanstalt fir Wiederaufbau (German Bank Reconstruction)
Kyrgyz Som

Kyrgyz Republic

Ministry of Economic Regulation of the Kyrgyzpublic
National Bank of the Kyrgyz Republic

Sustaining Competitive and Responsible Emsep
Small and Medium-Sized Enterprises

Skills for Trade and Economic Diversification
Technical and Vocational Education and Tragnin
United Nations Development Programme

United States Agency for International Deveteent
Value Added Tax

World Trade Organization
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