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reconditioned high-power (150 to 200 hp) tractors of Western
European make (Box 4). No legal or administrative obstacles
limit imports of used equipment and machinery. Purchases of
used agricultural machinery have also been admitted by NBFls,
for both loans and leasing operations. Recently, second-hand

car suppliers have started to include used tractors of Russian

and Eastern European production, which the suppliers purchase

when farmers order them.

Used tractors, combine harvesters, forage harvesters and root

harvesters — the more expensive machines — are all traded
extensively throughout Europe and the United States (Annex 2).
The United Kingdom has registers of established second-hand

Agromach Holding Bishkek Ltd: This

is a legal branch of Agromach Holding
Russia, a consortium of Russian
agricultural machinery manufactures.
Initially (since 2004), the company was
a representative of Agromach Holding
Russia; Agromach Holding Bishkek was
established in August 2008. Its mandate
is to supply, lease, train and provide
pre- and after-sales servicing, and it
has a workshop in Bishkek. It promotes
the formation of commodity service
cooperatives, including Agromach
Holding Technical Services, which was
formed in December 2008 and has 200
members, mostly farmers but also
including agroprocessors and service
providers. In 2009 it participated in the
national fair with eight units from the
Russian Federation (including LTZ-60,
a 60 hp tractor; T-30 69, a 30 hp tractor;
DT 76, a 75 hp crawler tractor; and
Yenesei 1200, a combine harvester). In
2008, it provided pre- and after-sales
services for the 306 LTZ tractors bought
by the government. It has also sold
directly six LTZs, three KMZ 012s (a 12
hp tractor for small orchards), and two
Yenesei combine harvesters.
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Kyrgyz Avto Mach (JSC): This Russian
enterprise is the licensed assembler
for Belarus tractors (82.1) and Yenesei
combine harvesters (1200 M), with
prices 25 percent below those for
imports. Its annual assembling capacity
is 6 000 tractors and 1 000 combines.
The plant has a railway slot and also
manufactures radiators, which are
mounted on assembled machinery.
The aim is to cover the small domestic
market and, mainly, the export market,
having acquired rights for all of Central
Asia and beyond. Its geographical
focus is Uzbekistan and Tajikistan,

with plans to serve Afghanistan and
Pakistan. This year it will assemble 1
000 tractors and 100 Yenesei combines
(80 for State procurement and 20 for
private demand). It considers that 50
percent of the tractors it assembles

are for the export market. It foresees
supplying State procurement plans and
the demand from other development
projects, and has already directly

sold 45 tractors in 2009. It provides
guarantees for one year, with the
promise of repair within 24 hours
anywhere in the Kyrgyz Republic.



machinery brokers, which include the specialized reconditioning
and recycling of spare parts for high-value machines. In Europe,
the second-hand market is even more buoyant than the new
one, and is mostly operated directly by farmers. The trade in
used machines means that large farms can avoid becoming
overstocked with machines that have become obsolete for
specific local conditions, by offering viable trade-in values. It also
helps smaller farms to afford mechanization. Used machinery
has usually depreciated by at least 50 percent of its original
value, making it generally unattractive for leasing companies. As
a result, hire purchase is the normal finance method, in which
ownership is with the farmer and a financing company advances
up to 60 percent of the investment cost (Annex 3). Second-hand
machinery of non-Russian/Eastern European makes is likely to
become a market option in the Kyrgyz Republic, along with the
development of a market for a wider range of new machinery
brands and of pre- and post-sales services. The decision to
purchase second-hand must be left to the farmer to make.

During the land and agrarian reform, a specific government
resolution was issued in 1998, which envisaged the creation

of technical services bodies to provide, among other activities,
mechanical services to farms and farmers without agricultural
machinery. More than 200 farms (large cooperatives and
agricultural enterprises with significant machinery parks)
organized themselves as service enterprises throughout the
country. However, there was no formal registration or licensing,
and the resolution did not have any legal follow-up to ensure
advantages or provide incentives (such as preferential credit or
leasing options) for the new service enterprises. Instead, these
enterprises are subject to additional VAT (at 12 percent) and
sales tax (at 4 percent). As a result, the activity did not develop,
and the technical services companies that have survived (the
numbers are unknown) operate through verbal agreements and
are generally paid in-kind by client farmers. Given the small size
of many private individual farms in the Kyrgyz Republic, a very
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useful government action would be to support the formation

of voluntary farmers’ “machinery rings” and to facilitate
investments in machinery contract servicingl by individuals and
organized groups, by allowing them and the farmers’ machinery
rings to use the same range of financing methods as private
farmers and farm enterprises. The members of a machinery ring
would own the machines cooperatively.

