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Risks foreign investors should take
into account while investing into
Kyrgyzstan’s mining sector

The mining sector
in Kyrgyzstan is one
of the leading sectors
which continues at-
tracting substantial
amount of foreign in-
vestment mainly due to
perspectives that Kyr-
gyz mineral resources
can offer, high global
market prices for min-
eral resources, and
comparatively liberal
subsoil and tax laws.

Liberal legal frame-
work in the mining
sector allows foreign
investors to obtain
subsoil use rights with
no foreign ownership
restriction or prohibi-
tion. Kyrgyz laws do
not have local content
requirements such as
employment of Kyrgyz
citizens only or supply
of services and goods
by local suppliers or
mandatory share of
the state in exploration
and mining projects
as some neighboring
countries do. Current
tax rates such as bonus
and royalty rates are
considered reasonable
by many foreign inves-
tors.

While there are many
advantages in doing
business in the mining
sector there are 3 major
risks which should be
taken into account and
possibly  minimized
while investing into the
mining sector of Kyr-
gyzstan. These major
risks are political, title
(legal) and social risks.

Investments into the
mining sector are con-
sidered high risk, large
and long-term invest-
ments which require
political stability and
certainty. The history
of independent Kyrgyz-
stan has demonstrated
the opposite: a number
of large foreign invest-
ments were subject
to political risks as a
result of forceful take-
over of power, constant
changes of government
and its structure, shift
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of political power from
one group to another;
all this are factors of
political instability in
the country and espe-
cially in such highly
politicized sector as the
mining sector. Political
risks can be minimized
by avoiding already po-
liticized projects, mini-
mizing the involvement
of political figures in
the project, be it the
employment of a for-
mer politician or open
support of the project
by one or another po-
litical group. As poli-
ticians rise and fall in
Kyrgyzstan quite often
the same happens to
projects which are as-
sociated with them.

Legal risks are main-
ly associated with the
security of title. To
ensure that title to the
project is secure and
there is no legal basis
for annulment of explo-
ration and mining rights
of a foreign investor, a
thorough due diligence
of the project and own-
ership history of the
project should be con-
ducted before investing
into the project. During
the legal due diligence a
special attention should
be given to the follow-
ing issues: whether
the mining rights have
been properly granted
by the state; who were
the previous owners of
the project and whether
their rights to the min-
ing asset were legally
terminated;  whether
there is a potential
dispute related to the
project; or whether the
project company com-
plied with its minimum
work  commitments.
Negative response to
one or all of the above
questions may lead to
challenging the title or
validity of the title to
the mining project.

It should be taken into
account that despite ab-
sence of political and
legal risks, and the
government being sup-
portive of the mining
project, if the mining
company and project
are not supported by lo-

cal population residing
in the region where
the mine is located the
project might not be
operable even though
a foreign investor has
a blessing of the state.
Therefore, assessment
of social risks before
investing into the Kyr-
gyz mining sector is no
less important than the
political and legal risks
outlined above.

Recent protests of lo-
cal communities in the
form of road blocks,
attacks on employees
and property of mining
companies have led to
suspension of activities
of some exploration
and mining companies
for an indefinite period
of time. Thus if foreign
investors plan to invest
into a mining project in
Kyrgyzstan they should
carefully review the po-
sition of local commu-
nities towards the op-
eration of their mining
company and the level
of the risk associated
with inability to gain
the local communities
backing.

It’s worth noting that
the new government
announced its 100-day
plan which includes
reform of policy and
laws applicable to the
mining sector. It is ex-
pected that the legisla-
tive reform will lead to
transparency in grant-
ing mining rights, bet-
ter protection of title,
minimization of arbi-
trary state interference
into operation of min-
ing companies, while
increasing the role and
interests of communi-
ties affected by mining,
promoting active use
of auctions in grant-
ing mining rights and
introducing new taxes
with the aim to increase
the state’s income from
mining activities.

Hopefully, the
planned changes will
help minimize the
risks described above
and make the Kyrgyz
mining industry more
attractive to foreign in-
vestors for the benefit of
the Kyrgyz economy.