LT3

The performance of the financing sector, both banks and NBFIs
(of which about 20 are active), is improving (Box 5). The sector

is also increasing its involvement in agricultural business, albeit
with meagre financial resources, high costs and unfavourable
terms and conditions for farmers. Farmers who can are bearing
these high interest rates and repaying their debts in time, for both
short-term working capital loans and medium-term loans, mainly
for purchasing machinery and equipment. The leasing experience
in the Kyrgyz Republic may be small and rudimentary, but it has
been showing encouraging investment potential for the sector.?
The main leasing entities are Bai Tushum Ltd (BT; private) and the
Financial Company for Credit Unions (FCCU; State-owned).

The government’s understanding (and the financing sector
appears to have acknowledged this) is that the demand for
agricultural machinery is growing rapidly. The government wiill
therefore enable procurement through its own financial resources
(allocated according to financing institutions’ lending capacity)

and will welcome donor-supported initiatives and resources for
this. The short-term needs for agricultural machinery provision are
estimated to be about USD7 to 10 million.

1 Examples of organized machinery rings can be found at www.machineryrings.org.
uk/; www.tayforth.co.uk/links.htm; and www.lothianmachineryring.co.uk/links.html.

2 For example, the IFC and Swiss government-supported Central Asia and Azerbaijan
Leasing Project operated for more than six years (until April 2009) in Azerbaijan,
Kyrgyz Republic, Tajikistan and Uzbekistan, and has recently handed over its mandate
in Kyrgyz Republic to the Union of Banks (the national banking association). The
project assisted two PFIs (Bai Tushum and the Kyrgyz Republic Investment and Credit
Bank) with technical assistance such as specialized training, monitoring, legislative
analysis and policy recommendations.



Estimates of the financial benefits of investing in mechanization
in the Kyrgyz Republic were calculated for four packages of
agricultural machinery: i) one medium-sized tractor for a 60 ha
farm; ii) three tractors and one combine harvester for a 250 ha farm;
iii) one two-wheel motor-cultivator for a 6 ha farm; and iv) three
tractors and one combine harvester for a private contractor

or cooperative. The estimates show that investments in farm
mechanization can increase productivity sufficiently to generate a
positive return on the investment, but the financial rates of return
are not high.

In the case of irrigated wheat production, the ownership of one
78 hp tractor and relevant equipment can be justified for a

60 ha farm, providing a net present value (NPV) of about

USD4 500 and a financial internal rate of return (FIRR) of

14 percent. This is based on an investment for one 70 to 80 hp
tractor at USD25 000, plus other equipment at 50 percent of the
value of the tractor, and the relevant financial costs for a five-year
repayment period at 20 percent interest (to be repeated after

15 years) with a 10 percent discount. The assumed increase in
wheat yield is from 1.9 tonnes/ha to 2.39 tonnes/ha, starting at
80 percent and valued at USD210/tonne. Operational costs of
mechanization are calculated at 60 percent of hire prices, and
harvesting costs at 100 percent. Incremental gross margins

of USD131.5/ha (comparing with and without investment) are
compared with the investment.

A higher mechanization level for irrigated wheat production,
comprising three tractors and a combine harvester, is justified
only for a farm of 250 ha, providing an NPV of USD10 000 and an
F-IRR of 12 percent. This calculation is based on investment in
three 70 to 80 hp tractors at USD25 000 each, and one combine
harvester at USD100 000, plus the relevant financial costs for a
five-year repayment period at 20 percent interest (to be repeated
after 15 years) with a 10 percent discount. Again, the wheat yield
increase is assumed to be from 1.9 tonnes/ha to 2.39 tonnes/ha,
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starting at 80 percent and valued at USD210/tonne. Operational
costs of mechanization are calculated at 60 percent of hire
prices. Incremental gross margins of USD142/ha (comparing with
and without investment) are compared with the investment.

Small farmers producing cash crops (e.g., tomatoes) and
marketing their produce through contract farming would benefit
from two-wheel motor-cultivators of 6 to 9 hp on farms of at
least 6 ha (and with considerably higher returns on 10 ha farms),
providing an NPV of about USD1 700 and an FIRR of 18 percent.
The calculation is based on investment in one motor-cultivator of
6 to 9 hp and equipment at USD7 000, and the relevant financial
costs for a five-year repayment period at 20 percent interest (to
be repeated after 15 years) with a 10 percent discount. Tomato
yields are assumed to increase from the current 13 tonnes/ha
to 15 tonnes/ha, starting at 80 percent. Output is valued at only
USD105/tonne, as in a contract farming agreement. The costs
of mechanization are calculated at 60 percent of hire prices.
Incremental gross margins of USD263/ha (comparing with and
without investment) are compared with the investment.

Private contractors or service cooperatives providing mechanical
services to farmers would generate adequate returns from
investment in three tractors and one combine harvester (an NPV
of USD26 000 and an F-IRR of 15 percent) if they service at least
300 ha and charge land preparation and harvesting rates, including
transport services (which are discounted by 12 to 20 percent of
the current rates charged by machinery owners in the Kyrgyz
Republic), calculated at USD120/ha. Capital investment, financials
cost and terms are considered as per the other cases.





